THE FUTURE OF THE TRAMP
SHIPPING INDUSTRY*

By B. N. Metaxas

Thereis very little current publication on tramp shipping. Despite this, some observers
of maritime affairs have the feeling that tramp shipping is declining. This belief has
little foundation, and the basic purpose of this paper is to outline some thoughts
regarding the future of the industry.

I have selected two aspects of the subject in which one may be able to establish that
new situations are developing. Firstly, I would like to comment on some of the basic
economic realities and characteristics of the industry and then describe the existing
relationships between the tramp and its neighbours. Secondly, I would like to examine
some significant developments in the neighbouring industries of bulk carriers, tankers,
and liner vessels, with a view to seeing whether they are likely to influence the future
of the tramp industry.

THE TRAMP SHIPPING INDUSTRY

In order to determine the boundaries of the tramp shipping industry and its market,
the world tramp freight market, we must first define the term “tramp ship”. Taking
into consideration the kind of demand that this type of vessel is intended to satisfy, we
may say that:
Any vessel with a tonnage of 4,000 dwt or above which iz the long run does not have
a fixed itinerary, and which carries mainly dry-cargoes in bulk over relatively
long distances and from one or more ports to one or more ports, is an ocean or a
deep-sea tramp.
Some comments on this definition are necessary.

1. Intheshort run a traditional tramp ship may be employed by such charterers as,
for example, a liner company or a government or a big industrial firm for the purpose of
carrying general cargoes on a more or less regular route. This type ofemploymentis not
different from that of the traditional cargo liner. Thus in the short run the tramp ship
can function as a cargo liner satisfying tonnage demand for regular transit. This kind
of demand should be considered a part of the overall demand for tramp shipping
services.

2. The lower tonnage limit indicated in the definition, that is to say, 4,000 dwt, is
based on the contemporary scene of the industry and is, therefore, a relative one.

*A paper presented to the Transport Economists’ Seminar of the School of Management of Ealing
Technical College.
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There do not seem at present to be many ships below 4,000 dwt wanted to perform
transoceanic or long voyages. Moreover, the small tramps of 4,000-6,000 dwt that are
carrying bulk cargoes over long distances are doing so at a price which is presently
between 12 and 15 per cent higher than that prevailing in the market for the old
conventional tramps with a deadweight tonnage in the neighbourhood of 10,000.
The number of small tramps below 7,000 dwt is now decreasing.

In addition, many of the small tramps, mostly from 1,000 to 5,000 dwt, are trading
in particular regions such as the Mediterranean, the Far East, the Caribbean, and so
on. In several regions these small vessels are now trading in competition with the
modern “mini-bulk carrier’” and other specialised types of ships. Price fluctuations in
these local markets do not synchronise with those in the world tramp freight market.

Furthermore, highly specialised fleets (such as, for example, ore carriers limited by
capacity and construction to cargoes of ore) should not be included in the tramp
shipping fleet, which is by definition a general purpose fleet.

In the circumstances, the statistical data published by various institutions in the
shipping world regarding national and world dry-cargo and tramp shipping flects
can hardly form a basis for estimating the magnitude of the tramp shipping industry
at a given time. These data include either all dry-cargo vessels or only tramps above
100 G.R.T. or above 500 G.R.T.

3. For the upper tonnage limit of the industry, the 36,000 dwt mark seems to be
realistic, provided we take into consideration that both bigger bulk carriers and
tankers compete from time to time in the tramp freight market. On the other hand,
many vessels of bulk carrier specification in the range of 31,000-36,000 dwt are
employed on voyage charter over relatively prolonged periods.

THE SUPPLY OF TRAMP SHIPPING SERVICES

The data on the magnitude of the world tramp shipping fleet given in the Westinform
Shipping Report No. 280 would appear to be a close approximation to the actual
position. The figures for the early sixties are similar to those of the International
Tonnage Stabilisation Association. Tables 1, IT and IIT in this paper are based on the
data contained in the Westinform report.

