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INFLATION EVERYWHERE,
BUT (IN TANKER EARNINGS) NOT A
DROP TO DRINK

Recently the prices of metals, energy, food, and agricultural products
have soared around the world. Crude oil prices sit at three-year highs
and continue their relentless climb while traditional inflation barometers,
including precious metals and foodstuffs, are at or approaching all-time
highs. While it is sometimes tough for consumers to realize impacts on a
day-to-day basis, over time higher prices will inevitably hurt the capacity
for discretionary spending. To complicate matters the magnitude of
inflation is sometimes difficult to quantify as “official” statistics can
obscure changes in real price levels. Fortunately, or unfortunately, the
shipping business has the tools to discern price changes and inflation
rates close at hand. As shipping, transportation and refining are
marginal businesses, the ability to pass along rising costs to consumers
is not always easy, and even tougher to disguise.

The chart above shows the relative percentage changes of the consumer
price index (the regularly used benchmark for prices) versus several
major commaodities. Looking at the relative returns of several different
indices and asset classes over the last decade serves as a reality check
for ship owners and presents a conflicted picture regarding inflation.
These commonly cited indicators show the disparity between real
inflation as evidenced through commodity and gold price increases,
versus the muted levels as shown by the CPI. Most importantly, it
highlights the critical pressure energy prices exert on consumption as
they are not included in the “'Core” CPI figures. Sadder still, however
is a look at the annual average return for VLCC earnings.

While each of the other indicators yielded a positive return in the last
decade, VLCC earnings (notably on the robust Ras Tanura to Chiba
route) actually saw a decline of 5% from 2001 to 2010. (It would be
unfair if it wasn’t noted that tanker markets are notoriously volatile,
and 2004 and 2008 both saw hearty earnings for owners before rates
began their precipitous decline in 2008-2009). Even in the face of
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HER YERDE ENFLASYON, TANKER
GELIRLERINDE iCMEYE SU YOK

Son zamanlarda metal, enerji, gida ve tarim driinlerinin fiyatlari tiim
diinyada blylk oranda artig gdsterdi. Ham petrol fiyatlari da son 3 yilin
en (st seviyelerinde araliksiz yiikselisini stirdliriirken, dederli metaller ve
gida maddeleri dahil geleneksel enflasyon barometreleri, tim zamanla-
rin en ylksek seviyelerine ulasti ya da yaklasiyor. Tiiketicilerin glinliik
bazda olumsuz etkilerin farkina varmasi bazen zor olsa da, zaman igin-
de ylikselen fiyatlar keyfi harcamalarin kapasitesini kaginilmaz olarak
azaltacak. Gelismeleri daha da karmasik bir hale getirecek sekilde, ba-
zen enflasyonun blylikliguntn dl¢tilmesi zor bir hale geliyor, zira “res-
mi’ istatistikler gercek fiyat seviyelerindeki degisiklikleri gizleyebiliyor.
Neyse ki, ya da ne yazik ki, deniz tasimacilig sektéri fiyat degisiklikle-
ri ve enflasyon oranlarini kisa bir siire icerisinde gérmeye yénelik arag-
lara sahip. Denizcilik, tasimacilik ve rafineriler marjinal ticari alanlar
oldugundan, yilikselen maliyetlerin tiiketicilere yansitilmasi her zaman
kolay olmuyor ve gizlenmesi de ¢ok daha zor oluyor.

