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Inflation, Pandemic, 
Hydrogen, Supply 
Chain Disruption, 
Drought, Shipping, 
Decarbonization, 
Central Banks, Sugar, 
Wheat, Fraud
Welcome to the December 2021 edition of 
the Ghost In The Machine, as yet another 
tumultuous year draws to a close, we take 
a look at a broad spectrum of topics from 
agricultural commodity outlooks through 
FX pricing, central bank policy impacts, 
hydrogen to shipping. 

The drought and frosts in Brazil have helped to 
underpin sugar prices for much of the year, but what 
are the prospects for the coming season, and in 
other key producing countries? Wheat has many 
uses in the food and animal feed sectors, but has it 
been ‘the’ or just ‘a’ key driver of food price inflation? 
The FX market is by far the largest volume market, 
we take a closer look at how brokers and bank 
liquidity providers work together in price formation.

EDITORS NOTE

 As inflation pressures mount, 
central banks are signalling a 
less accommodative policy 
stance, but how much will this 
undermine the strong inflows 
into equity markets that have 
been so evident in 2021. 

Shipping is the lifeblood of 
international trade as has 
been so evident during the 
pandemic, but what are the key 
aspects of the challenges and 
opportunities as the pressure to 
rapidly decarbonize the industry 
as part of efforts to meet 
climate change targets mount? 

‘Vessel identity fraud’ is 
to shipping what ‘money 
laundering’ is to banking, 
and is becoming increasingly 
sophisticated as it seeks to 
avoid the gaze of industry 
watchdogs.

 Hydrogen has moved rapidly 
into the centre of efforts to 
meet climate change targets, 
with what is for the layman 
a rather confusing array of 
colours, which have significantly 
different production costs and 
environment impacts. 

Finally, we offer some 
perspectives on how the 
pandemic has exposed the 
fragilities of the global economic 
modus operandi, and what 
challenges these present to the 
recovery and climate 
change efforts.
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THE FX MARKET: NOT ALL 
BROKERS ARE EQUAL
With typically over USD 6 trillion traded daily, Foreign Exchange is by far the 
largest single market in the world. Imports and exports of goods and services 
all have a value or cost that must be met in any one of the 180 currencies 
currently in existence. In short, almost everybody has an exposure to changing 
FX rates whether as individuals, corporates or governments.

Despite the huge size of the market, over 60% of 
global FX volume is dealt by the 10 largest FX dealers 
including JP Morgan, UBS, Deutsche, Citi and HSBC 
but also “non-bank” providers such as XTX Markets. 
In previous years, most trades were executed 
telephonically. More recently the rise of electronically 
traded FX (eFX) has gathered pace to the extent that 
almost all trades are now transacted electronically on 
purpose built dealing platforms. 

These large FX dealers are the primary sources for 
providing market liquidity between each other and 
into the wider market. However, unlike securities 
and derivatives trades that typically execute on a 
centralised exchange order book, eFX is driven by the 
quotes made available to the market from the largest 
participants who act as OTC market makers. The 
market makers electronically stream their prices to 
their customers who are usually smaller banks, large 
corporates or large brokers. Those banks and brokers 
in turn deliver their own quotes to their customers 
based upon the quotes that they receive.

This pricing process diverges from the transparency 
offered by an exchange order book. If 10 brokers 
receive pricing from a single bank, it is possible that 
pricing made to each broker may be different, even 
if the same currency pair, amount and delivery date 
were requested by each broker simultaneously. If the 
10 brokers were each able to receive pricing from 10 
separate FX dealers, there could theoretically be 100 
different quotes available in the market depending on 
which broker is requesting the price from which FX 
dealer.

To further complicate this process, banks do not 
necessarily view high volume trades as desirable; a 
notion that is mostly alien to the exchange traded 
world. FX banks increasingly use very sophisticated 
statistical analytical tools to “grade” the business flow 
that they receive from their customers. Ultimately, 
banks engage with the FX market to make profit 
and it is this measure that is most closely watched, 
specifically regarding the time window of profitability 
available to the bank post-trade before that trade 
becomes unprofitable.

Customers who buy into rising markets or sell into 
falling markets are less likely to provide the bank 
with an opportunity to make money from the trade. 
The analytics tools are capable of measuring these 
timescales in fractions of seconds and in specified 
timeframes. If a pattern emerges where a customer 
consistently causes a bank to lose money, they 
are able to widen their pricing to that customer to 
discourage receiving additional trades. The FX bank 
is not obliged to make an attractive quote if it has 
limited appetite.

THE MARKET MAKERS 
ELECTRONICALLY STREAM THEIR 
PRICES TO THEIR CUSTOMERS WHO 
ARE USUALLY SMALLER BANKS, 
LARGE CORPORATES OR LARGE 
BROKERS.
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Being part of a team building an eFX product recently 
(ADMIS Global FX), I have learned that there are many 
things that contribute towards successfully offering 
eFX to our customers. Customer service, platform 
functionality, stability and a wide choice of FX 
products are essential. Nonetheless, pricing remains 
the core ingredient.

In order to safeguard and offer tight FX spreads, 
brokers must communicate and liaise closely with 
their FX bank liquidity providers. The banks do not 
know the identities of the broker’s customers, 
but, it is in the interest of the broker to be able to 
differentiate customer flow to the banks should 
a particular trading pattern raise questions. The 
broker can then remove certain customers from 
receiving price quotes from a particular or set of 
banks. Working together with the bank allows the 
broker to offer the best pricing available as a broker 
who does not engage with his liquidity providers 
risks the eventual widening of price quotes to all of 
their customers. Clearly this does not benefit the 
FX bank, the broker or the customer. In that sense, 
the importance of the “Know Your Customer” 
concept can be coupled with “Know Your FX Liquidity 
Provider” for a successful eFX business to grow.

Nonetheless, different banks have different appetites 
for different business. There is no “one size fits all” in 
the eFX market as the customer receives a bespoke 
quote provided by the broker that is derived from a 
selected pool of market makers. It is the job of the FX 
broker to offer the best pricing available while keeping 
both FX market makers and customers satisfied. 
Of course, it is possible to trade FX futures as an 
alternative, but that’s a different story...

Please click here for more information on Foreign 
Exchange with ADMIS Global FX.

Patrick McBurney 
E: patrick.mcburney@admisi.com
T: +44(0) 20 7716 8854

IN ORDER TO SAFEGUARD AND 
OFFER TIGHT FX SPREADS, 
BROKERS MUST COMMUNICATE 
AND LIAISE CLOSELY WITH THEIR 
FX BANK LIQUIDITY PROVIDERS.

5  |  ADMISI  - The Ghost In The Machine  | Q4 Edition 2021



The dramatic drop in Brazilian production 
due to drought and frosts has been the 
main reason for prices remaining near five 
year highs. However, Indian stocks that 
have plugged supply gaps formed by the 
lack of Brazilian sugar have stopped prices 
rallying over 21 cents a level not seen 
since 2016. A lack of physical off-take has 
also had an impact as rocketing freight-
rates exacerbated by a chronic lack of 
containers has had end-users turning to 
use destination stocks instead of buying 
from origin.

However, now the end of 2021 looms and 
the 2021/22 Brazilian CS harvest limps to 
a rather underwhelming finish, attention 
starts to look at the outlook for 2022 
and, more importantly, the prospects for 
the next Brazilian CS cane crop and how 
much sugar might be produced. It could 
be pivotal as to where sugar prices are 
this time next year. Another poor harvest 
could see global prices reach levels not 
seen in over 10 years. 

