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“This much we do know: A""1a\;rge across-the-
board increase in interest rates is a cure worse
than the disease. We should not attack a supply-
side problem by lowering demand and
iIncreasing unemployment. That might dampen
inflation if it is taken far enough, but it will also
ruin people’s lives.”

;;9"9 Joseph E. Stiglitz,

K Project Syndicate, 7 February 2022
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A Comparison of Cape and Sub-Cape Freight Indices

Introduction

Due to mounting evidence of divergent behaviour between the Capesize and Sub-Cape freight mar-
kets, Howe Robinson Research decided to investigate the extent to which composite indices such as
the Baltic Dry Index (BDI) and the Howe Robinson Dry Index (HRDI) conceal such differences.

To this end we constructed two daily freight indices, one for Capes (HRCPI) and one for Sub-Capes
(HRSCI). Both indices run from January 2009 until the present. The former is based on the Baltic’s BCI
and the latter on its BPI, BSI and BHSI time series. Each series switches (eg from BCI 2003 to BCI
2014, BPI to BPI 82, BSI to BSI 58 and BHSI to BHSI 38) at the same date and using the same meth-
odology as the Baltic does for the BDI. For purposes of comparison both series are indexed to the
same value as the BDI (773) on their starting date of 2/1/2009.

There are, however, two key differences with the BDI:

1.  The HRSCI includes the Handysize sector throughout which the Baltic excluded from the BDI in
2018.

2.  Weights for the three components in the HRSCI are not fixed over time, as in the BDI, but are
modified at the beginning of each year based upon the proportionate deadweight size of each
fleet segment. (Since the BCl is the only series used to construct the HRCPI, the weighting is 1
throughout).

Results

Sub-Cape and Cape Indices(2009 - Feb 2022)
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Chart 1 plots the daily index for each series since 2009. Also plotted is the daily difference in index
points (HRSCI-HRCPI) between the two. It is immediately apparent that, brief cyclical peaks apart, the
Sub-Capes have outperformed their larger sisters fairly consistently. For 84% of the period between
2009 and 2022 (or 2,758 out of 3,284 days) the HRSCI was at a higher level than the HRCPI and reg-
istered a daily average figure of 599 index points above the Capes (or almost 40% higher).

Daily Index Point Difference (HRSCI minus HRCPI)
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Nor, as Chart 2 shows, was this particularly the case in weak markets as is often thought. In the rela-
tively strong years of 2010 and 2021, for example, the HRSCI was stronger and for longer than the
HRCPI and this has consistently been the case since 2009. It also suggests that in recent years these
margins have tended to widen, such that in the first two months of this year the daily average sub-cape
index has out-performed capes by 2,300 index points or 225%.

What is particularly surprising about these results is that higher rewards are generally associated with
higher risks. Not so in this case. If we take daily volatility as a proxy for risk, Chart 3 shows the aver-
age (absolute) daily change for Capes was more than double that for Sub-Capes (63 compared to 26
Index Points/Day).

- Howe Robinson Partners (UK) Ltd, 40 Gracechurch Street, London EC3V OBT United Kingdom
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