Yukaridaki grafik, tiketici fiyat endeksinde (fiyatlar icin diizenli olarak
kullanilan gdsterge) belli basli birkag emtiaya kiyasla meydana gelen de-
gisiklikleri gdsteriyor. Birkag farkli endeks ve varlik sinifinin gegtigimiz
on yillk stire¢ boyunca gerceklesen géreceli getirilerinin incelenmesi, ar-
matérler icin bir gerceklik kontrol gdrevi gériir ve enflasyon ile ilgili ¢a-
tismali bir tablo ortaya koyar. Yaygin olarak kullanilan bu gdstergeler,
emtia ve altin fiyatlarindaki artislarin ortaya ¢ikardigr gercek enflasyon
ile TUFE’nin gsterdigi yumusatilmis seviyeler arasindaki farkliligi or-
taya seriyor. En 6nemlisi de bu, “Temel” TUFE rakamlarina dahil edil-
memeleri nedeniyle enerji fiyatlarinin tiiketim tizerine uyguladigi baski-
yi vurguluyor. Daha kétlisti, VLCC’ler ile ilgili yillik ortalama gelirlere
baktigimizda durum hala kétii goriiniiyor.

Diger gostergeler son on yillik stirecte olumlu getiri seviyeleri gdsterirken,
VLCC kazanglari (6zellikle guiglii Ras Tanura-Chiba rotasinda) 2001 ile
2010 arasinda %5'lik bir diistis sergiledi. (Tanker piyasalarinin herkesin
bildigi gibi istikrarsiz oldugu ve lcretlerde 2008-2009 doneminde hizli
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these outsized returns, record ship owner earnings were made in an
atmosphere of high commodity prices and costs during those years.
This was particularly true in 2008, where the CCI made an
intermediate top before correcting to lower levels during the broader
market melt-down. The difference today is that commodity prices and
inflation are again on the rise (hitting all-time highs) while tanker
markets are still in the tank and showing little signs of recovery.

GETTING THE SQUEEZE

While bunkering costs rise, labor prices rise, taxes rise, and the cost of
goods and services are rising all around them, the tanker markets are
largely failing to mirror the same resiliency in rates. Unlike retail, ship
owners struggle to find ways to cut costs and maintain quality. Higher
bunker prices represent the most direct pressure exerted on tanker
owners today and a graph of historical percentage increases versus flat
rates demonstrates the discrepancy. Although higher bunker costs are
taken into account to a degree in the annual adjustments in Worldscale
flat rates, the methodology employed limits the ability to account for
sharp increases in bunker prices on an intra-year basis. While the
change in the percentage Worldscale rates can compensate for higher
bunker prices at market extremes, they are also subject to ship supply
(which has been ample of late) mitigating would-be upward pressure on
rates. This problem has become increasingly evident given the upside
volatility bunker prices have experienced in the last two years. Higher
bunker prices in a falling-rate environment with all other costs being
equal is, in itself a double-whammy for ship owners. That said, “all
other costs being equal” is hardly a way to describe the current
economic environment as price rises across the board have shown.

QE 2 SAILED... QE 3 NEXT?

The bigger question begging to be asked is why demand, evidenced by
higher prices, is returning to commodities in general, but not to tanker
markets. The answer may be in the fact that the tanker markets have
thus far been insulated from currency-induced cost-push inflation.
Nominal increases in freight rates may appear first, as the real effects
of inflation will take longer to materialize. While the languishing
freight environment may initially be thought of as a reprieve for
charterers, the continued pressure on ship owners to cut costs in a
rising cost environment is not sustainable. Higher bunker prices will
need to be passed along to shippers in the form of increased
Worldscale rates as these ships will clearly not trade at a loss.

In order to spur economic recovery and “maintain healthy price levels
and inflations targets” the Federal Reserve has chosen to
“quantitatively ease”. With quantitative easing two (QE 2) underway
and potential for a third round in the future (QE 3) being discussed, it
appears we have not seen the end of this program. Unfortunately for
ship owners, if recent return performance relative to other commodities
is any indication of the future, ‘QE3 sailing’ may hardly mean fair
winds and following seas.

diislis baslayana kadar 2004-2008 ddneminde yliksek kazanglar elde et-
tigini sdylememek haksizlik olurdu). Bu biiylik gelirler karsisinda dahi re-
kor seviyedeki armator gelirleri o yillarda yiksek emtia fiyat ve maliyet-
lerinin sz konusu oldugu bir ortamda gerceklesmisti. Bu 6zellikle, bliytik
menkul kiymetler borsasi ¢dkusti esnasinda duistik seviyelere gerilemeden
once Emtia Kanal Endeksinin bir ara zirve yaptigi 2008 yili icin gercek-
ti. Bugiinkil fark emtia fiyatlari ve enflasyonun yine yiikselise ge¢cmesin-
den kaynaklaniyorken (tiim zamanlari en yiiksek seviyesi, tanker piyasa-
lari hala diististe ancak ufak da olsa toparlanma sinyalleri veriyor.

