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. i
We' cannot remain silent as crimes against journalists are committed and
' perpetrators evade justice. We call for an end to the targeting of all
journalists and will continue our campaigns on behalf of our members and
work to ensure that those who commit these crimes are brought to justice. ’ ’

Michelle Stanistreet,
General secretary at the National Union of Journalists,
UK and Ireland.
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ARROW FLASHNOTE

The Synchronised Snags of Suez and Panama
* Dry bulk Panama Canal crossings in the past 30 days are down
75% versus the same period last year, pinching regional trades

* Red Sea closure could add 8% to tonne-mile demand, yet this
outcome is looking unlikely

* A more realistic scenario is Panama restrictions adding 1% to
1.5% tonne-mile demand, whilst the Suez issues eventually ease

In recent days, there has been a dramatic increase in attacks targeting the global merchant fleet in
the Red Sea. This has led major container lines and shipowners/operators to reroute their fleets to
circumvent the affected region. This development coincides with challenges posed by low water
levels in the Panama Canal, prompting vessels to seek alternative routes, such as those through
the Suez Canal.

The situation is very fluid and numerous factors may shape the market in the coming days. While
we anticipate an overall positive impact, predicting the extent of this influence is challenging.

In this short note, we highlight the important role that both canals play in dry bulk shipping and
attempt to quantify the impact this could have on cargo flows and vessel demand.

Chart 1: Gatun Lake Water Level
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Chart 2: Dry Bulk Canal Crossings
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The Suez Canal has been steadily gaining importance over the past few years, in 2016 4% of dry bulk tonne-
mile demand sailed through the canal, so far in 2023 it is 12.5%. The issues in Panama have accelerated this
trend in recent months. Dry bulk Panama Canal crossings in the past 30 days are down 75% versus the same
period last year.

Breaking down the 2022 data before the Panama Canal issues appeared, we can see how the Supramax
segment is the most exposed to any problems at the canals, with 21% of tonne-mile demand sailing through one
of the canals.

Table 1: 2022 Dry Bulk Tonne-Mile Demand By Canal
% of total demand

Total Passing
Panama Canal Suez Canadl
Panama or Svez

Capesize 0.3% 10.1% 10.4%
Panamax 4.7% 13.3% 18.1%
Supramax 8.0% 13.1% 21.1%
Handysize 5.6% 9.9% 15.5%

Total 3.7% 11.6% 15.3%

The Capesize segment also has a notable reliance on the Suez Canal, with over 10% of tonne-mile demand
going through. So far this year, 80% of Capesize East Coast North America demand has gone through the
Suez.

Disruption Scenarios And Their Impact

Given a continuation of the current disruption, some routes would see freight rates jump drastically, with far
longer journey times. It's very difficult to predict exactly how cargo flows will be affected given the level of
uncertainty right now.

There's a lot to consider when analysing how the market could be impacted. Here's just a few angles we are
looking at:

*  Some trades may stop

*  Some trades may re-route

* Some trades may change the discharge location

*  Vessel ballast routes may change, altering the supply of ships

*  Some shippers may bet this will all blow over shorily and continue business as usual, whilst expecting a
short wait before passing through

* If container rates spike higher again, there could be some switching back to dry bulk

*  We could see some regional shortages of commodities if this lingered, which could drive exira cargoes
from elsewhere, and reinvigorate some stockpiling activity across the supply chain.

Our expectation is that the Panama Canal woes will continue into TH24, with dry bulk vessels avoiding the
canal. We expect this to add approximately 1%-1.5% to total dry bulk tonne-mile demand as average sailing
distances increase.

We continue to see bulkers pass through the Red Sea, and this is unlikely to change dramatically unless there is
a further escalation. Some vessels are already rerouting, so average distances are likely to increase in the short
term but it's a little too early to put a number against this disruption.

A worst-case scenario of vessels avoiding both canals could see distances on those disrupted routes climb 40-
50% on average. This could, on an absolute worst-case scenario, add nearly 8% tonne-mile demand across
the whole dry bulk market. However we think this is quite unlikely.