An explanation of some of the terms used, particularly in Table I, may be helpful.
The term “single-deckers” should be taken to cover the large number of ships now
trading as tramps which are vessels of a bulk-carrier specification. These vessels are
suitable for the carriage of bulk commodities; but they cannot carry general cargoes,
and therefore cannot function as liners in the short or in the long run. The permanent
entry of the modern bulk carrier into the tramp freight market is a relatively recent
development.

The second category of ships in Table I, “two decks or more”; refers mainly to
modern tramps which are gradually replacing the liberties, the representative units
of the industry during the last twenty-five years. More specifically it refers to such
liberty replacements as the S.D. 14 and the Freedom type of general purpose ship.
These modern tramps, having a deadweight cargo-carrying capacity of about 15,000
dwt and an average service speed of 14 knots, are larger and speedier than the liberties.
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The same category in Table I includes also a number of cargo liners which have, as a
rule, more than two decks and are trading in the tramp freight market.

I think the main value of Tables I, II and III is that they show that the supply of
tramp shipping services has been increasing during the last decade. At the end of 1967
the total supply of tramp shipping tonnage was in the neighbourhood of 54,000
million dwt. It should be taken into account that, as Table IT shows, the average speed
of tramps increased by 1-7 knots during the period 1961-67. According to later reports
in the shipping world, this expansionary trend is still continuing. The new building

TaBLE I
World Tramp Shipping Fleet (December 1967)

Type of No. of DWT Average Percentage
Vessels Vessels (000) Size of Total
Single deck 1,325 31,443 23,731 57-4
Two decks or more 1,483 15,895 10,718 29-0
Liberties 662 7,392 11,166 13-6
ToraLs 3,470 54,730 15,772 100.0

DWT = deadweight tons. The deadweight capacity of a vessel is the total weight of cargo, bunkers,
water and extra weights expressed in tons of 2,240 Ibs.

Source : Table 3, Westinform Shipping Report No. 280, September 1968.

Note: At the end of 1968 4-5 million tons, or 22 per cent of the total shipbuilding programme, was
for ships of less than 18,000 dwt. The order book for liberty replacements has since been further extended
and by 1970 the deep sea tramp fleets of several maritime nations (U.K., Greece, West Germanys, etc.)
had increased substantially.

TasLe IT
World Tramp Fleet 1961-1967

1961 1962 1963 1964 1965 1967

Number of vessels 2,447 2,634 3,027 3,053 3,090 3,470
Total DWT

(millions of tons) 26-2 28-6 359 38-0 39:0 54-7
Percentage increase

(annual rate) 9-2 13-6 5-8 2:9 14-6
Average DWT

(millions of tons) 10,722 10,870 11,860 12,422 12,628 15,772
Average speed

(knots) 12-0 12+5 12-6 12-9 12-6 137

Source : Westinform Shipping Report No. 280, September 1968.
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Tasre IIT
Changes in the Composition of the World Tramp Fleet 1960—-1967

DWT (000 tons) 1960 1961 1962 1963 1964 1965 1967
Previous year 24,789 25,091 26,238 28,639 35,900 37,925 41,853
New buildings 1,510 1,094 2,470 2,796 2,964 2,081 14.076
Ex-liners 385 779 336 479 492 1,387 ’
Conv. tankers 219 285 114 967 315 96 176
Gross Total 26,912 27,249 29,158 36,680 39,671 41,489 56,105
Less : Scrappings 1,152 570 405 528 1,038 1,065 1,300

Losses 114 54 14 132 113 162} 75

Transfers out of fleet 555 387 109 120 595 1,241
Net Total 25,091 26,239 28,630 35,900 37,925 39,021 54,730

Number of vessels 2,391 2,447 2,634 3,027 3,053 3,090 3,470

Source : Westinform Shipping Report No. 280, September 1968.

programmes of many shipping firms, of various hypothetical or real nationalities,
with an interest in the tramp freight market centre on bulk carriers and liberty
replacements.

THE DEMAND FOR TRAMP SHIPPING SERVICES

A digression should be made at this pointin order to mention two of the mostsignificant
economic characteristics of tramp shipping.