POSAYI CIKARMAK

Gemi yakit maliyetleri ile bununla iliskili iscilik fiyatlari, vergi oranlari ve
mal ve hizmet maliyetleri artarken, tanker piyasalari fiyatlardaki bu es-
nekligin aynisini yansitmakta basarisiz kaliyor. Perakende piyasalarindan
farkl olarak, armatdrler maliyetleri azaltmak ve kaliteyi muhafaza etme-
nin yollarini bulmaya cabaliyor. Yiiksek gemi yakit fiyatlari bugiin tanker
sahiplerine uygulanan en dogrudan baskiyi temsil ediyor. Tarihi yiizdesel
artislara karsi sabit fiyatlari gosteren grafik, celiskiyi gosteriyor. WorldS-
cale sabit fiyatlarindaki yillik ayarlamalarda yiikselen gemi yakit maliyet-
lerinin de bir dereceye kadar hesaba katiimasina ragmen, kullanilan me-
todoloji gemi yakit fiyatlarindaki hizli artislarin yil igi bazda dengelenme-
si kabiliyetini sinirliyor. Worldscale fiyatlarindaki degisim piyasanin agiri
uglarindaki yiiksek gemi yakit fiyatlarini telafi edebilirken bu, fiyatlar tize-
rindeki olasi bir yukari yonlii baskiyl azaltan gemi arzina da (son zaman-
larda oldukca ylksek diizeyde gerceklesti) tabi. Bu sorun, gemi yakit fiyat-
larinin son iki yilda gordigi yukar yonli istikrarsizlik da goz dnlinde tu-
tuldugunda her gegen giin daha da fazla asikar bir hale geldi. Diger tiim
maliyetlerin esit oldugu ancak Ucretlerin diistigil bir ortamda yiiksek sey-
reden gemi yakit fiyatlari kendi icinde armatorler igin gifte darbe niteligi
taglyor. Bununla birlikte “diger tiim maliyetlerin esit oldugu’ ifadesi, her
yerde gdriilen fiyat artislarinin da gdsterdigi mevcut ekonomik ortami ifa-
de etmek icin yeterli sayllamayacak bir yol olarak gériilebilir.

PARASAL GENISLEME 2 YOLDA... UCUNCUSU GELECEK Mi?

Sorulmayi bekleyen asil blytik soru, yliksek fiyatlarin da ispat ettigi gibi,
talebin neden tanker piyasalarina degil de genel olarak emtialara dondii-
gudur. Cevap, tanker piyasalarinin su ana kadar para birimi olarak uya-
rilmig maliyet giidiimlii enflasyondan izole olmasi olabilir. Gevsek naviun
ortami baslangigta kiracilar icin bir erteleme olarak diistinilebilirken, ar-
matorler Gzerindeki yiikselen bir maliyet ortaminda maliyetleri azaltma
baskisi stirdrilebilir bir durum teskil etmiyor. Yiksek gemi yakit fiyat-
larinin ihracatgilara yliksek Worldscale fiyatlari seklinde yansitiimasi ge-
rekiyor, zira agiktir ki bu gemiler zararina galisamazlar.