As things stand, no one is expecting any 
miraculous recovery from the current 
Brazilian harvest which looks likely to 
see the total cane crush for the CS 
barely make 520 million tonnes and just 
about scrape above 32 million tonnes of 
sugar, down over 6 million tonnes from 

the record production of the previous 
season. A combination of 16 months of 
drought topped with a couple of nights 
of sharp frosts hit the cane hard and will 
take more than one season to recover. 
Despite a recent breaking of the drought 
with rain returning since late September 
the old adage that ‘rain makes cane’ 
might not hold true this time. Currently, 
most analysts are seeing production only 
improving marginally to 34-35 million 
tonnes at best. 

There is also a nagging concern over 
the resurgence of the La Nina weather 
phenomenon for the second year 
running. Developing in the Pacific Ocean 
it can cause wetter and colder weather 
across Southern Asia and Australia and 
drier weather across parts of the US 
and, more importantly, across Brazil’s 
CS region. While this year’s pattern is 
expected, it is not exceptionally strong 
and possibly rather more short-lived 
than normal, nevertheless, it is weighing 
on trader’s minds with several analysts 
suggesting it could have a significant 
impact on Brazil’s cane output. 

Apart from weather there are several 
other factors that are likely to come into 
play. The biggest is ethanol and how 
much cane is used to produce it instead 
of sugar. Production collapsed at the 
beginning of the pandemic as crude 
prices and demand crashed, resulting 
in record sugar production in 2020/21. 
During the current season total ethanol 
production remains around 9% lower 
year on year, although this is mainly 
because of lower cane output and the 
sugar/ethanol split is only marginally 
more at around 45/55 split. However, 
with crude prices surging to near three 

THE BRAZILIAN 
GOVERNMENT’S AGENCY, 
CONAB, SEE CORN 
ETHANOL INCREASING THIS 
SEASON BY 15% COMPARED 
WITH LAST SEASON. WITH 
MORE PLANTS COMING ON 
LINE OVER THE NEXT FEW 
YEARS ETHANOL FROM 
CORN IS EXPECTED TO 
CONTINUE TO GROW OVER 
THE NEXT FEW YEARS. 

IT’S ALL ABOUT BRAZIL
The sugar market has, essentially, remained rangebound since 
early September with just a short sojourn down below 19 cents 
when a bout of tired fund liquidation hit the market. Apart from that 
prices have remained comfortably above the long term average of 
the past ten years but caught in a 150 point range.
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year highs and Brazil coming out of 
lock-down, demand is bound to improve 
domestically and externally. Currently, 
Brazilian ethanol parity is at its highest 
level for several years and near or above 
current sugar prices. Therefore, the 
split is likely to increase in favour of 
ethanol next April, when the next harvest 
officially starts. However, it should be 
remembered, it has been estimated, 
that over 40% of next season’s sugar 
exports have been priced by mills. Unless 
there is a catastrophic collapse in prices 
and the mills buy back they will produce 
this sugar. It should be noted that the 
biggest expansion in ethanol production 
in Brazil has been from corn. The Brazilian 
government’s agency, Conab, see Corn 
ethanol increasing this season by 15% 
compared with last season. With more 
plants coming online over the next few 
years, ethanol from corn is expected to 
continue to grow over the next few years. 
This expansion has had another negative 
impact in that the sugar cane planted area 
is shrinking. Conab estimate the cane 
area fell by 4.1% in 2021/22 to 8.2 million 
hectares despite attractive sugar prices. 
It is possible more area will be lost to corn 
and soybeans which rose to their highest 
level in a decade earlier this year with 
surging demand from China.

The value of the BRL could also impact. 
The currency has remained, historically, 
weak against the USD since the beginning 
of the pandemic when it collapsed from 
4.00 to over 6.00. This enabled mills 
to lock in sales at excellent BRL levels 
despite sugar prices being much lower. 
With a Presidential election in October 
2022 the Brazilian currency could become 
even more volatile and possibly allow 
more sugar pricing or help raise the 
ethanol parity level.

Therefore, much can happen between 
now and the start of the 2022/23 CS 
harvest. While nothing is written in stone it 
can probably be assumed there will be no 
huge improvement in the amount of cane 
no matter how much rain falls over the 
next four months. It is likely the harvest will 
start late in some areas to give younger 
cane more growing time. At the moment, 
any production over 35 million tonnes 
would seem improbable. While several 
factors mentioned above would have to 
coincide for production to come in lower 
than the current season, it is by no means 
impossible. 

It is too early to speculate on next 
season’s global production. India have 
only just started this season’s harvest and 
the Thai harvest will not start until early 
December. While Thai production is likely 
to continue to improve, the big question 
mark remains over India and its ethanol 
policy. The long term plan is to produce 
much more ethanol from cane, thereby 
eliminating their large sugar surpluses. 
They hope to reach 20% ethanol 
blending with gasoline by 2025. This is an 
ambitious goal and dependant on many 
infrastructure challenges being achieved 
over the coming three years. In the mean-
time Indian farmers will, possibly, grow 
even more sugar cane.

In conclusion, sugar prices look well 
supported and bar a calamitous change 
in the global economic picture with a 
resurgence of the pandemic they should 
remain so. Over the next few months 
the up-side potential also looks relatively 
limited as Indian sales should plug supply 
gaps. However, all could change if Brazilian 
production does take a hit next season. A 
third successive global production deficit 
would only mean higher prices.

Howard Jenkins
E: howard.jenkins@admisi.com  
T: +44(0) 20 7716 8598

CONAB ESTIMATE THE 
CANE AREA FELL BY 4.1% 
IN 2021/22 TO 8.2 MILLION 
HECTARES DESPITE 
ATTRACTIVE SUGAR PRICES. 
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DARK SHIPPING!
The rise of shipping vessel identity laundering! 
This article was prompted originally by a 56-page report from C4ADS, 
a Washington DC based non-profit organisation which has set itself 
the goal of highlighting data-driven analysis and evidence-based 
reporting of conflict and security issues worldwide. I came across a 
piece summing up the report in GTR and subsequently in Splash247. 
What drew my attention to it was the whole concept of laundering the 
identity…not just of the money…but of a whole ship…and I thought it 
was worth writing about. This is not the same as money laundering, 
at least, not directly. However, it does nevertheless utilise elements 
of the three basics of money laundering, namely placement, layering 
and integration. Thereby making something seem legitimate which on 
closer inspection…and in this case you would sometimes need to really 
dig deeply…you will find all is not what it seems.

Identity tampering of vessels is not a new thing, it has been around for 
hundreds of years. In recent years, some operators have gone to some 
great pains to try and hide the identity of their ships or ‘vessel spoofing’ 
as I’ve heard it called. This has been a feature of tankers trying their luck 
at shipping Iranian crude oil and products around U.S. and international 
trade sanctions. The stages have involved such things as forged shipping 
documents, impersonating another vessel, the temporary disabling or 
manipulation of a vessel’s AIS signal (Automatic Identification System) 
plus UAE and elsewhere based front companies, all in the attempt to 
evade these sanctions. These incidents have been well documented in 
the media, but now there is an increasing level of sophistication coming 
through, which has seemingly successfully duped the International 
Maritime Organisation (IMO) on possibly up to eleven occasions. This 
Vessel Identity Fraud of a whole ship…at the IMO…hits at the core of the 
cataloguing and management of the whole global shipping fleet, and it 
has been apparently orchestrated from one place…North Korea!