1. Although there exist some market imperfections, the industry resembles closely
the theoretical model of perfect competition. There are many shippers, i.e. buyers of
tramp shipping services, the world over, big as well as small, and there are many
hundreds of sellers. It is difficult to establish the exact number of sellers because the
number of Panamanian companies, which own about 30 per cent of tramp shipping
tonnage, is definitely larger than the number of actual owners. There is absolute
freedom of entry to and exit from the market.

2. The second significant characteristic is that the tramp freight market mechanism
is not characterised by a stable equilibrium; demand is not always equal to the supply
of tramp shipping tonnage at a price at which only normal profits are made.

The difficulty in adjusting supply to demand is due to two reasons: the first is the
nature of the demand. The quantity of tramp shipping services demanded depends,
in the main, upon variations in the volume of international seaborne trade of bulk
commodities. These variations are due to various factors which stem from the
economic, political, social and physical environment of nations. Thus demand for
tramp shipping services tends to fluctuate. The second reason is the inflexibility of
supply, which is due to the period of time required for the construction of ships, to the
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duration of the useful life of tonnage once it has been built, to the insistence of the
industry’s entrepreneurs on keeping their vessels trading during depression periods for
as long as the losses incurred appear to be smaller than or equal to the cost of idleness,
and to their propensity to resist sending old tonnage to the scrap iron yard. Clearly the
inflexibility of supply of tramp shipping tonnage makes any immediate adjustment of
supply a practical impossibility.

Shifts in the demand curve for tramp shipping services and the inelasticity of
supply in the short run have caused sharp fluctuations in the average level of tramp
freight rates during the last hundred years. The relatively brief periods of abnormally
high freight rates have frequently led to undue optimism in the ordering of new ton-
nage. Thus the industry has been characterised by an endemic tendency to over-
invest. This is one more reason why the previously mentioned expansion of supply of
tramp shipping tonnage cannot be taken, in itself, as a guide to the future of the
industry.

A careful look should be taken at trends in the demand for tramp shipping services.
What is really needed in this connection is disaggregated data showing effective
demand (actual fixtures) for tramp shipping services in as many trading routes as
possible. Such a study would have made possible some accurate forecasting of future
demand trends. In its absence one cannot do better than comment on the basis of
aggregates.

Table IV shows that since the war the volume of international seaborne trade in
dry cargoes, a considerable percentage of which s carried by tramps, has been growing.

TaBLE IV
World Seaborne Trade

Weight of cargo carried, excluding trade within the Great Lakes (in million metric tons)

Year Dyy Cargo Tanker Cargo Total
1937 375 105 480
1957 510 420 930
1958 480 440 920
1959 490 480 970
1960 540 540 1,080
1961 570 580 1,150
1962 600 650 1,250
1963 640 710 1,350
1964 720 790 1,510
1965 770 870 1,640
1966 820 960 1,770
1967 850 1,020 1,870
1968 930 1,130 2,060
1969 1,020 1,220 2,240

Source : Chamber of Shipping of the United Kingdom: Annual Report 1971, p. 83.
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The volume ofinternational seaborne trade in dry cargoes, excluding trade within the
Great Lakes, was 510 million metric tons in 1957, and in 1969 reached 1,020 million
metric tons.

Anotherindicator of future demand trendsis theincrease in the quantities carried by
tramps, bulk carriers and tankers of commodities such as grains, scrap iron, minerals,
sugar, chemicals, fertilisers, fishmeal, copra, and so on. However, demand for tramp
shipping services is fluctuating and there have been major exceptions to the general
upward trend. For example, the quantity of coal carried by tramps in 1957 was
38,523,000 metric tons, whereas in 1958 it was 9,755,000 metric tons.1 The difference
of 28,768,000 million tons was the main reason for the short-run reduction in the
international seaborne trade of dry cargoes. Moreover, the decline of the North
Atlantic coal trade was the basic cause for the major depression in the tramp shipping
industry during 1958-59.

In spite of these fluctuations, the growth of world population strongly supports the
prediction that the demand for dry-cargo shipping services, including tramps, will
increase in the long run. This view is taken in the Rochdale report and other recent
studies on the demand for dry-cargo shipping services as a whole.