Elsewhere, China to East-Med trades distances could double whereas East Coast Canada to China trades
could see distances rising by around 20%.
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A more redlistic scenario is that the Panama troubles linger for a few months, yet the Red Sea troubles die down
over the coming weeks. In the short run, the impact would be fairly positive due to disruptions to cargo flows
and a boost from positive sentiment. However, over the next few months, these positive effects would likely
mellow out, given the somewhat lower importance of the Panama Canal.

Dry bulk trade, especially on the geared ships, is so intertwined that there are endless potential outcomes given
all the unknowns. However, it's crucial to note that when we examine different vessel segments, the Supramax
category stands out as the most vulnerable and is likely to benefit from the ongoing Panama disruptions. In
contrast, Capesize vessels are expected to experience minimal shifts in fundamentals, as fewer ships pass
through the canals.

We have already seen Supras heading from the US-Gulf to Far-East reroute via the Suez Canal. Historically, it's
rare that a Supra will take this journey via the Suez Canal, however in November 70% of them did.

Chart 3: % of Supramax US-Gulf to Far-East Sailing Via Suez
% of total, monthly

80%
70%
60%
50%
40%
30%

20%

10%

o — M\

2017 2018 2019 2020 2021 2022 2023

Whilst this does imply average distances will go up, it doesn’t account for potential second order effects.
Perhaps Asian grain buyers will switch to buying grain from ECSA and NoPac, leaving USG to supply
Atlantic/Med buyers, this could reduce average sailing distances.

This disruption to the usual rhythm of vessel flows could create positional imbalances, as the market adapts to
a rerouting of some cargoes. In 2022, 50% of Panamax loadings in the Black Sea ballasted through the Suez
Canal, and over a third of Panamax USG loadings ballasted through the Panama Canal. If the market doesn’t
quickly adapt, it's likely there will be some positional squeezes.

The situation in the Panama Canal is expected to last for a few months at best, and we think it's likely that it
will lead to lower efficiencies across the fleet.

Geopolitical Considerations

Looking forward, how disruption in the Red Sea, and by extension the Suez Canal, will develop depends
ultimately on the Israel-Hamas conflict and wider geopolitical manoeuvring. Leaders in Houthi-held Yemen
have expressed their infenfion to attack commercial shipping with links to Israel (either Israeli-
owned/operated or vessels heading to Israeli ports) until appropriate aid is delivered to Gaza, though in
reality attacks have been indiscriminate, impacting vessels of several owner nationalities.

The Houthi’s Iranian-backed capabilities, including an arsenal of anti-ship ballistic missiles and drones (with
experience hardened by an eight-year conflict with Saudi Arabia and the UAE), require a show of force; late
on Monday US Defence Secretary Lloyd Austin announced Operation Prosperity Guardian, an international
task force building on existing maritime security structures in the region, following several global shipping
companies and charterers announcing a pause on voyages from the Red Sea.

It is unclear when the task force will become fully operational, and how it intends to operate. While any
strategy is likely to increase security in the region significantly, shippers may remain hesitant until there is a
clear subsidence in attacks.

In the coming weeks increasing global diplomatic pressure for a ceasefire in Gaza may give Houthi-leaders a
‘way out’ before Operation Prosperity Guardian is fully deployed. Until then, the threat to international trade
remains in place, with the economic impacts set to become clear as they reverberate across the shipping
markets.
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The Bottom Line

The restrictions in the Panama Canal are here to stay for many months, and this will likely increase average
voyage distances, thereby tightening the market. An extended closure of the Red Sea is currently an unlikely
outcome, however if that did materialise then the impacts on dry bulk shipping would be enormous, with
tonne-mile demand likely rising around 8% immediately. Yet it's hard to foresee all the second order effects,
which would be key to a comprehensive assessment.

We expect short term disrupfion as vessels are rerouted and sailing distances increase, which could keep the
market supported during the coming weeks when earnings typically slide. However, without a further
escalation in the Red Seq, it's unlikely there will be much additional tightening in the market.

Given the Panama restrictions are likely to stay, the Supramax segment is most exposed as 8% of tonne-mile
demand goes through the Panama Canal.
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