THERE ARE TWO WAYS THIS IS CARRIED OUT. 
In the first case, known as the Direct Vessel Identity Laundering 
Operation, sees a ‘dirty’ vessel, that is one that is known to have been 
involved in the past by authorities to be a sanctions buster, undergo 
extensive modifications to disguise it. The next step, is to create a ‘shell 
identity’. This part is where the fraud with the IMO takes place. The 
modified ‘dirty’ vessel is now presented as a new build and the operators 
apply for a new IMO registration, a fraudulent registration…on a ship that 
does not really exist. The final step is when the ‘dirty’ old ship becomes 
the ‘clean’ newbuild, and assumes its identity. The North Koreans are 
believed to have tampered this way with the process of IMO registration 
and in one instance passed off a thirty-year-old ship as a new build.

THIS HITS AT THE 
CORE OF THE WHOLE 
GLOBAL FLEET! 
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In the second case, a more complicated layering 
process is involved. This is called the Indirect 
Vessel Identity Laundering Operation and once 
again involves a ‘dirty’ vessel. The first step is to 
commercially obtain an existing ‘clean’ vessel. This 
vessel undergoes extensive modifications designed 
to hide its true identity and the perpetrators then 
claim, much as in the first case, that the existing 
‘clean’ vessel, is actually a new build and not the 
original vessel. The ‘new build’ now has all remnants 
of its original identity removed…and sails away as 
the ’new build’ with a new identity, including a new 
digital identity. The ‘dirty’ vessel, through further 
modifications designed to mimic the former 
commercially acquired ‘clean’ vessel, now acquires 
the digital and physical identity of the original ‘clean’ 
ship…and also sails away with what is in truth… 
a new identity.

The one key point here, that has until recent times 
stopped such Vessel Identity Fraud from happening, 
has been each vessel’s unique IMO number. Despite 
any changes of ownership, flag registration and even 
name, the original IMO number has always been 
unique to each vessel throughout its lifetime. This 
gave ‘…a level of legitimacy that enables a vessel to 
access regulatory and financial services it needs to 
operate safely and engage in commercial activity…’ 
according to the C4ADS report. Well…the North 
Koreans…and maybe others…have found a way of 
getting a new IMO number to ‘dirty’ vessels…and 
making them appear ‘clean’.

The risk to shipping lies not just in this identity fraud 
and its cargoes…but in what the consequences are 
for all the maritime industry. Financial institutions 
including banks and other financing institutions, 
insurers, shipping companies and anyone involved 
in maritime trade have received guidance and 
warnings from OFAC (U.S. Office of Foreign Assets 
Control) and OFSI (U.K. Office of Financial Sanctions 
Implementation). However, at the centre of this 
has been how the IMO handles its issuance of IMO 
numbers and also how various shipping registers 
manage their lists of vessels.

A possible solution that has been put 
forward is the IMO require resubmission 
of vessel photographs and details of 
current operators at regular intervals 
which would be a mandatory requirement 
for a vessel to maintain its IMO number 
registration. Additionally, to publish and 
make known vessels that have been 
taken off the IMO numbering system. 
The IMO has said it is reviewing its ship 
registration system.

As you can see, this type of fraud is 
now getting more sophisticated. AIS 
tampering has become a common tactic 
used by those wishing to hide the identity 
of vessels. This Vessel Identity Fraud is 
the next level in the constant fight against 
such perpetrators. I now wonder…what 
will become the next level after this one? 

Eddie Tofpik
E: eddie.tofpik@admisi.com
T: +44(0) 20 7716 8201

CHANGING THE 
IMO NUMBER OF 
‘DIRTY’ VESSELS…
AND MAKING THEM 
APPEAR ‘CLEAN’!
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IS WHEAT DRIVING 
FOOD INFLATION? 
Wheat markets have been on one hell of a run, and 
whilst this doesn’t seem to be much of a surprise 
with ‘inflation’ being the hot topic at the moment 
and commodities charging higher across the board, 
it has been a remarkable move in its own right and 
will have its own inflationary consequences as these 
higher prices are factored in throughout the various 
supply chains.  

9% 38% 2021

Wheat has a wide variety of applications; for human consumption 
in bread, biscuits, cakes, pasta, pastry, confectionary and so on, in 
animal feed rations and industrial use, for example in the production 
of bioethanol . An increase in the price of wheat will certainly have a 
noticeable impact on the cost of day-to-day living. 

WHAT IS DRIVING THE WHEAT MARKETS?  
If we rewind the clock, to the start of 2020 and just prior to  when Covid 
hit the Western world, wheat markets were trading largely in line with the 
previous few years. Then Covid-19 was declared a pandemic, markets 
sold off with the expectation of demand shock, and volatility was high. 
Things soon recovered and what emerged was a demand driven bull run 
with countries looking to build strategic reserves. In Europe (the EU ,ex 
UK) all wheat production was down 9% yoy and in the UK production was 
down 38% yoy, according to the USDA figures, all adding to the 
bullish sentiment. 

The 2021 year started with a corn 
story, whilst looking at a strong 
demand picture (especially from 
China) there was planting delays 
in Brazil, then drought in parts 
of North and South America 
that diminished what was once 
expected to be record corn crops. 
Corn even ended up trading 
at a premium to Kansas and 
Chicago wheat. Whilst corn in 
most applications isn’t a suitable 
replacement for wheat, wheat 
can often be used as a suitable 
replacement for corn. With the 
prices of corn on the run, wheat 
was a follower.

Whilst the corn markets remain 
well supported, they have 
subsided from the highs and 
wheat is now driving its own 
price direction. 

Front month continuation Chart 
1 looks at ICE London feed wheat 
(purple) and Euronext Matif milling 
wheat (green) over the last 
2 years. 

USDA’s Nov21 WASDE stocks to 
use ratio of wheat for the world’s 
major exporters is at a record low, 
the market needs to maximise on 
Australian, Argentine and Russian 
supplies. They all may potentially 
be at risk with rain causing quality 
concerns in Australia, Russia 
threatening export quotas and 
even higher taxes, and Brazil 
allowing the import of Argentine 
GM flour but not GM wheat. 

The EU (ex UK) all wheat production 
was down 9% yoy

The UK production was down 38% 
yoy according to the USDA figures

The 2021 year started with a corn story, 
whilst looking at a strong demand 
picture (especially from China) 

Chart 1: London wheat & Matif Milling wheat front month continuation

Source: Thomson Reuters
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Closer to home, looking at EU exports and they have 
been hard to decipher, with a ‘technical’ problem 
excluding the French data, but if the French port data 
is included (3.4MMT at the time of writing) we see EU 
exports running 30% ahead of last year. A pace that 
can’t continue, and the EU will need to price itself out 
of an incremental demand. 

One area of optimism is the wheat demand 
for animal feed rations. Corn is currently more 
competitively priced than wheat, and in Strategie 
Grain’s November update they expect corn to 
attract 1.5MMT more animal feed demand in the EU 
(than their October forecast), and this will be at the 
detriment to wheat. 

Another consideration is wheat quality, while the 
USDA looks at all wheat supplies, they do not 
consider what % of that is milling wheat. Whist the 
European wheat crop increased substantially from 
last year, the % of that which made milling wheat 
specification dropped considerably. Strategie 
Grains estimate that the % milling wheat within soft 
wheat production in the EU27 + UK has decreased 
from 69% in the 2020/21 marketing year to 59% 
in 2021/22. Milling wheat production has dropped 
from 88.8MMT in 2020/21 to 85.5MMT in 2021/22. 
It is milling wheat that is used in the production of 
food goods for human consumption, and supply has 
clearly tightened. Whilst milling wheat specifications 
can be relaxed to accommodate, and we have seen 
a number of the major importers doing so, there are 
implications and these will inevitably result in 
higher costs. 

Amongst rising energy and labour costs, freight and 
haulage costs/delays, this spike in the cost of wheat 
will undoubtedly compound the problem, and lead to 
us paying more for some of our daily consumables. 
Wheat might not be driving inflation, but it certainly is 
contributing to it.