Ekonomik toparlanmanin tesviki ve “saglikli fiyat seviyeleri ve enflasyon
hedeflerinin muhafazasi”” amacina yonelik olarak ABD Merkez Bankasi
“parasal genisleme” ¢ozimiini secti. Parasal Genisleme 2 (QE2) prog-
rami halen devam ederken, ileride lgiinciistiniin uygulanmasi 6ngériilii-
yor. Diger bir deyisle bu programin sonunu hentiz gérmedik. Ne yazik ki
armatorler icin, diger emtialara gore son getiri performansi gelecede yo-
nelik bir isaret teskil etmiyorsa, “Parasal Genisleme 3" programi uygun
rlizgar anlamina pek gelmeyebilir.
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SUEZ MAXED - OUT

As the political situation in Egypt intensifies, the world’s attention has
focused on the possible fallout of a revolutionary movement gripping
the region. Unrest that began in Tunisia and crossed the Egyptian
border escalated this week, causing concern among many for the future
of social, economic and political stability of the region as a whole.

The effects of the unrest have not gone unnoticed in the commodities
complex as everything from corn to crude oil saw prices rise in
dramatic fashion as traders positioned themselves in anticipation of
several possible outcomes. For the shipping markets, all eyes are on
Suez, and for good reason. History shows us that events in the Suez
have a material impact on world tanker markets.

The immediate impact on tanker markets of a potential canal closure
first became evident this week as shipping equities rallied on notes from
investment banks regarding the possibility of a closure in the face of
continued turmoil. The underlying assumption in shipping is that any
closure will result in higher tanker rates as additional tonnage will
require longer voyages around the Cape of Good Hope to access western
markets. The map below shows the relative transit times for several
possible voyages from the Arabian Gulf to the Mediterranean along with
the average number of days required for each one-way voyage.

There are currently several routing options to move a 2 million barrel
crude oil from the Arabian Gulf to Western markets. However, on a
practical basis several factors are already minimizing the role of the
Suez Canal in this trade. Draft restrictions do not permit a fully laden
VLCC to transit the Suez Canal. Charterers may choose to partially
discharge the cargo into the SuMed pipeline, transit the Canal light
loaded, and then reload their cargo at Sidi Kerir. This scenario entails
paying both pipeline tariffs and Suez tolls, and is unlikely to prove
economical in most situations. Alternatively a shipper could move a
VLCC cargo from the Arabian Gulf on a VLCC, incur SuMed pipeline
tariffs and then hire two Suezmaxes from Sidi Kerir in the
Mediterranean. Just the seaborne cost component of this transportation
scenario would sum to approximately $1.60 per barrel under the
current freight conditions. The overall weak freight market environment
may actually favor voyage routing around the Cape of Good Hope.

For example, transportation costs from the Arabian Gulf to the

SUVEYS KANALI ZiRVEDE

Misir’daki siyasi durum kétiilesirken, diinyanin gézii bdlgeyi bunali-
ma slrlkleyecek devrim niteligindeki hareketlerin ortaya ¢ikmasi
olasihgina cevirdi. Tunusta baslayan ve Misir sinirlarini asan infial
bu hafta artis gosterdi ve bdlgenin bir bitlin olarak sosyal, ekonomik
ve siyasi istikrarinda biiylik endiseler ortaya ¢ikardi. Siyasi huzursuz-
lugun etkileri de emtia piyasasinda hemen gorildi ve misirdan ham
petrole kadar bircok Grlintin fiyatlari, tiiccarlarin birkag olasi olum-
suz sonug 6ngérislyle dramatik bir artis gosterdi. Deniz tasimacilig
piyasalarinda tlim gozler Siiveys Kanali‘na gevrildi. Tarih, Siiveys'te
meydana gelen olaylarin diinya tanker piyasalari lizerinde olumsuz et-
kileri oldugunu gdsteriyor.

