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Introduction

Each sector of shipping will be negatively affected by the Covid-19 epidemic, if it hasn’t already.
Gravity will take over! This report will focus on bulker and tanker trades. To gain a perspective on
how hard these sectors are hit, or will be hit, we will need to look at where we are now, the problem
areas and the likely outcomes. We ask the question once again, will China save the day as it has done
in other crises?

Each cargo subset in bulker and tankers has a unique story to tell. Each very different, each will
respond differently as consumer behaviour changes. Energy requirements are shifting, heavy and
light manufacturing has changed and consumer wants (albeit panic at times) have changed.

Three things we can learn in this report
This report will look at these important questions:

1) How will Corona virus affect overall demand?
2) What vessel types will struggle/do well?
3) What will happen to China for the remainder of this year?

But firstly...

What data sets do we have?

Since the financial crisis of 2008, maritime data has come a long way. AlIS (The vessel Automatic
Identification System) was in its infancy and is now more advanced, with more products on the
market. Also Customs data is now being used more effectively to measure demand with more
precision, which is what we do at Tradeviews.

For an immediate assessment of the supply/demand balance we have the Baltic Indices. The BDI
(Baltic Dry Index) for bulkers has a hierarchy of vessel type down to core routes. Similarly with
tankers you have the Baltic Clean Tanker Index and Baltic Dirty Tanker Index or alternatively
Worldscale Rates. All these are widely followed but often give little indication of what’s going on
under the surface. When Rates are depressed, they have little flex to show the impact of trade.

For an immediate assessment of demand you can set about analysing the many vessels movements
using AlIS or look at port line-ups for your favourite ports. On a large scale these methods are difficult
and inaccurate. You never really know what cargo or cargoes are on a vessel, how much is loaded or
where it is actually going.

That’s why for this report we’ve chosen to use published customs statistics combined with the
distance vessels travelled. We call this ‘Tonne Mile Demand’. It will be used throughout the report to
understand the impact of Corona.

1) How will Coronavirus affect overall demand?

Before the pandemic started where was vessel demand? The answer is Asia and more specifically
China, as you might have guessed. In 2019 dry cargo Tonne Mile Demand to China was 34% of all
trade. For the Far East it was 57% and Asia as a whole was 76%.
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For tankers is a similar story with 34% of crude oil going to China and 75% going to Asia. The
exception in the tanker class is product tankers where demand to each continent is more evenly
spread. Asia tonne mile demand for product tankers was just 35% in comparison. On the whole
journeys are shorter meeting the demand for fuel oil, diesel, gasoline and jet fuel. The average
journey for a product tanker in 2019 was 3120nm (Nautical Miles) where for crude oil its 5133nm.

To understand how coronavirus will affect global trade we have to look at the main cargoes in both
classes, starting with bulkers:

Iron ore

Iron ore is a key ingredient for steel, particular the blast furnace method. While the semi-finished
steel output can vary within a range, closing down a blast furnace is costly. This will only happen as a
last resort. So during the Chinese lockdown, the blast furnaces were still producing their original
planned output. This can be seen from "World Steel's outputs for February where Chinese steel
output was up 5% compared to a year ago.

So what is global demand like? Astonishingly in 2019, China took 73% of the global iron ore seaborne
trade and Asia combined took 94%. In second position was Europe which was just 5% of the tonne
mile trade (see below). Therefore, this trade is all about China.

Iron Ore Tonne Mile Demand 2019
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So why did the Baltic Cape Index dive during February and March 20207? | think the answer has to be
destocking. February is normally a low point due to the Chinese New Year and that continued into
March. During this uncertain time, mills will keep lower stocks, particular when their inventory levels
are so high. According to Platts, steel inventories in March 2020 were at 100 million tonnes, up from
33 tonnes in March 2019. All the way through the middle of this year inventories are going to be
high therefore we expect steel production to be running lower.

If the coronavirus pandemic leads to a global recession then we will see steel production falling and
facilities closing. Mills outside China are at much higher risk as China still has a strong development
program which it’ll be pushing through. We may therefore see a two speed recovery where China
runs on a separate plain of development while there could be significant contraction of steel output
in the West.
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Steam Coal
Steam coal is mainly used for electricity production. As most of the world locks down and many light
and heavy industry like car production cease, the electricity requirement has fallen.