Can these levels be sustained, and will the markets 
push much higher? Who knows, but there certainly is 
a fundamental story driving it. 

Ryan Easterbrook
E: ryan.easterbrook@admisi.com 
T: +44(0) 20 7716 8054

WHILST THE CORN MARKETS 
REMAIN WELL SUPPORTED, THEY 
HAVE SUBSIDED FROM THE HIGHS 
AND WHEAT IS NOW DRIVING ITS 
OWN PRICE DIRECTION. 
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HIGHER STOCK INDEX FUTURES 
DESPITE LESS CENTRAL BANK 
ACCOMMODATION?
Stock index futures have advanced 
to fresh highs in recent weeks. These 
historical gains have taken place 
despite investors’ concerns that 
inflation will remain high for longer 
than expected, which could force 
central banks to tighten credit policies 
sooner. Major central banks this year 
have already reduced some of their 
accommodation in one form or another.  
The minutes from the September Federal Open 
Market Committee  meeting revealed the central 
bank was reviewing plans to start reducing its 
bond-buying stimulus program in November and 
to possibly end the asset purchases entirely by the 
middle of 2022.  The minutes revealed a stronger 
consensus of how to begin scaling back the $120 
billion in monthly purchases of Treasury and 
mortgage-backed securities.  

That is exactly what the Federal Open Market 
Committee did at its November 3 policy meeting. 
The Federal Reserve approved plans to begin 
scaling back its bond-buying stimulus program and 
completely end it by June 2022. The Fed indicated 
that it will reduce its bond purchases by $15 billion a 
month in November and by an additional $15 billion 
in December. In addition, it said similar reductions in 
the pace of net purchases “will likely be appropriate 
each month,” though officials will be prepared to 
adjust that pace “if warranted by changes in the 
economic outlook.” In advance of the Federal Open 
Market Committee meeting, economists correctly 
anticipated the Federal Reserve would announce a 
$15 billion reduction in the central bank’s monthly 
asset purchases. 

Chart 1: S&P 500 Futures - Weekly 

Source: Chart from QST

Federal Reserve Bank of St. Louis President James Bullard said that 
he is open to allowing the central bank’s massive holdings of cash and 
bonds to shrink at some point. Mr. Bullard, who was speaking in a virtual 
appearance, was commenting on what he would like to see happen once 
the U.S. central bank winds down the process of expanding its holdings.    

There has been a growing consensus that central banks are behind the 
curve, meaning the U.S. Federal Reserve and other central banks will likely 
bring forward interest rate hikes. Federal Reserve officials are mostly on 
board for a higher fed funds rate, but it is not unanimous. 

James Bullard said the U.S. central bank needs to move more forcefully 
to confront high inflation levels, and Federal Reserve governor Michelle 
Bowman warned  of the growing risks that supply-chain disruptions could 
keep inflation elevated for longer than forecasters have predicted.   

IN ADVANCE OF THE FEDERAL OPEN MARKET 
COMMITTEE MEETING, ECONOMISTS CORRECTLY 
ANTICIPATED THE FEDERAL RESERVE WOULD 
ANNOUNCE A $15 BILLION REDUCTION IN THE 
CENTRAL BANK’S MONTHLY ASSET PURCHASES.
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However, there was more of a cautionary tone to comments from other 
Fed officials. Federal Reserve Chairman Jerome Powell played down the 
prospect of an imminent turn to raising interest rates when he said the 
Fed can be patient on hiking rates and now is not the time for the Fed 
to raise rates. The fed funds target range currently stands at zero to 25 
basis points.  

Cleveland Federal Reserve Bank President Loretta Mester said both 
supply-side and demand-side factors are contributing to U.S. inflation 
right now, but most of the current price changes may be driven by 
pandemic-related shifts that could subside over time. In addition, San 
Francisco Federal Reserve Bank leader Mary Daly stressed that moves 
to tamp down on price pressures prematurely could result in unneeded 
pain later if those pressures lessen. Federal Reserve Bank of Richmond 
President Thomas Barkin said the U.S. central bank needs more data 
before it can make the call on when it is time to raise its short-term 
interest rate target.  

Most analysts expect a first fed funds rate hike in July 2022.   My 
view remains that tapering represents only a limited withdrawal of 
accommodation.  

Chart 2: U.S. Federal Funds Rate

Source: Tradingeconomics.com, Federal Reserve 

TOO MUCH FOCUS ON TAPERING? 
In my opinion there is currently too much attention 
given to the Federal Reserve tapering its asset-
purchase program. The fact remains that the fed 
funds rate is likely to remain at the historical low rate 
of zero to 25 basis points for quite a while.  

PLENTY OF PUNCH STILL LEFT IN THE 
PUNCH BOWL  
There is still plenty of accommodation in the 
international banking system, as well, despite some 
major central banks withdrawing a variety of forms of 
accommodation. 

And now some central banks are backpedaling 
their hawkish rhetoric. For example, the European 
Central Bank appears to be taking a softer tack 
on withdrawing accommodation when European 
Central Bank President Christine Lagarde said 
tightening monetary policy to curb inflation could 
choke off the euro zone’s economic recovery. 

Money tends to flow to where it is treated the best, 
and currently that asset-class is equities. A Federal 
Reserve tapering will not derail the bull market in 
stock index futures. The global reflation scenario 
seems still largely on track and may remain a major 
tailwind and ongoing dominant fundamental that 
supports futures in the longer-term. Higher prices 
may be likely for U.S. stock index futures.

Alan Bush
E: alan.bush@admis.com 
T: 001 312 242 7911

FRANCISCO FEDERAL RESERVE 
BANK LEADER MARY DALY 
STRESSED THAT MOVES TO TAMP 
DOWN ON PRICE PRESSURES 
PREMATURELY COULD RESULT IN 
UNNEEDED PAIN LATER IF THOSE 
PRESSURES LESSEN. 
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DECARBONIZING THE SHIPPING 
INDUSTRY: ONE OPPORTUNITY NO 
COMPANY CAN AFFORD TO MISS. 
2021 has offered plenty of evidence which can be 
viewed as early warning signs of the onset of a 
‘decarbonisation tsunami’ which will change the 
competitive landscape and disrupt business models 
of maritime transport as we know them today. The 
future success or failures of shipping companies 
and cargo clients alike will be shaped by how they 
respond to these signs today.

SHIPS ARE NOT ALWAYS SAFEST IN THE HARBOUR 
Concluding a recent panel on navigating change in shipping markets, 
I played a clip of a poem by Drew Dellinger, “What did you do once you 
knew.” The poem, an imaginary conversation with future generations, 
exploring the moral dimension of inaction in the face of climate 
change, offers an opportunity to reflect on the consequences of 
failing to embrace the impending change in the business context too. 
Paraphrasing Gandhi’s motto, the future of your business depends on 
what you do TODAY, I submit a business case for acting in the interest 
of decarbonization and point to the urgency of the one investment no 
shipping company or cargo client alike can afford to miss! 

Connecting to my early sailing experience and my entrepreneurial 
journey in the years which followed, as I coached and encouraged 
young entrepreneurs to leave the safety of their harbours to fulfil their 
potential, I found J. Ked’s metaphor highly effective. “Ships are safest 
in the harbour, but this is not what the ships are built for.” However, 
I realize that the notion of safety in the harbour in the case of the 
decarbonization of the shipping industry could be misleading. This is an 
outside-in, not an inside out change, affecting the entire industry. As 
such, placed in this context, the concept of safety, or lack thereof, must 
be viewed differently. 