Anotber indicator of the increasing demand for tramp shipping services is the state
of the market during the last seven years. As shown in Figure 1, which is based on the
Tramp Freight Index of the U.K. Chamber of Shipping, for the first time in the history
of modern tramp shipping average freight rates have remained at a relatively high
level over a prolonged period, i.e. from 1963 to the present time (1970). Therefore, on
the basis of this brief survey of demand, supply and prices it may be stated that long-
run profitability prospects are good and the indusiry will expand further in the future.

SUBSTITUTION AND THE TRAMP

But no definite conclusion can be reached on the industry’s future unless the economic
effects of the replacement of the tramp by its neighbours and vice versa are taken into
account. By “neighbours” we mean the following means of sea transport, which are
basically aimed at satisfying different kinds of demand:

Demand for bulk material
on regular route The bulk carrier

Demand for bulk oils on
regular route and
controlled transit The tanker

Demand for regular transit
of general cargoes The liner (including containers)

As may be seen, I ignore specialised ships, double and triple purpose ships such as
oil/ore carriers, and the new LASH ships, because their relationship with the tramp is
rather remote. I alsoignore air transport. I propose to examine briefly the relationship
of the tramp with the other maritime units both in the short and in the long run.

1See Naftica Chronica, 1 January 1962.
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The Short Run

At a given technological level the interchangeability of the tramp with its neigh-
bours is determined by price and cost relationships. Figure 2 may be of assistance in
explaining this point.

Figure 2 shows that supply and demand in the tramp freight market are such that
they give a freight rate for the carriage of commodity g (let us assume grain) which is
higher than the freight rate prevailing in the tanker market for crude oil: ftg > fto.
In the circumstances, conditions are favourable for the entry of the tanker into the
tramp freight market as a grain carrier. It could be argued theoretically that the eatry
of the tanker will continue until an equilibrium freight rate is restored between the
two markets. However, even if we assume that there is no difference in costs of opera-
tion between the tanker and the tramp, this would run the risk of oversimplification
by omitting the point that the supply and demand conditions described in Figure 2
and the entry of the tanker into the tramp freight market may create a chain reaction
which can affect, to a larger or smaller degree, many branches of merchant shipping.

Let us assume for the sake of the example that, at the time when the tramp freight
market was at a high level, demand for tramp tonnage in the liner market was also
relatively high and therefore time charter rates were high, while rates in the tanker
market, as shown in Figure 2, remained at a relatively low level, especially for the
smaller tankers. In the circumstances it could be expected that, in addition to other
developments in the tanker industry (for example, some of the smaller tankers might
enter the “clean trade” carrying refined oil products), many tankers would enter the
tramp freight market as grain carriers. Such a situation would lead entrepreneurs of
the tramp shipping industry to time-charter more of their tonnage to liner firms. In
view of the availability of suitable tramp tonnage some of the liner companies would
have decided to transform the slowest units of their fleets into tramps by employing
them on a single voyage basis on those trading routes where the problem of the big
bulk carrier and tanker competition did not exist, and big bulk carriers might also
enter the tramp freight market for one or more voyages.

Short-run substitution will continue to exist for as long as there are differences in
costs and prices in the contrasting markets for tramps, bulk carriers, liners and
tankers.

Empirical evidence shows that the interchangeability of the tramp with its neigh-
bours has a marginal effect on the level of tramp freight rates. There is no evidence
that it has ever constituted the main factor in the sharp fluctuations in the level of
freight rates which form the main characteristic of the tramp freight market during the
last hundred years. At times, however, the margin can be wide.

The Long Run

The quantity of factors of production employed by the industry and its neighbours
is not fixed in the long run, and one has to allow for the effects of technical progress.
Itis desirable to make some remarks regarding their effects on the industry during the
next ten years or so.

