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FFA trading doubles to
twice the size of dry bulk
commodities market

<Dry Freight &

THE DRY BULK derivatives market has nearly doubled in two years to
become twice as large as the underlying physical market on which it is
based, in an extraordinary and little-known evolution in commodities
freight trading underway in the global shipping sector.

Volumes of forward freight agreements bought and sold so far this year
are on track to exceed the equivalent of 6.25bn tonnes, according to
John Banaszkiewicz, chair of the Baltic Exchange’s FFA Brokers’
Association.

Mr Banaszkiewicz, who established the London-based Freight Investor
Services brokerage 24 years ago, said nearly 3.5bn tonnes comprised
capesize paper for coal and iron ore freight, followed by 2bn tonnes in
panamax FFAs, and 607m tonnes for supramaxes, which typically
carry grains and mineral ores.

He was speaking at a Baltic Exchange conference on FFAs held in
Geneva on November 11, attended by 150 traders, shipowners, brokers
and fund representatives.

“What we have witnessed this year has been pretty spectacular,” a
freight trader said at the conference.

Futures trading has surged as rates for bulk carriers climbed to 13-year
highs during 2021, with volatility renewing interest in speculative
futures trading and new funds entering for the first time.

FFAs are instruments used by shipowners, charterers, commodities
traders and funds to hedge against the future price of freight and are
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settled against the Baltic Exchange’s indices. They
are traded as futures or options.

Volumes equated to 3.5bn tonnes in dry cargo in
2019 with a notional value of $21.9bn, according to
Freight Investor Services.

The conference was told the FFA dry sector was
experiencing its best year since the halcyon days of
2008, before the Lehmann brothers collapse in
September saw freight rates tumble and billions
wiped off the value of FFA contracts. The notional
market was then valued in excess of $120bn.

At the height of the commodities supercycle in 2007
and 2008 on the back of surging Chinese demand
for iron ore and coal, freight rates reached
stratospheric levels exceeding $200,000 per day and
fuelled wild speculation in FFA trading with tens of
millions of dollars made in single trades.

The collapse of those heady days saw Chinese
shipowner Cosco lose hundreds of millions of dollars
in wrong FFA calls in 2009 and prompted a Chinese
government ban on all derivatives trading, while at
least one shipowner is now jailed in relation to FFA
debt defaults, the conference was told.

Lots traded so far this year, including options,
exceed 2.5m, and are up 36% on 2020 volumes,
according to trading activity reported to the Baltic
Exchange by the eight shipbrokers that are the
intermediaries in FFA trading. One lot equals 1,000
tonnes of freight, or one day’s time charter rate
equivalent.

Hedge funds and other new financial institutions
that entered the market this year comprised some

35%-40% of FFA traders and had helped liquidity
and volumes, according to Mr Banaszkiewicz.
Index-linked contracts along with funds’ interest in
an exchange-traded fund for dry freight also drove
volumes.

Agricultural commodities giants including Cargill
and China’s COFCO International were revealed to
be substantial freight traders.

One panel at the Geneva conference, which featured
physical traders from Cargill, COFCO and freight
operator Swiss Marine, represented 10% of the FFA
market, attendees were told.

COFCO traded about 60m tonnes in grains, with
25%-30% of physical volume hedged through FFAs,
various speakers reported.

SwissMarine’s book was said to comprise 30% paper
and 70% physical.

The Geneva-based company, acquired by Singapore
Marine in late 2019, shipped 125m tonnes of coal
and iron ore in 2018, according to its website, while
Cargill shipped around 200m tonnes of dry
commodities this year, the conference was told.

Despite record volumes, liquidity concerns were
raised at the conference, suggesting that
concentration may still create difficulties for market-
makers looking to quickly enter or leave positions.
Another delegate mentioned concerns about
algorithmic trading and the potential for front-
running, but these were not expanded upon.

Lloyd’s List attended the conference and reported
under Chatham House rules.