As opposed to an individual who risks missing out on fulfilling his/her 
potential, remaining in the proverbial harbour as shipping embarks 
on a journey of decarbonization may bring about far more profound 
consequences. Indeed, the risk companies face is similar to that faced by 
ships stuck in the harbour, as a tsunami unfolds. When born in the ocean 
with an amplitude of a meter, a tsunami poses little danger to ships. 
However, as it approaches the coast and builds in height, its devastating 
force tosses the ships in the harbour around like toys.

THE LENS OF FUTURE COMPLIANCE 
As new technologies and the regulatory framework 
are still “works in progress,” filled with uncertainty, 
it is difficult to see a clear path to mitigate risks and 
measure the economic outcomes of the investments 
necessary to decarbonize. And, in the year which has 
seen the most volatile shipping market in more than 
a decade and the supply chain under unprecedented 
pressure on the back of post-COVID recovery, it is 
not difficult to appreciate that, for some companies, 
decarbonization has taken a back seat. In the end, 
we tend to attach a greater sense of urgency to 
problems that seem closer. But, in the past 12 months, 
decarbonization has taken anything but a back seat on 
the world stage.

The political, social and business momentums to 
address climate change have only gained in strength, 
and 2022 could be considered the most significant 
year for decarbonizing shipping thus far. The IMO 
adopted new mandatory measures to cut the carbon 
intensity of international shipping. The European 
Union proposed to add shipping to the EU’s Emissions 
Trading System. 230 industry leaders and organizations 
representing the maritime value chain signed a call for 
action to deliver the policies and investments needed 
to reach critical tipping points in decarbonizing the 
maritime industry. But, the IMO’s regulations, in their 
current form, are not aligned with the goal of the Paris 
Agreement, and the EU’s initiative demonstrates that 
regional governments are growing impatient. More 
regional initiatives, most significantly from the US, are 
likely to follow.

These policy initiatives and the calls to close the price 
gap between fossil and green fuels leave can be viewed 
as early warning signs of the onset of a US$ 1.8 to 
US$2.4 trillion tsunami, on the course to change the 
competitive landscape and disrupt business models 
of maritime transport as we know them today. Against 
this background, waiting to see how the industry 
standard evolves and viewing decarbonisation 
through the lens of future compliance, may not be 
commensurate with the scale of the challenge. Indeed, 
it may amount to remaining in the proverbial harbour as 
a tsunami unfolds.
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THE LENS OF FUTURE OPPORTUNITY 
Imagine, as a charterer back in 2019, you had a crystal ball with an 
insight into how the shipping market unfolded in 2021. Presumably, 
notwithstanding the daily business challenges then, you would have 
likely gone “long freight”, to build a cost advantage and compete more 
effectively this year. If you were a ship operator with a similar insight, you 
would have likely chartered ships for long-term time-charters, to carry 
you through the post-Covid recovery period with inexpensive ships on 
hand, giving you an edge over your competitors. In both cases, your 
advantage would have been based on building an edge around the cost 
of time charter rates which, next to the ports’ and fuel costs, is one of 
three pillars of variable voyage costs, driving freight rates. On long-haul 
routes and in certain market environments, fuel may represent more 
than 50% of the freight cost. For example, this would be the case for a 
voyage on a Panamax loaded with soybeans bound for China from Brazil 
a few years ago. And, even today, in an entirely different charter market, 
it is still about a third of the cost. Considering the marginal impact of 
freight volatility on what is otherwise a low-margin commodity business, 
an insight into the future direction of fuel costs could prove immensely 
helpful indeed.

While we do not have a crystal ball that offers us a perfect view into the 
future, given the certainty and increased pace of the energy transition 
and its estimated costs in the years to come, we can foresee, with 
reasonable certainty, that the cost of fuels will be affected in a major way. 
And, that CO2, in ways yet to be decided, will be factored in as the fourth 
pillar of voyage economics, significantly impacting freight rates. 

Of course, this is a rather simplistic view, drawn to drive the point that 
those who have been able to factor decarbonization into their business 
models are likely to fare well, compared to those who have not done 
so. And, that the basis to compete will be affected in a variety of other 
material ways; access to capital, retention and attraction of talent, brand 
recognition and the capacity to retain and grow the customer base. 
What is certain is that this transition, and the new technologies and 
innovative business models whose development it will catalyse, will offer 
some companies an unassailable competitive edge, while placing others 
at a significant competitive disadvantage. 

THE ONE INVESTMENT OPPORTUNITY 
NO SHIPPING COMPANY OR A 
CHARTERER CAN AFFORD TO MISS 
What assets should you be investing in most? 
When asked that question, Warren Buffet had a 
simple answer: “By far the best investment you can 
make is in yourself. Address whatever you feel your 
weaknesses are, and do it now. Whatever you want to 
learn more, start doing it today.’

Because of the inherent uncertainties, positioning 
vis-a-vis decarbonization is anything but easy. But, 
it does not mean companies that have yet to start 
their journey or those that did but got stuck due 
to the complexity and the scale of the challenge, 
don’t have a choice. The choice is, as I see it, 
between embracing change and embarking on a 
journey towards “a tsunami”, or holding on to the 
illusive safety of the harbour and facing far greater 
consequences later.

But, what does embracing change in the above 
context, actually entail? It means creating a culture 
of sustainability and placing it at the core of your 
business; building up the necessary knowledge 
capital, reimagining your business in a decarbonized 
world and crafting a strategy and a roadmap to 
take you there. It also means forming alliances 
and roundtables with your customers and other 
stakeholders in the industry and beyond, to learn and 
identify collaborative growth opportunities.

Finally, it means appreciating that all of the above 
does take time, which is quickly running out. This 
transition will be messy. But, failure to lead during 
these defining moments will cost far more than 
not getting everything perfectly right. And, it will 
define the level of confidence your employees and 
stakeholders have in you. They will have an inevitable 
right to ask you at some point: What did you do for 
our company, once you knew that shipping would 
decarbonise?

Voytek Chelkowski
E: voytek.chelkowski@seamind-blueocean.com

ON LONG-HAUL ROUTES AND IN CERTAIN 
MARKET ENVIRONMENTS, FUEL MAY 
REPRESENT MORE THAN 50% OF THE 
FREIGHT COST.
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Southern Hemisphere Cane crops 
are close to the end, with Brazil CS 
producing about 32 mln m/t of sugar or 
6,5 mln m/t less than the year before. 
Australia is going to end similar to lower 
with a crop around 4,2 mln m/t, 100k m/t 
lower than last year. South Africa sugar 
production is expected to end close to 
1,9 mln m/t, about 140k m/t lower than 
last year.   

Northern Hemisphere Beet crops are 
a mixed bag. The EU is on a marginally 
higher acreage but better Beet yields 
and okay sugar content, is estimated to 
increase to around 17 mln m/t, including 
the UK, about 1,5 mln m/t higher than 
last year. CIS crops are a mixed bag. 
Belarus may produce less, given the 
issues with Beet factories management 
and planted area/yields. The total sugar 
production may end close to 350k m/t. 
Ukraine is having a better crop and may 
produce 1,5 mln m/t offsetting the drop 
of Belarus. Russia has potential for a 
larger crop, given the area increased 
close to 9 pct and Agri yields were good. 
Russia is expected to produce around 
5,7 mln m/t, perhaps a bit more.     

In the Americas, the USA is expected to 
increase production by 100k m/t with a 
pick-up in Beet production more than 
the drop in Cane. Mexico is starting their 
harvest and is estimated to improve to 
200k m/t, but it’s early days. So, the US 
would require less imports and Mexico 
would seek to export more.  