1. Tankers. As may be seen from Table I11, several hundreds of tankers of the T2 type
which were tending to become obsolete in their own market were converted into small
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bulk carriers during the late fifties and the early sixties, forming the so-called “cheap
bulk carriers fleet”. At present a very small percentage of the existing capacity of the
industry, probably less than 2 per cent, seems to originate from this source. The T2
tankers and other relatively small tankers are approaching the end of their physical
life. Assuming that the American reserve fleet, a large part of which consists of T2
tankers, remains where it is, we can state that the number of permanent conversions
ofsmall tankers to small bulk carriers employed in tramping will be insignificant in the
next ten years or so.

2. Bulk Carriers. It is natural to expect that as the number of large bulk carriers of
60,000 dwt and above increases more of the smaller bulk carriers will be employed in
tramping. This long-run trend depends to a very great extent on the performance of
thelarge bulk carrier and the future availability of terminal facilities for large maritime
productive units. In the circumstances, it is difficult to estimate the future magnitude
of this source of supply of tramp shipping tonnage.

3. Cargo Liners. The long-run effects of containerisation are bound to be felt shortly in
the tramp freight market. According to a study made recently by the Research
Department of Lambert Brothers Ltd, London, by 1973-74 thirteen trading routes
will be served by 212 container ships. It is estimated in the study that on the U.S./
Continent/Australia route each modern container ship will replace 3-6 traditional
cargo liners.2 The estimated number of conventional cargo vessels to be displaced by
container ships in the next four years is 847. Assuming that the average size of each
traditional cargo liner is about 10,000 dwt, we can conclude that there will be about
85 million tons of cargo liners available in an industry in which there is already excess
capacity. There are additional schemes for container services still at the planning
stage which, naturally, are not taken into account in the calculations of the study.
Also, the study does not take into consideration the fact that owing to the greater
capital requirements of containerisation the liner market assumes more and more of
an oligopolistic structure on a world-wide basis, which may enable it, in the long run,
to minimise excess capacity. In addition, it should be mentioned that several con-
ventional cargo liners are presently under construction.

Thus it would appear that in the next four years or so there will be about 10 million
tons of conventional liner tonnage available, either in the tramp freight market or in
the liner market, to replace tramps functioning as liners in the short run. This amount
of tonnage represents approximately 18 per cent of the existing supply of tramp
shipping tonnage, and is likely to have a serious effect on tramp freight rates.

2The replacement ratio (i.e. 3-6) is calculated on the basis of the following formula:
L = (a.b.c.k) : (A.D)
where:
= number of voyages per annum/container ship
= number of containers/container ship
= capacity of containers/container ship
= a constant (= 0-95) to all for a 5 per cent loss of stowage in containers compared with
general cargo ships
4 = number of voyages per annum/conventional liners
D == Capacity of conventional liner in cubic feet.

a
b
¢
k
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CONCLUSION

This future development of excess conventional liner tonnage and its availability in
the tramp freight market becomes even more significant if it is linked with another
serious question : the maritime ambitions of the developing countries.

The desire of many of the developing countries to become maritime powers, a
desire which seems to be based both on economic and on national prestige considera-
tions, is a factor that must be taken into account.

Unfortunately, in an economic sense the efforts of many of these countries for mari-
time development may not be taking the right direction. If the developing countries,
instead of trying to compete with new tonnage in highly sophisticated markets such
as the liner market, in which there is already excess capacity, followed the alternative
of buying secondhand ships, which will become available shortly, the economic
benefits of their decision would soon become obvious both on a national and on an
international basis.

It will be possible for maritime enterprises managing vessels under the national
flags of the developing countries to operate secondhand ships, including some of liner
specification, at a relatively low economic cost. Capital costs will be relatively low.
Labour costs will be considerably lower than those of similar vessels under the flags of
traditional maritime nations. Other costs may be comparatively higher, but total
operating costs will tend to remain at a level that will make the services produced by
secondhand tonnage remunerative in the long run. Furthermore, such a course will
enable the developing countries to obtain the necessary technical and managerial
know-how (and maritime tradition where it does not exist) which constitute funda-
mental prerequisites for economically efficient participation in more sophisticated
international maritime markets. Tramp tonnage, used in trading in the world tramp
freight market, should form the initial stage of the maritime evolution of the developing
countries.

Ealing Technical College
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