When we look at global trade in 2019, India was the lead importer with 17% of the global trade.
Japan and South Korea were second and third with 16% and 15% respectively. China was in 4"
position with 12%.

Global Steam Coal Trade 2019
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China is the largest burner of coal but mainly mines its vast 3 billion tonnes requirement itself. Its
imported material is only 7 or 8% of the total requirement. During the coronavirus lockdown in
February and March imports increased. Logistical problems of moving the coal from the north to the
south meant it was easier to import more coal from abroad. This goes against the main trend of a
falling global requirement.

Initial estimates show the power consumption in countries is between 5 and 20% lower where there
has been an enforced lockdown. With the exception of India and China, most economic growth is
flat and therefore a global recession scenario from coronavirus will mute imports as power demand
decreases. This will weigh heavy on the Capesize/ Kamarmax /Panamax vessels for the first half of
2020.

Agriculture

Agricultural cargoes have the greatest seasonal variability of any cargo group. Prime export locations
can change due to crop yields year to year and most crops have a season in each hemisphere.
Farmers can also switch crops due to price pressures. So to be sure coronavirus will change the trade
pattern.
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Agricultural Trade TM 2019
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We believe that countries will be buying stocks early, for fear of depleting their own stocks. It’s the
same behaviour as consumer panic buying. This will shift traditional buying patterns by a month or
two and could even create new trade routes.

Some countries are already worried about the long-term effects and have banned some grain
exports. These countries include Vietnam, South Korea, Kazakhstan and Russia. Another downward
pressure on grain, particularly in Europe, is to find workers to help in the busy agriculture harvest
seasons. Traditional many countries have relied on migrant workers.

It's our belief that overbuying by some countries and restrictions by others should balance each
other out. The net effect should be similar to previous year. It will be interesting to watch as a
noticeable movement in the Panamax/Ultramax/Supramax rates through each peak and tough.

Crude oil

Crude oil tankers trades do bear many similarities to bulker trades. China imports of crude have
grown substantially over the years and accounted for 34% of Tonne mile trade in 2019. Once again,
overall Asia imports 75% of seaborne trade.

Crude Oil Tonne Mile Demand 2019
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There has been a strange set of twists and turns in oil politics. OPEC met to discuss production cuts
because of coronavirus and a spat emerged between Russia and Saudi Arabia where Saudi have
refused to make any cuts thus oversupplying the market. The move is seen as an attempt to gain
market share which it has struggled to take from the US. The US has managed to grow its market
share through its shale revolution. Consequence, both Saudi and Russia both feel the pressure to
grow market share and see this an opportune moment.

The result is a major drop in the oil price from the oversupply, which historically is very good for
shipping. The contango in crude prices has meant it's economical to use more tankers as floating
storage. This along with countries like China buying oil while it’s cheap has boosted spot rates for
VLCC vessels. How long will this last? The likely outcome is when storage facilities are full, there will
be nowhere for the oil to go and therefore force drastic cuts restoring the supply/demand balance.

Product Tankers

The distribution of product tanker demand is more balanced. Asia leads the way with 35%, Europe
21% and North America 16%.

Product Tankers TM Demand 2019
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With planes, ships and cars parked up one would think demand for clean tankers would be
decimated. Like crude carriers, spot product tankers rates are doing well due to the price drop. Long
term time charter rates are low as overall demand is very low. When storage facilities are full this
restrict refinery output that serve export markets.

Aviation fuel and gasoline have been the hardest hit of the product categories. These are for obvious
reason as flights are cancelled and people are in lockdown at home, driving once a week to the local
supermarket. Diesel and Fuel Qil is faring better as diesel vans delivering Amazon goods have been
supporting demand.

2) What vessels types will struggle or do well?

The good news is tanker owners have done well since the outbreak, in most classes. If OPEC had
made cuts immediately when the pandemic had started then it would have been a different story.
Low oil prices have always translated into higher tanker utilisation. Tankers are being used for
storage and shipping more to buyers who can capitalise on low prices. At some point when OPEC cut
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production or storage facilities are full, there will be a noticeable drop in tanker demand. One thing
we do know is overall consumer demand for oil products is much lower and its only a matter of time
until this catches up with tankers.