When we look at Asian crops that 
are starting or will start,…well…they 
look promising. Indian harvest due to 
reasonable weather and higher acreage, 
despite some cane juice being allocated 
to ethanol production, may reach about 
31 mln m/t, marginally better than last 
year. Pakistan is expected to surprise 
with a larger crop estimated at 6,5 mln 
m/t. Thailand is going to start their cane 
harvest in the early days of December, 
which is estimated from 85 mln to 93 
mln m/t of cane vs. 86 mln m/t last year.                 

At this stage, giving what was produced 
and may be produced by March 22, Total 
Sugar production for April 21/March 22 
may be 500k/1 mln m/t less than last 
year. With sugar demand expected to 
improve, the S&D for 21/22 shows a 

sugar deficit of around 2 mln m/t. We 
estimate sugar production at 181,4 mln 
m/t vs. demand at 183,4 mln m/t basis 
R.V. (Raw Value = bringing everything to 
raw sugar basis).

The expected deficit is similar to 20/21 
surplus so, since the large deficit in 
19/20, close to 10,5 mln m/t, the Sugar 
World has not re-built stocks. When we 
look forward to 22/23 sugar year, we 
may see a small surplus, all going well 
and assuming that Sugar prices remain 
better than Ethanol in Brazil. 

THERE IS 
MORE THAN 
JUST SUGAR 
OUT THERE 
As we are heading towards the end of 
the year, the focus is turning from what 
we didn’t have this year to what we 
may have next year.

RUSSIA HAS POTENTIAL 
FOR A LARGER CROP, 
GIVEN THE AREA 
INCREASED CLOSE TO 
9 PCT AND AGRI YIELDS 
WERE GOOD.

16  |  ADMISI  - The Ghost In The Machine  |  Q4 Edition 2021



v

Alberto Peixoto
E: albertopeixoto@apcommodities.london 
T: +44(0) 7570 714 981

Cane production is expected to improve 
in Brazil as the Centre-South, which 
suffered a prolonged dry spell and frost 
in the winter of 2021, recovers their 
production. The weather is vital for 
their recovery as the cane needs rain, 
which has been good since the end of 
September. All going well, , the Brazil CS 
crop is expected to improve to 540/560 
mln m/t of cane from 520 mln m/t this 
year (605 mln m/t in 2020). Depending 
on the Real and Ethanol prices (Gasoline 
prices in the international market), the 
sugar production is expected to improve 
to 34 mln m/t from 32 mln m/t this year 
(38,4 mln m/t in 2020). 

We don’t yet know how the final Indian 
sugar production will be in 21/22 and the 
acreage/weather for 22/23, therefore 
we have plenty uncertainties 
ahead of us. 

The current deficit in production 
and well-priced producers, reduced 
the natural “selling” and therefore 
sugar prices remain quite volatile and 
relatively strong, when compared to 

the past years. Sugar is just one of the 
many Commodities which investors 
are trading and part of a “basket” of 
Commodities assets. 

Since the beginning of the year, 
Investors reduced their nett longs in Agri 
Commodities in about 23% (+/- 600k 
lots) and in sugar they reduced by 158k 
lots, as of the 18th of November. The 
participation of investors (also known 
as Specs) in Agri Commodities reduced 
from 36% of the Open Interest in Jan 21 
to 29%, but for Sugar they only reduced 
from 39% to 35%.  So, they still 
like Sugar!         

Coming back to sugar, the “low selling” 
flow from Producers, left the market dry 
of natural sellers and Con-sumers are 
having to deal with it, relying largely on 
“Spec” selling when it comes and having 
to absorb higher cost, not to mention 
higher freight rates and logistic issues. 

As a  consequence of higher costs, 
Consumers were discouraged to re-
build stocks and forced many to use 
what they already had. We estimate that 
after a mix Sugar flow during the first 
6 months of the year, the export flow 
during July/Sept 21 was around 4 mln 
m/t lower than same time last year. 

So, as we head into the end of the year 
with lower stocks at destinations and 
uncertainties on how the next S&D 
may turn up, sugar prices are expected 
to remain volatile. We also need to 
watch how Crude Oil prices and the 
new Coronavirus variant will affect the 
markets, so far, it doesn’t look very good. 
With the current scenario, one would 
expect Consumers to be conservative 
on their market approach and 
Consum-ers to carry on pricing against 
market strength.         
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In broad terms, it has exposed complacency about supply chains (as 
discussed in the Q2 2021 edition of The Ghost In The Machine, see here), 
health security, free movement of people (within and across borders), and 
the demographics of the workforce, as well as concentration risks (notably 
semiconductors), capital misallocation and market failures, above all in 
utilising and capitalising on the benefits of the technological revolution in 
terms of critical infrastructure. 

Nevertheless, as much as these 
weaknesses have been exposed, 
and present many challenges, 
they should also be seen as 
opportunities, which in theory 
at least, should be enormously 
beneficial to the global economy 
as it gradually recovers from the 
shock, even if the geo-political 
landscape is adverse and so 
radically different from the spirit 
of co-operation and coordination 
that was manifest during the 
Global Financial Crisis (GFC).

To be sure, supply has not 
recovered nearly as quickly as 
many had expected. But as 
much as the pandemic itself 
via way of activity restrictions 
and production displacement, 
extreme weather events and 
indeed drought account for some 
of the headwinds to supply, it has 
been pre-existing productive 
capacity constraints, and the 
way that globalisation and ‘just in 
time’ supply management have 
created a very fragile operating 
framework, which have been just 
as significant. There will be those 
that argue that stress testing 
and planning for a similar colossal 
shock to the global economy 
would be prohibitively expensive. 
But that effectively glosses over 
some key antecedents which 
have exacerbated the current 
headwinds. 

There are numerous charts that 
could be as examples of ‘what 
ails us’. But these two on a) the 
average age of the US Capital 
Stock (via BEA/Charles Schwab) 
and b) Annual growth in Oil & Gas 
Upstream investment (via IEA), 
which look very similar to broader 
mining capital expenditure trends, 
speak for themselves.

THE PANDEMIC’S 
REALITY CHECK
The longer-term lessons from the Covid-19 pandemic 
will only emerge with time, but it has already exposed 
in sometimes brutal fashion, an array of weaknesses 
in the global economic framework, which had been 
accumulating long before the pandemic. As much 
as Covid-19’s impact can be construed as a series of 
exogenous shocks, the issues that it raises will have 
to be addressed, one way or another. 

Chart 2: IEA: Oil & Gas Upstream Investment, % y/y

Source: IEA =  International Energy Agency, www.iea.org

Chart 1: S&P 500 Futures - Weekly 

Source: Charles Schwab, Bureau of Economic Alalysis (BEA), as of 2020.
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Some might argue that the chart on the average 
age of the US Capital Stock merely highlights that 
equipment and other durable goods such as autos 
and trucks just have a much longer shelf life, thanks 
to technological advances. But the fact that this trend 
has accelerated without any visible or meaningful 
inflection points implies that the huge technological 
advances since the end of the Cold War have not 
prompted a wave of CapEx to upgrade or renew capital 
stock. It should be added that the picture for this in 
other major economies looks very similar. Eminently 
the other striking aspect of this ageing capital stock 
is that G7 official interest rates have been at or close 
to zero since the GFC, and bearing in mind that major 
central banks had also pumped in close to $20 Trillion 
of QE prior to the pandemic, but clearly with little 
impact on this trend, which speaks to a colossal capital 
misallocation, despite the rapid growth in government 
and corporate debt levels (even before the pandemic 
related surge). The latter has largely been deployed 
primarily for financial engineering purposes, above all 
debt for equity swaps, share buybacks and 
special dividends. 

