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https://grist.org/agriculture/heatflation-how-hot-temperatures-drive-inflation-food-prices/
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EEXI CALCULATION RESULTS FOR BULK CAFRIERS: POWER & SPEED REDUCTION FOR EEXI SATISFACTION

POWER REDUCTION RATE % SPEED REDUCTION «nors)

Pre-EEDI @ Post-EEDI Pre-EEDI @ Post-EEDI
50 3.0
40
20
30

20
1.0

0 0.0
60K 80K AVG. 80K

30K 180K 300K 30K 60K 180K 300K AVG.
o . A Speed 7 o Wit Unit: ki
For Pre-EEDI bulk carriers, the average power reduction rate for each ship verage Speed 3 MCR/MCRem with SM{20%) (Und: knots)
size needed to satisfy EEXI requirements remains 42% of MCR. However, Before EPL After EPL Speed Reduction
for Post-EEDI ships, at best, the average power reduction rate for each Pre-EEDI Ship 14.2 11.8 2.4
ship size to satisfy EEXI requirements remains at 15% of MCR. Post-EEDI Ships 13.9 13.2 0.7

To satisfy EEXI requirements, Pre-EEDI ships must achieve an average
ship speed (before EPL) of 14.2 knots. This speed could be reduced to
11.8 knots after EPL. The pre- and post-EPL speed difference is 2.4
knots.

In the case of Post-EEDI ships, this difference is 0.7 knots. This result is
similar to that for tankers.

VOYAN: Korean Register of Shipping
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HOWE ROBINSON

Weekly Dry Cargo Review

July 22 2022, Week 28

BCITCAw 22,362 -1,847 BPITC Awg 18,838 1,869 BSITC Awg 22,880 456 BHSITC Awg 21,796 547
HRDI 2,099 -4 HRCPI 1,769  -146 HRSCI 3,354 178

Dark Matter and Dry Freight Markets

Cosmologists believe there must be dark matter out there providing additional gravitational force because visible matter is
insufficient by itself to prevent galaxies from flying apart. Similarly, hidden forces would appear to be supporting dry freight
market indices in the face of declines in visible cargo tonnage volumes.

Our current estimates suggest that aggregate cargo volumes in the first half of 2022 were down by just over 1% on equiva-
lent 2021 levels while this year net fleet capacity is growing at a projected rate of +2.7%. Meanwhile lead macroeconomic
indicators suggest the global outlook is deteriorating apace.. Optimistic assumptions held by central bankers that the inflation
surge would be a transitory spike are proving illusory as the impact of food and energy costs on consumer price indices are
starting to feed into wage/price spirals in several countries. In contrast both to the 1980s inflation which was driven by OPEC
restrictions on the supply of oil and to the 2008/9 recession which was triggered by over-indebted excess demand, this crisis
has the distinction of being fuelled by both demand factors (quantitative easing, negative real interest rates and fiscal expan-
sion during COVID) and, even more so, by supply constraints (post COVID labour shortages, continued Chinese lock-downs,
sanctions on Russia and the continued issues surrounding Ukraine. This combination greatly restricts corrective policy op-
tions: tighten and you risk recession, don’t tighten and you risk rising inflation. As a consequence ‘stagflation’ is becoming
the consensus baseline for many corporate and governmental forecasts and even the Fed chair, Jerome Powell, admits a
soft landing will be “very challenging®.

Yet despite this gloomy economic backdrop, for the last eighteen months dry freight indices in all size segments have contin-
ued to exceed mean values for the previous decade by margins of up to 200%. This defiance of economic gravity is general-
ly thought to result from side effects of the COVID pandemic and the Ukraine War. In Q4 2020 the logistical disruption to con-
tainer trades caused by COVID lock-downs triggered the meteoric rise of container freight rates, after which the HRDI started
to move above mean values. Then when Russia started massing troops on the Ukrainian border in April 2021 and again after
it invaded in February 2022, it moved beyond previous highs and has remained above previous mean levels ever since
(Chart 1).

Chart 1
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But the precise mechanisms by which these events contributed to the strength of dry markets are harder to assess or meas-
ure.

