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A Ship-Valuation Model Based on Monte Carlo Simulation

Jung-Suk Choi - Ki-Hwan Lee - Jong-Sik Nam
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This study utilizes Monte Carlo simulation to forecast the time charter rate of vessels, the
three-month Libor interest rate, and the ship demolition price, to mitigate future uncertainties in-
volving these factors, The simulation was performed 10,000 times to obtain an exact result. For the
empirical analysis—based on considerations in ordering ships in 2010—a comparison between the
Monte Carlo simulation-based stochastic discounted cash flow (DCF) method and traditional DCF
methods was made, The analysis revealed that the net present value obtained through Monte Carlo
simulation was lower than that obtained via regular DCF methods, alerting the owners to risks and
preventing them from placing injudicious orders for ships. This research has implications in re-
ducing the uncertainties that future shipping markets face, through the use of a stochastic DCF ap-
proach with relevant variables and probability methods.
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