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Major cruise groups nine-
month performance review

BY ALAN LAM

T
he disastrous financial and
volume performance results in
2020 of Carnival Corporation &
plc (Carnival), Royal Caribbean
Cruises Ltd (RCCL), and

Norwegian Cruise Line Holdings Ltd
(NCLH), especially for the second and third
quarters, showed incontrovertibly the full
impact of the current crisis on the cruise
industry. There were no effective tools and
strategies to halt the decline.

With the wisdom of hindsight, the
sector’s former ebullience now seems
absurd. It will take more than optimism,
which has all but evaporated anyway, to pull
it back from the precipice. 

The industry is now comatose, its
confidence greatly damaged. Never before
have circumstances been so threatening.
Unlike all previous crises, this time there are
not yet any reliable, visible indications of a
real and sustainable recovery, even on the
distant horizon. 

The sector, suffering from deepening
losses, is fighting for its life. For the
moment, the best it can hope for is for its
condition to stabilise in the coming months.
But the numbers and continuing suspension
of cruise activities do not point to an
encouraging prognosis in the medium term. 

It is fair to conclude that, because of the
Covid-19 crisis, the sector is now
languishing in wilderness, with deepening
losses and mounting debts. 

Sharp retractions
Under normal circumstances, it would

be a matter of course that at least one of the
three major cruise groups would be
reporting record interim revenue and
passenger numbers. 

The prospect of this occurring again is
now remote. There are too many
extraordinarily difficult conditions to be met
before the industry can even begin to
recover. The sudden decline is still
continuing.

The revenues of the three major cruise
groups in the first nine months of this
financial year made for excruciating reading.
They fell by an average of more than 71%
compared to the same period of 2019; in
the case of NCLH and RCCL, interim

In wilderness with deepening losses and mounting debts
The latest nine-month reviews of the three major listed
cruise groups revealed disappointments and distresses. 
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revenue retractions were close to 75%. 
Distressingly, RCCL reported a negative

revenue of nearly $33.7 million in the third
quarter, while NCLH recorded a meagre
$6.5 million and Carnival reported just $31
million, with zero revenue from ticket sales.
The situation is not expected to improve for
the fourth quarter, so the full-year figures
could be even more unpalatable.

The sharp falls are directly reflected by
the steep reductions of passenger numbers
and cruise-days. For NCLH, the group’s
three brands carried no passengers at all in
the last two quarters. Much of its diminished
revenues came from advance ticket sales
for future cruises that may or may not take
place. Carnival also carried no passengers
during its second quarter (the group’s
second fiscal quarter covered the equivalent
period of the third quarter of RCCL and
NCLH). It now looks increasingly likely that
the fourth-quarter passenger numbers will
be virtually zero for all three groups. 

The no-sail order imposed by the US
Centers for Disease Control and Prevention
(CDC) has had a devastating effect on the
trio. More than 50% of their revenues
depend on the North American source
market. Recent limited and jittering restarts
in Europe and elsewhere by some of their
brands have done nothing more than tinker
at the edges. In some cases, they may have
incurred more costs than bringing in
revenues. The second lockdown in parts of
Europe has forced some lines to suspend
what they had just restarted. Carnival’s
German brand Aida, for example, cancelled
all its November cruises because of the new
travel restrictions.

On the whole, the percentages of falls in
passenger numbers and cruise nights
roughly corresponded to those of the
revenues of the period. This again showed
how the trio’s business performances
depended entirely on occupancies and
disproportionately on North American
clientele.

Deep plunges
While revenues struggled to remain

above the waterline, the operating and net
losses of the three groups plunged deep
below the surface, showing the fragility of
the current business model. For the nine-
month period, Carnival, for example,
recorded an eye-watering net loss of more
than $8 billion.

The pandemic took its biggest tolls to
date from the cruise industry in the second
quarter of the current financial year. In those
three months alone, Carnival reported a net
loss of more than US$4.37 billion,

compared to a net income of $451 million
during the same period of the previous year.
RCCL’s net loss for the second quarter was
more than $1.63 billion, compared to a net
income of $480 million in the same period of
the previous fiscal year. NCLH reported a
net loss of $715 million, compared to a net
income of over $240 million in the same
period of 2019. In total, the trio suffered a
net loss of more than $6.72 billion in the
second quarter. 