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

Unitised Cargo in Break-Bulk

The shift from unitised cargo to break-bulk, thanks to the quintupling of container freight rates since 2020, undoubtedly
played a role, especially with respect to semi-fabricated products shipped from the Far East to the Atlantic. As Chart 2
shows, there is some correlation between the rising cost of container freight during the last two years and a lagged response
in rates for smaller ship sizes on what was previously a quiescent backhaul route. MSI Ltd has attempted to quantify these
additions to bulk cargoes using Oceanbolt’s AlS-based trade monitoring system and concludes that the volume of unidenti-
fied minor bulk cargo jumped from a stable 35-40 Mn tonnes per month over the 2015-2020 period to around 45 Mn in 2021
and to 55 Mn this year. If accurate this would translate into a substantial 330 Mn tonnes of ‘dark cargo’ during the first half of
2022 on a largely long haul route from the Pacific to the Atlantic.

Chart 2
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Trade Diversion & Trade Disruption

But the real surge in rates followed Russia’s massing of troops on Ukraine’s border in April 2021 and then again after the
February 2022 invasion. The theory here is that the loss of cargo tonnage from this area was more than offset by the loss of
fleet productivity. Subject to some exceptions, bilateral trade normally conforms to a pattern of voyage distance/cost minimi-
sation. So, when conflicts, embargoes or physical blockades disrupt this pattern, cargoes have to be sourced from further
afield, which inevitably increase average haul lengths. This has certainly been the true of case of grains as India’s entry into
the wheat trade, albeit quite briefly and other changes in corn and wheat trading patterns after the effectively closure of all
Ukraine’s main ports attests.

Nor has additional laden mileage been the only cause of productivity loss. Trade disruption on this scale potentially creates a
host of other logistical inefficiencies: ships trapped by the conflict, additional ballasting, part-cargoing and port congestion
thanks to the wrong ships in the wrong location, all of which followed hard on the heels of disruption to crew changes, dry
docking repairs and ship deliveries caused by COVID lock-downs in China. Unfortunately, little of this productivity loss is
measurably quantifiable but our third chart, comparing the number of vessels waiting at anchor in 2021 and 2022 with the
previous three years strongly suggests that congestion and disruption continue to be a potent factor underlying the market’s
strength.

- Howe Robinson Partners (UK) Ltd, 40 Gracechurch Street, London EC3V OBT United Kingdom
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Chart 3
Congestion by Vessel Class
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What also lends credence to these hypotheses is that, in marked contrast to normal booms which generally favour large ship
sizes more than smaller ones, the reverse has been true since 2021. In terms of freight index performance (see Chart 1) the
gains have been in inverse proportion to ship size. The smaller ships also experienced the biggest structural reversal in back-
haul/fronthaul rates as well as the greatest increases in congestion. This was because Handys and Supras both stood to gain
most from container to break bulk switches and sub-Capes were the dominant class in Black Sea trades.

Chart4
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Voyage Cost Inflation

Though it has received much less attention, the steep rise in voyage costs will also have played a role in lifting nominal
freight rates. The aggregate supply/demand balance between available ship tonnage and its employment is what principally
determines freight rate margins over voyage costs. These costs have been rising and not solely because of the fuel price
inflation which saw standard IFO380 (Rotterdam) soar from a low of $/T 155 in Q1 2020 to a high of $/T 591 in Q2 2022. As
of January 2020, IMO low sulphur emission legislation forced the majority of the dry bulk fleet not fitted with scrubbers to burn
VLSFO whose price touched $900 per tonne at the beginning of January with the spread with heavy fuel oil at a record $345.

Other operating costs have also been increasing. The Baltic reports average operating costs for bulkers (excluding dry dock-
ing expenses) as having risen by over 10% from $4,564/day at the beginning of 2020 to $5,053/day currently. On top of this
the effective exchange rate of the US dollar, in which most of these costs are denominated, has been rising at a similar rate
over the last twelve months. Assuming that supply/demand balances have been sustained to some extent by fleet productivi-
ty losses, it would be surprising if freight, like any other commodity market, had not reflected this rise in its cost base.

How Long Can it Last?