Outside of the heavy handed post-GFC regulation 
of the financial sector, above all banks, neither 
governments nor central banks have made any effort 
to exercise any criticism, let alone consider fiscal 
measures to skew incentives towards genuine CapEx. 
As but one example, one could look at some of the 
measures implemented by Ludwig Erhard, Germany’s 
Economy Minister in the Adenauer regime to rebuild 
the German economy after World War II, particularly 
the skew in corporate taxation, which offered large 
incentives to reinvest profits in CapEx, while imposing 
hefty taxation of dividends. Many will obviously object 
to such ordo-liberalism, above all its constraint on the 
movement of capital, but the evidence on laissez-faire 
‘rational choice’ capitalism and its financial engineering 
bed fellow is, to say the least, certainly not favourable.

OUTSIDE OF THE HEAVY HANDED 
POST-GFC REGULATION OF THE 
FINANCIAL SECTOR, ABOVE ALL 
BANKS, NEITHER GOVERNMENTS 
NOR CENTRAL BANKS HAVE MADE 
ANY EFFORT TO EXERCISE ANY 
CRITICISM, LET ALONE CONSIDER 
FISCAL MEASURES TO SKEW 
INCENTIVES TOWARDS GENUINE 
CAPEX.
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The final point in this far from 
exhaustive article relates to the 
labour market, both in terms of 
availability and skills. The pandemic 
has underlined just how much 
the pre-pandemic economy 
was dependent on the free and 
unencumbered movement 
of people, i.e. labour, as well as 
raw materials, intermediate and 
finished goods, and how vulnerable 
it was and is to disruption in the 
event of movement restrictions, 
above all ‘lockdown’ measures. 
The unsurprisingly protracted 
timeline of the virus has prompted 
what are likely to be longer-lasting 
changes in consumer behaviour, 
with profound consequences 
for demand in many parts of the 
services sector, above all retail and 
anything leisure related. For many 
of those that were employed in 
those specific sectors, and indeed 
many others, it has prompted a 
rethink about careers and attitudes 
towards work ‘opportunities’ and 
employment conditions, which 
will see the labour market and 
the structure of the labour force 
in flux for an extended period. 
The fact that this comes at what 
was always going to be a major 
inflection point for the labour 
market in terms of demographics 
as, the ‘baby boomer’ generation 
exits the workforce, presents 
a further set of challenges to 
employers, which will more than 
likely see an accelerated move 
to use technology to automate 
processes to overcome 
labour shortages.

*For a more detailed discussion on 
the widening water crisis, please 
see the ADMISI @Black Sea White 
Paper here. 

Marc Ostwald
E: marc.ostwald@admisi.com 
T: +44(0) 20 7716 8534

Be that as it may, the second chart on Oil and Gas Upstream Investment 
highlights just how severely the 2014 oil price slide hit sector CapEx, which 
fell 25% and 26% yr/yr in the following years, and barely recovering in the 
years that followed, before collapsing again in 2020 due to the pandemic. 
Eminently one could argue that the elevated levels in the early part of the 
last decade were in a sense artificially high due to the US shale oil boom, 
and will be welcomed by those pushing for a faster exit from    hydrocarbon 
energy. But again that misses key points in a number of respects: for 
example, the shale oil sector has not been as profitable, and hobbled by 
the volume of debt that was required to get it ‘off the ground’, which in 
turn has made the banking sector wary of funding further investment, 
regardless of climate change related pressures, leaving it either unable 
to service its debt, and allowing oil majors to buy up distressed assets 
cheaply, or more importantly to feed into the forward supply chain for the 
sector. 

The latter is above all significant, given that many oil majors are rolling back 
upstream and downstream investment plans under ESG and climate-
related pressures from investors, even if the rollback from the perspective 
of activists is probably too tentative, and deemed to be little more than lip 
service. But as the woes evident in the electricity supply sector in Europe, 
China, Brazil and USA over recent months more than amply demonstrate, 
the transition to renewables is fraught with numerous headwinds and 
pitfalls due to prior underinvestment in infrastructure, both in existing 
hydrocarbon supply and a renewables sector that is many light years away 
from being able to meet extant energy demand. It requires cools heads 
and painstaking planning, with no place for idealism, and a broad array of 
risks in terms of inflation pressures for businesses and consumers in the 
event of missteps. 

A further risk that appears to be little appreciated in terms of the 
political and broader public narrative on the topic is dual aspect. Firstly 
underinvestment in the hydrocarbon sector by oil majors and secondary 
companies in the developed world effectively increases dependency 
on supply of crude from NOCs (national oil companies) in the GCC 
region, Russia and China. Secondly, if the pace of transitioning from 
hydrocarbons to renewables is to be dramatically increased, then even 
taking into account greater efficiencies from technological advance, 
this will require the deployment of a lot more hydrocarbons and many 
other raw materials, above all metals and indeed water*, to create the 
necessary infrastructure, as well as some quantum leaps in renewables 
technology, leaving aside the consideration of realistic timeframes that 
will be required to implement this. Last but not least, there is scant if any 
discussion of non-energy related petroleum products, such as plastics 
and petrochemicals, for which there are some alternatives, and there will 
be more thanks to innovation, but both of which require a colossal amount 
of investment, which will take time to generate “acceptable” levels of 
returns on investment and capital.

HERE IS SCANT IF ANY DISCUSSION OF NON-
ENERGY RELATED PETROLEUM PRODUCTS, 
SUCH AS PLASTICS AND PETROCHEMICALS, FOR 
WHICH THERE ARE SOME ALTERNATIVES, AND 
THERE WILL BE MORE THANKS TO INNOVATION, 
BUT BOTH OF WHICH REQUIRE A COLOSSAL 
AMOUNT OF INVESTMENT.
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THE COLOUR OF 
HYDROGEN
One Proton…and One Electron…is not enough anymore!

We probably all know that the element Hydrogen is made up from one Proton with 
a single Electron orbiting it. We may also know that it probably makes up most of 
normal matter in our Universe…something like 75%. Those interested in military 
and commercial history will recall that early airships used Hydrogen as the lifting 
gas in airships…but that it fell out of favour due to its high flammability. However, in a 
number of recent commodity and energy conferences I have had the opportunity 
to attend, most recently at ETW 2021 in London (live and virtual) also known by its 
full name as Energy Trading Week, the subject of Hydrogen has come up again…
and again. At ETW 2021 it was as a fuel replacement for Natural Gas. The Port of 
Rotterdam is leading the way here with the setting up of a Hydrogen marketplace. 
However, this is an OTC marketplace and there are no derivatives exchanges as 
yet which have set up a futures market in Hydrogen, though the EEX has organised 
The EEX Hydrogen Working Group to set up a certification scheme. Elsewhere, in 
the fertiliser sector, Hydrogen is a feedstock in the production of Ammonia, which 
is in turn a feedstock for Urea production…and this is where the various Colours of 
Hydrogen make themselves known.

EACH COLOUR HAS A DIFFERENT PRODUCTION 
AND ENVIRONMENTAL COST…
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As at this time, the Colours of Hydrogen designate 
from where the various sources of Hydrogen 
originate and where and how the by products of 
manufacture of Hydrogen are stored or dealt with. A 
simple guide to these is as follows…

GREY HYDROGEN – this is Hydrogen extracted 
from fossil fuels such as coal, naphtha, LPG and or 
course natural gas. No more than that!

BLUE HYDROGEN – this is Hydrogen also 
produced from fossil fuels…but in association with 
some form of carbon capture, utilisation and storage. 
The second part is commonly referred to as CCUS.