In the third quarter, though the situation
is still critical, its severity was somewhat

moderated thanks to drastic, swift, and
decisive cost-reduction measures, which
included asset disposals and widespread
redundancies. As a result, Carnival’s net
loss was narrowed to $2.86 billion, RCCL’s
to $1.35 billion, and NCLH’s to $677.4
million.

But the overall losses for the nine-month
period are dumbfounding. The industry
seems to have moved from a state of
perpetual cheerfulness to profound
mournfulness at the throw of a switch, with
the exposure of a major weakness of cruise
business in its current form. 

Asset sales, aggressive cost-cutting,
and borrowing are the only tools available to
them. Carnival already has plans to dispose
of 18 ships, representing a roughly 12%
reduction in its fleet capacity. The group
initially planned to sell far fewer ships, but
as the crisis continued, the number went up.
It could go up further. 

“We have accelerated the sale of less-
efficient ships, enabling us to capitalise on

Major cruise groups nine-month passenger numbers
(thousands)

Source: Carnival, RCCL, NCLH

Major cruise groups nine-month revenues
(million US$)

Source: Carnival, RCCL, NCLH

Asset sales, aggressive cost-
cutting, and borrowing are the
only tools available to them.
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pent-up demand on reduced capacity and
structurally lower our cost base, while
retaining our most cash-generating assets,”
said Arnold Donald, president and CEO of
Carnival Corporation & plc, in an October
business update. “We are taking aggressive
actions managing the balance sheet and
reducing capacity to position us to weather
this disruption and also emerge a leaner,
more efficient company, reinforcing our
industry-leading position.” 

The attenuated sector now seems to be
the very antithesis of its former self.
Circumscribed by the inevitability of further
decline, even a simulacrum of normality has
become a distant dream. Instead of
optimism, the mood is shifting towards quiet
stoicism.

Small victories
The only measurable success in the

sector’s existential struggle against the
current crisis is in cost reduction, which,
because of operational suspensions, could
not be entirely attributed to measures taken
by the trio. 

Expenses were expected to come down
quite dramatically on account of less fuel
and fewer services required. Unfortunately,
the expenses for the nine-month period did
not fall at the same rates as revenues. While
RCCL and NCLH achieved 45%–46% cost
reductions, Carnival managed only 23%.
These disparities between revenue and
expenses contributed to their deep losses.

Nevertheless, in the circumstances, the
reductions in costs and expenses can be
interpreted as small victories. Between the
second and third quarters, RCCL was able
to shrink its operating expenses by as much
as 55%, while NCLH and Carnival reported
37% and 38% shrinkages, respectively.

“We continue to aggressively manage
our spending and take opportunistic actions
to bolster our financial position,” said Jason
T. Liberty, executive vice president and CFO
of RCCL. “Moreover, we are optimistic that
with the gradual resumption of cruise
operations, our cash flow from operations
will sequentially improve, driven by an
increase in the inflow of customer deposits.”

Indeed, these deposits are key to cash
flow. RCCL estimated that it would burn
through $250–$290 million on costs and
expenses each month during the
operational suspension, mainly to cover
interest, ship operating, hedging, and
administrative expenses, as well as
unavoidable capital expenditures. NCLH put
its equivalent figure at $150 million. For
Carnival, its third-quarter monthly cash burn
was reported to be as high as $770 million.

RCCL & NCLH nine-month passenger cruise days

Source: Carnival, RCCL, NCLH
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The eventual resumption of operations
will cause the costs to rise again. “When the
company starts returning its fleet into
service,” stated RCCL, “it will incur
incremental spend as it brings the ships out
of their various levels of layup, returns the
crew to the vessels, takes the necessary
steps to ensure compliance with the
recommended protocols and restarts its
sales and marketing activities.”

The small victories won in various cost-
reduction efforts might therefore be short-
lived. Rising costs upon cruise resumption
may become another disastrous issue if the
widely assumed pent-up demand fails to
materialise.

Galloping debts
Borrowing has become the central pillar

supporting the industry throughout this
crisis. Since March, all three cruises groups
have been focusing their main effort on
raising funds through successive
borrowings, selling ships, and issuing
shares and securities, resulting in a rapidly
elevating debt level – the only figure that has
been rising since early 2020, and one that is
expected to continue rising for the
remainder of the crisis. This, if not properly
monitored, could ultimately be the industry’s
undoing. For years to come, the long-term
debt will hang over it like a sword of
Damocles. Yet here is a painful paradox:
with no incomes, the industry can remain
afloat only by sinking deeper into debt.