Oil Product TM Demand 2019
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For Bulkers it’s a less impressive story. Capesize vessels have struggled throughout the pandemic.
The Baltic Cape Index went into negative throughout February and March. These vessels are
normally the most volatile of all the Baltic indices. However, as approximately 80% of tonne miles
are with Iron Ore cargo, then the buying patterns of Chinese steel mills is the most important
influencer. Our feeling is mills are destocking iron ore rather than slowing production as steel output
has so far remained intact. The future demand will depend on how quickly China resumes its
construction programme.

Capesize M Iron Ore
m Coal
Panamax W Agriculture
11 Ores and mineral
Supramax M Fertiliser
M Forestry
Handymax I Steel and metal
- Construction

Panamax vessels have fared well and the highest index reading of all the vessel types. Coal is the
main reason. The chart above shows coal is approximately 50% of a Panamax vessel’s trade. While
coal cargoes are slowing down across the global with reduced energy consumption, initially China
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provided a boost for demand due to the logistical problems of moving coal. With China now
‘returning to normal’, we expect the coal cargoes to struggle in the second quarter. The grain
cargoes that typically represent 30% of Panamax trade should do well through the remainder of the
year. Assuming logistical problems and labour shortages can be overcome. Overall we expect a
lacklustre performance until late into third quarter when improved grain and power needs lift the
market.

Supramax and Handysize vessels have mixture of cargoes all affected by coronavirus in one way or
another. On the positive side agricultural products take approximately 20% of tonne mile demand.
Some of the forestry segment is doing well, particularly the pulp cargoes. People’s well documented
obsession of bulk buying toilet rolls has kept volumes moving. On the negative side approximately
50% of the cargoes are related to economic activity. These include steel, construction, ores and
minerals. Overall we expect the performance to be lacklustre in Q2 and thereafter a gradual
improvement as the year goes on.

3) What will happen to China for the remainder of this Year?

So in order to get a feel for demand changes we must look to China. Each commodity has a story
before the coronavirus, during the outbreak, the recovery period and finally post outbreak. In the
table below we give our view for the major commaodity groups.

Commodity Before Corona During the Outbreak Recovery Post Outbreak
Iron Ore Weak Q4 2019 Steel Production continues at |Chinese steel stocks high so
same pace but a destocking |lackluster imports of iron ore
of Iron ore in Q2 and reduced steel
production.

Steam Coal High stocks at powerstations,
so perhaps a weaker Q2
Bauxite Falling prices during the

outbreak, leading to
production cuts

Soya Bean and Grains

Oil As oil storage reaches
maximum capacity and
economic activity returns there

may be a softening in demand

Why are we so positive about a post outbreak recovery for China? In November last year the Chinese
government issued 1 trillion Yuan of special bonds. It was spending they allocated in their long-term
plan but brought forward in order to stimulate the economy. Most of the money will end up in
construction projects and rejuvenate local economies. It normally takes six months before the
issuing of bonds and projects commence. With the interruption of coronavirus we’d expect some
more positive activity at the end of second quarter and into the third.

Looking at the picture together, China came into the coronavirus epidemic from a positive note
during a cyclical downturn in the economy. They have a strong economic development plan for 2020
which it seems at best is postponed. High stock levels of most commodities will cause a problem
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before economic activity commences. Therefore we anticipate a lacklustre second quarter before
we start seems stronger imports for the remainder of the year.

Conclusion

From early on in this report we can see that customs trade data is really the only option we have get
a precise strategic perspective of shipping demand for bulkers and tankers. Tonne mile demand
really gives a handle on how each segment will perform.

China and the Far East dominate bulker and crude oil tanker trades. Therefore following this region’s
activity is a key component to understand overall health. China has taken a hit in the first quarter,
more than is normally expected during the seasonal low point. Inventories of most cargoes are
running high, so the key for the shipping markets success is how fast and to what level construction
projects commence in China. These will firstly absorb the inventories then hopefully provide a
stronger end of year.

The vessel class that has come out better to date is tankers. A crash in the oil price really has saved
the sector in the short-term. Longer term, there are still questions on how long will consumer
demand will be muted. Bulker vessels have some positive stories with grains maintaining demand
while economy driven cargoes have taken a beating. Each segment class of the bulkers will struggle
in the second quarter but hopefully we should see improvements after that.

And Finally...

If you enjoyed this report and are interested in following the unfolding story, Tradeviews provide a
monthly report which tracks all the Bulker and Tanker fundamentals. We track the official released
data along with tonne mile demand growth to measure the true impact of coronavirus. It's a 10-15
page report that tracks all the data from the key regions. Do have a look on our website for details.
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