Kanalin bir olasilikla kapatiimasi ihtimalinin yol actigi ilk olumsuz
etki, bu hafta denizcilik hisse senetlerinin yatirim bankalarindan kar-
gasanin stiirmesi halinde kanalin kapatiimasi olasiligi ile ilgili notalar
almaya baslamasiyla ortaya ¢ikti. Denizcilik agisindan bu durum, ka-
nalin kapatiimasi halinde bati piyasalarina ulagim amaciyla Umit
Burnu tizerinden yapilacak tasimalar icin ilave tonaj gerekeceginden
tanker Ucretlerinde artisa yol acacak. Asagidaki harita her bir sefer
icin gerekli ortalama giin sayisiyla birlikte, Basra Korfezi’‘nden Akde-
niz'e birkag alternatif rotanin transit siirelerini gésteriyor.

2 milyon varil ham petroliin Basra Kérfezi’nden Bati piyasalarina ta-
sinmasl icin halen birkag alternatif rota secenedi séz konusu. Ancak,
uygulanabilirlik agisindan, Stiveys Kanalinin bu ticarette oynadigi ro-
[ minimize eden birkag faktor bulunuyor. Draft sinirlamalari, tam
yukli bir VLCC’nin Stveys Kanali’ndan gecisine izin vermiyor. Kira-
cilar yiiklerinin bir kismini SuMed boru hattina tahliye etme ve Ka-
nali kismi ylkli olarak ge¢me ve tahliye edilen yikii Sidi Kerir'de
tekrar alma segenegini kullanabilir. Ancak bu senaryo hem boru hat-
ti tarifelerinin hem de Stiveys Kanali gegis Ucretinin ddenmesini ge-
rektiriyor, ki bu da birgok durumda alternatifin ekonomik olmaktan
¢tkmasina yol aciyor. Alternatif olarak Basra Kérfezi‘nden kalkan bir
VLCC ylkiini SuMed boru hattina tahliye ettikten sonra, bu ham pet-

REPORTED CLEAN SPOT FIXTURE ACTIVITY TRANSITING THE SUEZ CANAL
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Mediterranean on a VLCC basis 280,000 metric tons are approximately
$1.90 per barrel at Worldscale 37.5, today’s assessment.

CLEAN COMPLICATIONS

Vessel sectors that could see some potential additional fallout from the
Suez situation are the product tankers employed in the region. In
2009, crude oil and refined petroleum products combined accounted
for 16% of cargo tonnage transiting the Suez Canal. Approximately
55% of these cargoes flowed from markets East of Suez into western
markets. The two charts below, which are based on reported spot
fixture activity, show the volume and direction of refined petroleum
product flows through the Suez Canal.

Spot fixture activity captures only a percentage of the total market,
but provides indications of overall trends. The past two years have seen
increases in the number of fixtures going West from refineries in the
Arabian Gulf, South Asia, and Southeast Asia to markets in the
Mediterranean, UK Continent, and the United States. These long-haul
movements generally occur as a result of arbitrage opportunities.
While the crude oil example underscores that the actual freight
economics may prove surprising, intuitively it seems that the economies
of scale on even the largest LR2 product tankers would require a
shorter voyage time in order to make long haul trade of refined
petroleum products economical. A closure of the Suez Canal could
therefore reduce demand for long range product tankers by increasing
voyage time and freight costs and narrowing arbitrage windows for
traders looking to move refined products into Western markets.

CONCLUSIVE CORRELATIONS?

Although the past has seen dramatic spikes develop from closures and
various events affecting the Suez Canal, several factors today would
likely mitigate any recurrence of the rate spike seen during the 1967-
1975 closure. A weak freight rate environment and piracy concerns have
already precluded use of the Suez Canal on a practical basis, indicating
that the tanker market may have already priced in increased sustained
geopolitical risks. To date, we have yet to see a reaction in freight rates.
If history provides any pretext, a closure of the Canal would serve more
as a psychological catalyst to drive freight rates rather than an
incremental driver of tanker demand.