All our charts suggest markets are now past their peaks: the HRDI and SCFI (Shanghai Container Freight Index), though still
high by historical standards, appear to be on the wane as are bunker prices. Unlike the universe’s dark matter, logistical dis-
ruption is fundamentally a temporary phenomenon, which dissipates as the industry progressively adapts to new patterns
and conditions of trade. In the absence of further shocks, fleet productivity is unlikely to decline much further. Nor is EEXI
legislation likely to increase average voyage times in 2023 as vessels are already steaming at or below compliant speeds
thanks to the high cost of fuel.

Charts
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Prospects for substantial counter-balancing increases in major bulk cargo volumes are equally tenuous. While there are al-
ways potential upside macroeconomic scenarios, such as the UN/Turkey sponsored agreement to open up the mined port of
Odessa which could release the 20 Mn tonnes of Ukrainian grain trapped in silos, barns and ships, immediate prospects for
an amelioration of the three key constraints on trade - the war in Ukraine, China’s policy of “Zero-Covid“ lock-downs
(currently beset by the new, highly infectious BA.5 Omicron variant) and stagflation all look bleak. More likely in the short
term is that Russian restrictions on EU gas imports and upcoming EU bans on Russian coal exports will keep energy prices
persistently high forcing reductions in EU industrial output. Longer term this is likely to accelerate the transition away from
carbon fuels. None of these scenarios look likely to stimulate trade growth for grains, coal or iron ore.

However, to end on a brighter and less publicised note, energy transition is likely to have a beneficial impact on minor bulks
trade. Our last chart gives the OECD’s assessment of the many multiple increases in minor bulk metals and minerals per
vehicle and KWH that will be required to effect the transition from conventional carbon to green energy. Depending on the
pace and extent of this transition, these could be revealed as the new forces to sustain dry freight markets into the future.

Chart 6
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COMMODORE

As we have been stressing in our Weekly Dry Bulk Reports, we continue to believe that all nations will
be wise to purchase as much food and energy-inducing commodities as possible from any and all
exporters going forward. The same is also true for countries rich with their own resources; we can
clearly understand why a nation would want to cut or restrict their own exports at present.

We continue to believe that the supply of food and energy-inducing commodities to be sold
in the export market (and not quote unquote demand) will simply be what is driving seaborne trade
volume. We also remain of our view that the global energy crisis and food crisis are each likely only
in their infancies (and that this will remain helpful to the dry bulk shipping market for both the near
term and longer term).

New this week is that Pakistan has become the latest country to face a shortage of either food or
energy. The cost and consumption of energy-inducing commaodities including oil and thermal coal
have been surging in Pakistan -- and the government has already forced heavy industry including
cement and steel plants to operate at significantly reduced capacities or shut down
altogether. Pakistan's government is also considering changing the nation's work week.

Pakistan's government is reportedly considering reverting to one of the three scenarios: A) a four-day
work week with three weekend days; B) a four-day work week with two weekend days and one day of
lockdown (during which retail would remain closed); C) a four-day work week with one weekend day
and two days of lockdown (during which retail would remain closed). Their goal is to
reduce the electricity needed for industries and also to cut fuel consumption.

We are often not a fan of governments imposing restrictions on businesses or consumers. However,
we understand why Pakistan's government (and any government) would want to put various
restrictions in place on both its industries and its citizens. Demand for energy-inducing commodities
is outpacing supply in Pakistan (just as it is in nations around the world), and summer has not yet even
begun.

Demand for energy surges every summer, and this year demand could be even stronger if the onset
of the summer is also coinciding with an easing of national coronavirus restrictions. We expect to see
a wild summer globally, including here in the United States (which is naturally rich with energy-
inducing commodities). While rolling blackouts have become fairly normal in countries like India,
Pakistan, etc., more US grid operators are warning of summer blackouts.

Global demand for commodities is set to be robust, but commodity availability remains in
question. Also in question is just how much industries around the world could be forced to reduce
operations, and what restrictions will also be imposed on citizens. In Pakistan, we imagine some
citizens (including small business owners) will be upset if they are suddenly forced to have one or two
days of lockdown where all retail is closed.

Anger will only intensify, though, if this occurs while citizens are also experiencing power outages. If
food shortages were also to break out, then we imagine that any existing anger could easily quickly
turn to extreme unrest. Pakistan is not unique here. The entire world already is experiencing an
energy and food shortage, and we believe things will get much worse this summer.
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