In the first nine months of the current
financial year, Carnival accrued a long-term
debt nearly twice the level reported for the
full year 2019. Since the end of its last
financial year, this has risen by 49%. RCCL
reported an even worse rise of more than
52%, while NCLH fared marginally better at
42%. All of these are huge percentages.

The very nature of these debts is now
fundamentally different. Previously, they
were incurred mainly by expansion and
newbuilding programmes; now they are
generated to cover costs and expenses. As
these debts often have no tangible new
assets, such as newbuildings, to back them,
they are tilting the balance sheets
unfavourably.

Aside from continuing to strain every
sinew to borrow even more and to somehow
service the rising costs of the debts by
negotiating and re-negotiating terms, the
only thing the three major cruise groups can
do to extend their survivability is to further
tweak the costs and hope for an early
resumption of cruises. 

“We have recently begun to optimise our
capital structure with the early

extinguishment of debt on favourable
economic terms and the extension of debt
maturities,” said David Bernstein, chief
financial officer and chief accounting officer,
Carnival Corporation & plc. “In addition, with
the re-launch of our fleet, we saw a good
opportunity to improve our balance sheet
with an equity offering. So last month we
announced an at-the-market equity offering
programme. However, once we fully resume
guest cruise operations, we expect our cash
flow potential will build a path to further
strengthen our balance sheet and return us
to an investment-grade credit rating over
time.”

Beyond the trio, in August, Genting
Hong Kong revealed it had accrued a debt
of $3.37 billion. The group also disclosed
that its subsidiaries had defaulted on debts
totalling €3.7 million in connection with the
construction of its two Global-class ships.

Wilderness years
Against this background, it is not

surprising that major cruise groups are still

reluctant to provide definitive guidance for
their future performances. 

“The company’s operation is still subject
to the impact of Covid-19. Consequently,
the company cannot estimate its near- or
longer-term financial or operational results
with reasonable certainty,” RCCL said
succinctly. An extensive four-quarter net loss
is envisaged. This broadly encapsulates the
sentiments of all three groups. 

In the midst of devastation, the industry
still clings to any tangible hopes and
positive demand indicators, especially in the
form of forward bookings. “While we have a
long road of recovery ahead of us, we are
encouraged by the continued demand for
future cruise vacations, especially from our
loyal past guests, across all three of our
brands,” said Frank Del Rio, president and
chief executive officer, NCLH. Yet the
company reported a booking volume below
historical range in its third-quarter review.

Del Rio did not believe that the
pandemic would have a lasting effect on the
industry. He saw it as “just a bump in the

Major cruise groups nine-month operating net incomes/losses
(million US$)

Source: Carnival, RCCL, NCLH

Major cruise groups nine-month operating incomes/losses
(million US$)

Source: Carnival, RCCL, NCLH
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road”. Others may disagree, but he was
adamant in this stance. “The bookings we
are seeing are stronger than we were
expecting,” he said. “The fact that we’re
booking as much business as we are for the
future, against the backdrop we have, is an
indication that cruising is strong for the
future.”

Various cruise lines are indeed reporting
strong or better-than-expected sales of their
future cruise programmes. These are mainly
world cruises, niche products that go only a
little way towards pulling the industry back
from the brink. To do that, ships like those of
Quantum, Breakaway, and Oasis classes
need to set sail with good occupancies.
That seems still to be a distant prospect.
The landscape of cruising has never looked
so desolate and desultory. 

In the meantime, the industry continues
to sell assets, assets that it had built up and
nurtured in the last three decades with
methodical care and determination. 

One thing must be borne in mind: this
crisis will not end abruptly like a curtain-drop
in the theatre. The reality will be much more
protracted. There will be no sudden rush of
demand to overwhelm the industry.

It is possible that the pandemic will not
just pause normality but end it. Cruise
industry may face years in the wilderness
and then emerge in a completely different
world. For the moment, we still hear
courageous voices in the darkness,
shouting: “We will come back stronger.” Will
we? g

Major cruise groups long term debts
(million US$)

Source: Carnival, RCCL, NCLH

Major cruise groups nine-month operating costs & expenses
(million US$)

Source: Carnival, RCCL, NCLH