WHAT TO WATCH:

COP26: An omen of what's to come
at shipping’s next climate showdown

CLIMATE meetings such as the COP26 summit are
hyped as a chance for sweeping global action, but
they seldom produce it.

How much has been achieved this time, and how
strong the resulting climate deal will be, was not yet
decided as the meeting headed into extra time on
the final day.

But reports that Saudi Arabia, Russia and India’s
hobbling of a commitment to phase out coal-fired
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power stations suggest it will again be a case of
‘common ambition’ without binding commitment.

Despite that, shipping made its case and there has
been progress in showing the world it exists and
needs help to go green.

The steady announcements, from the Danish-
American push for net zero, to smaller states
backing market-based emissions measures (such as
carbon taxes and emission trading schemes), to
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“We have seen continued strong demand but clearly a
fair number of operational challenges,” said Hapag-
Lloyd chief executive Rolf Habben Jansen. “In the
third quarter, congestion was as expected and pretty
severe. That has limited us in our ability to move
volumes because quite a bit of it is stuck on ships.”

Speaking in a call to analysts following the release of
the carrier’s third-quarter results, he said waiting
times were up in ports in the US, northern Europe
and China, while port capacity in terms of gross
moves had declined by 5% in the first nine months of
2020.

“If you add up these effects, it explains what the key
remaining problem is.”

When demand had bounced back after the initial
phase of the pandemic, carriers had faced problems
with equipment repositioning, capacity shortages
and port congestion.

“Boxes were sometimes in the wrong place and
because we needed them longer we didn’t have
enough available,” said Mr Habben Jansen. “That
has been resolved because we have built enough
boxes to provide them. We also have enough ships
on the water. Everything we have is sailing.”

But the landside problems had not been resolved.

“The focus has to be on improving efficiency,” he
said.

Ports such as Los Angeles and Long Beach had the
capacity to move a more boxes if drivers could get in
and out of the terminal to drop off and collect
containers.

“I think there is a lot that can be done in terms of
efficiency, not just on the terminal side,” he said.

But there was room for improvement in the
hinterland as well.

“Many customers will still only accept containers at
certain times of day, and not at night. If we all

thought at little bit more 24/7, not only in the ports
but also when you look at the truckers and the
warehouses, you would create an enormous amount
of additional capacity that would allow us to get rid
of a lot of the congestion.”

Hapag-Lloyd made a net profit of $3.4bn in the third
quarter of 2021, over 10 times what it made in the
corresponding period of 2020, taking year-to-date
profits to $6.7bn.

Revenues were up on a 66% rise in average freight
rates from $1,097 per teu to $1,818 per teu.

“This significant increase is mainly the result of
persistently high demand for container transports
with scarce capacities at the same time,” Hapag-
Lloyd said.

Volumes, however, were up just 3% to 8.9m teu for
the first nine months.

“Despite all the operational challenges, we achieved
an extraordinary strong nine-month result,” Mr
Habben Jansen said. “Global supply chains are
under enormous pressure, which further intensified
during the peak season in the third quarter.

“This unfortunately also creates additional
operational burdens for carriers, ports and
terminals — but, most importantly, for customers
worldwide. We will do everything in our power to
help with suitable offers and to do our part to resolve
the situation through targeted investments and
flexible capacity management.”

Transport expenses rose 16% in the nine-month
period to $8.9bn on the back of higher container
handling costs and average bunker costs, which rose
to $452 per tonne.

The company said the earning momentum will
remain for the rest of this year and is standing by
the guidance it issued at the end of October which
will see it earnings before interest, tax, depreciation
and amortisation reach $12bn-$13bn for the full
year.

San Pedro Bay ports start offshore
queueing system to clear cargo

A NEW queueing system for containerships is to be
introduced by the San Pedro Bay ports of Long
Beach and Los Angeles to speed up the movement of
cargo and cut emissions.
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The measure, which comes into effect on November
16, will require incoming vessels to be assigned a
place in the arrival queue based on their departure
time from their last port of call.
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