POSSIBLE ROUTING FROM ARABIAN GULF TO THE MEDITERRANEAN

rol Sidi Kerir’den iki Suezmax kiralanarak Akdeniz’e tasinabilir.
Mevcut navlun kosullari altinda bu tagima senaryosunun deniz tasi-
macili§gr maliyeti varil bagina 1.60 dolar civarinda oluyor. Genel ola-
rak zayif bir durumda olan navlun piyasa ortami, Umit Burnu tizerin-
den yapilacak seferleri tercih etme egiliminde olabilir. Ornegin, Bas-
ra Korfezi'nden Akdeniz’e 280,000 metrik tonluk bir VLCC’nin tasl-
ma Ucreti giincel degerlendirme bazinda 37.5 Worldscale élceginde
varil basina yaklasik 1.90 dolar civarinda seyrediyor.

TEMiZ KOMPLIKASYONLAR

Suveys Kanali’nin mevcut durumu nedeniyle ilave olumsuzluklarla
karsilasabilecek gemi sektérlerinden biri de bélgede kullanilan Grlin
tankerleri. 2009 yilinda ham petrol ve rafine edilmis petrol Griinleri
birlikte Stiveys Kanali’ndan gegen yiik tonajinin %16’sina karsilik ge-
liyordu. Bu yliklerin yaklasik %55’i Bati piyasalarina, Siiveys’in Do-
gu’sundaki piyasalardan akiyordu. Bildirilen spot kiralama faaliyet-
leri bazinda hazirlanan asagidaki iki grafik, Stveys Kanali’ndan ge-
cen rafine edilmis petrol Grlnlerinin miktar ve yonlinli gdsteriyor.

Spot kiralama faaliyetlerinin yalnizca piyasa toplaminin bir kismini
yansitmasina radmen, genel egilimleri gésteriyor. Gegtigimiz iki yil
boyunca Basra Korfezi, Giiney Asya ve Giineydogu Asya’da bulunan
rafinerilerden Akdeniz, Ingiltere ve Amerika Birlesik Devletleri‘ne
yonelik kiralamalarin sayisinda artis gériliyor. Bu uzun mesafeli ta-
simalar genelde arbitraj firsatlarinin bir sonucu olarak ortaya ¢iki-
yor. Ham petrol 6rnegi gercek navlun ekonomisinin sasirtici olabile-
cegini vurgularken, dlcek ekonomilerinin en blyik LR2 iriin tanker-
lerinde dahi rafine edilmis petrol lriinlerinin uzun mesafeli ticareti-
nin daha ekonomik olmasini temin etmek icin daha kisa seyir stirele-
rini talep etmelerinin séz konusu olabilecegini gdsteriyor. Stiveys Ka-
nali‘nin kapatilmasi bu nedenle sefer siiresini ve navlun maliyetlerini
arttirarak ve rafine Urlinleri Bati piyasalarina tasimaya calisan tiic-
carlar icin arbitraj pencerelerini daraltarak uzun menzilli Grlin tan-
ker talebini azaltabilir.

SONUC

Gegmiste Stiveys Kanali’nin kapatilmasi ve kanali olumsuz etkileyen
cesitli olaylar nedeniyle dramatik sonuglar gdriilmesine ragmen, bu-
giin var olan birkag faktdr, Kanalin 1967-1975 yillari arasinda ka-
patiimasi esnasinda gérilen ani fiyat artislarinin olmasi ihtimalini
azaltacak goriintiyor. Zayif bir navlun fiyatlari ortami ve korsanlik
faaliyetleri ile ilgili endiselerin s6z konusu olmasi, Stiveys Kanalinin
kullanimini bir dereceye kadar zaten engellemis durumda. Bu durum
da tanker piyasasinin fiyatlarini jeopolitik riskleri kapsayacak sekil-
de zaten artmis olabilecedini gdsteriyor. Bugline kadar navlun Ucret-
lerinde bir reaksiyon tespit edilmedi. Tarih g6z oniinde bulundurul-
dudunda, kanalin kapatiimasi tanker talebinin artmasina yénelik bir
itici glicten ziyade navlun ticretlerinin artmasina yonelik psikolojik
bir katalizor gorevi gorecektir.

Source // Kaynak: POTEN & PARTNERS
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