TURQUOISE HYDROGEN – this is Hydrogen 
co-produced with carbon black by the pyrolysis of 
natural gas…or in other words, the decomposition of 
natural gas at high temperatures with the aid 
of a catalyst.

GREEN HYDROGEN – this is produced using 
renewables such as solar power, hydropower, wind 
generation and electrolysers. Most commonly 
referred to as the splitting of water into its 
component elements of two atoms of Hydrogen and 
one atom of Oxygen. This is the only process that 
does not have a fossil fuel as a power source and 
as a feedstock.

Each colour of Hydrogen has different production 
costs as well as environmental costs. Grey Hydrogen 
is seen as the cheapest to produce in monetary 
terms, but has a high environmental cost. Blue 
Hydrogen can be less expensive monetarily than 
Green Hydrogen without the environmental impact 
of Grey Hydrogen…but it still utilises non-renewable 
fossil fuels as a feedstock.

Around 50% of the Hydrogen produced in the world 
comes from a process known as Methane Steam 
Reforming (MSR). This is the least expensive way 

CH4 + H20 + 
HEAT = 
CO + 3H2
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for extracting Hydrogen. It is made from heating 
natural gas with steam and a nickel-based catalyst, 
which breaks down the natural gas hydrocarbons 
into Hydrogen and Carbon Monoxide plus some 
other minor compounds. A simplified chemical 
representation would be CH4 + H20 + Heat = CO + 
3H2. A further process can be added called Water-
Gas Shift Reaction which with the use of the excess 
Carbon Monoxide plus water and a catalyst, causes 
the following simplified reaction CO + H20 = CO2 + 
H2…plus a small amount of heat. Interestingly, this 
reaction has been added to increase the power of 
some Hydrogen Fuel Cell technology.

In instances of Green Hydrogen where…say…solar 
generated electricity is used to split water, you 
would have a simplified chemical representation of 
2H2 = 2H2 + O2. The point that was made to me 
on this process on a few occasions, has been the 
low H value…or Hydrogen value that such splitting 
via electrolysis would produce compared to the 
combined MSR & Water-Gas Shift Reaction…and 
therefore the financial economy of each process.

None of this of course, considers the environmental 
impact of Urea based fertilisers which undergo 
hydrolysis in agricultural field applications and 
produce their own Green House Gases (GHGs), 
namely nitrous oxide (N2O). However, I digress from 
the original point of this piece. What I set out to 
inform you was of the various Colours of Hydrogen 
that are already out there and which may see further 
divisions and varieties of colour in the future. I am 
grateful to Lorenzo Micucci’s article in World Fertilizer 
magazine for providing the original inspiration for this 
piece and I hope I’ve left you with some answers…and 
some questions as well…for the future.

Eddie Tofpik
E: eddie.tofpik@admisi.com
T: +44(0) 20 7716 8201
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MARC OSTWALD 
Global Strategist & Chief Economist 

As our Global Strategist & Chief Economist, Marc spends his time 
analysing and forecasting the impact of macro / microeconomic trends 
and examining (and where necessary challenging) market psychology. 
The processes of globalization, the ensuing credit crisis and the 
changed dynamics of global growth have served to accelerate a 
process of researching and investigating new and developing markets 
and economies. 

T: +44 (0)20 7716 8534 
E: marc.ostwald@admisi.com

EDDIE TOFPIK 
Head of Technical Analysis & Senior Markets Analyst

At ADMISI, Eddie produces & publishes Eddie’s Crayon’s, a series of 
weekly, daily and special event Technical Analysis Reviews on FX, Stock 
Index Futures and Commodity Futures. He is a regular commentator on 
ADMISI’s YouTube Channel plus others such as the Investing Channel 
and at online events such as Commodity Trading Week Online and 
Energy Trading Week Online. He has additionally spoken at many 
international conferences and seminars. Eddie is a Director of the 
Society of Technical Analysts, the oldest and largest Society promoting 
Technical Analysis, it’s education and accreditation and a member of 
ACI-UK Financial markets Association.  
 
T: +44 (0)20 7716 8201  
E: eddie.tofpik@admisi.com

Marc Ostwald’s Investing Channel Broadcasts 
Macroeconomic Updates

CLICK HERE TO WATCH THE 
PLAYLIST ON ADMISI YOUTUBE.

Eddie Tofpik’s Investing Channel Broadcasts 
FX Market Analysis

CLICK HERE TO WATCH THE 
PLAYLIST ON ADMISI YOUTUBE.

KEEP UP TO DATE 
ON OUR YOUTUBE CHANNEL
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KEEP UP TO DATE 
ON OUR UPCOMING EVENTS

KEEP UP TO DATE 
ON ADMISI’S SOCIAL CHANNELS

SUFFOLK FARMING CONFERENCE
03/03/22  |  9.00AM - 5.30PM

PRESENTATION:
ADMISI Chief Economist Marc Ostwald will be taking part in a 
number of panel sessions and presentations. 

CLICK HERE TO VIEW THE EVENT WEBSITE
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THE GHOST IN THE MACHINE

TESTIMONIALS
BLONDE MONEY
HELEN THOMAS, CEO

The Ghost in the Machine is one of the few pieces I read cover-
to-cover because I always learn something new. It’s concise and 
thought-provoking: two qualities never more in demand than in 
our current world. bringing more disruption than 2020’?

BRIDE VALLEY PARTNERS
STUART MACDONALD, MANAGING PARTNER

In an age of commentary overload, the Ghost In The Machine 
stands out for its no-nonsense clarity and thought-through 
forward thinking. There is a rare sense of reading tomorrow’s 
news early and standing free, outside of the dubious wisdom of 
the crowd.
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ADM Investor Services International Limited (ADMISI) is a full service multi-
asset brokerage company with an 106-year corporate history in London and 
extensive experience in the international investment markets, offering clearing 
and brokerage services into all major investment markets.

PRODUCTS AND SERVICES
COMMODITY MARKETS
As one of the world’s leading food processers, we have a 
wealth of expertise in agricultural markets. This is supported 
by extremely experienced and professional teams in each of 
the main fields of the industry: energy, metals, grains, sugar, 
coffee and cocoa. 

FOREIGN EXCHANGE
With a traditional voice desk and state of the art technology 
driving ADMISI FX’s online offering, you will have access to fast 
execution, low latency and deep liquidity in over 130 crosses. 
Whether you trade spot, forward, swaps or NDFs, ADMISI FX 
will have a solution for all your currency trading needs.

GLOBAL INVESTMENT BROKING
Our 24 hour trading desk is there to support all client 
trading through the time zones in all the markets throughout 
the year.

CLEARING/STRAIGHT THROUGH PROCESSING
Our highly experienced and professional team supports 
all aspects of clients’ accounts from execution through to 
settlement. We value our clearing and settlement capabilities 
as a core competency for ADMISI.

EQUITY MARKETS
As members of the London Stock Exchange, we have a highly 
knowledgeable and energised securities group to meet your 
requirements.

MARKET COMMENTARY AND INFORMATION
We are able to call on a global network of market commentary 
covering all topics of the business, which can be found on our 
website, or delivered by email or hard copy as you require.

ELECTRONIC TRADING 
PLATFORMS/DIRECT MARKET ACCESS
ADMISI is able to provide access to the most dynamic trading 
systems in the industry in futures, options, FX, CFDs and 
equities.

At ADMISI, we provide a full brokerage service that includes 
clearing and brokerage into all major investment markets and 
exchanges. We provide our customers access to an extensive 
range of investment opportunities.
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ADM Investor Services International Limited
3rd Floor, The Minster Building 
21 Mincing Lane, London EC3R 7AG

T: +44 (0)20 7716 8100 
E: tgitm@admisi.com
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