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1 Scope of Work and Objective FIEDOH R L HEY
Economics of shipping is very critical since the most of international and regional trades are based on

the seaborne transport. According to an article published in Time Magazine, shipping freight rates

(i.e. cost of shipping) are the least known leading indicators for global economic climate (June 5",

) 2009). In the history of economic research and economic thought, the role 6f maritime transport is

extremely impressive and change-making. )

In 1993, two scholars received the Nobel Prize for economics: Douglass C. North and Robert Fogel.
Although, these two scholars are from different branches of economic history research, both of them
cfitically contributes to the literature which is the major motivation of this study.

Douglass C. North published one of his seminal publications in 1958 about the ocean freight rates
and particularly stressed the centennial decline of shipping prices in 19" century. This study
provoked series of studies in the field of shipping gconomics and many scholar; 'investigated ocean
freight rates and the extraordinary decline of shipping m'a;kets in the 19™ century.

Robert Fogel is a poﬁulation economist. and his major contribution was about the role of life
expectancy for the economic. development in the long run. Later, several studies significantly
indicated the long term leading impact of life expectancy on economic rise and fall.

This research proposes to establish a long term dry cargo freight market index based oh the literature
induced by Douglass C. North and the investigate the impact of life expectancy over the ocean
freight rates by utilizing the evidences of Robert F‘ogel.rln the posterior part, this study also discusses
the history of economic thought in the shipping Business and states a number of criticisms for the
existing theories for the centennial decline of ocean freight rates. Finally, the impatient capital
phenomenon and short-termism are inveétigated for the shipping business in terms of the business

culture in Western economies and Japan.

2. Method and Major Outcome LD FEEL LR

The-long term dry cargo freight index (LFI).is established by collecting a vast number of data for
ocean freight rates and consumer price index (as a deflator of freight rates). A wide range of
published documents are reviewed and finally the LFI is associated from several datasets by using
the rate of change for each yea}. The life ex:pectancy data is collected ﬁém the indications of Robert
Fogel and the statistics of United Nations. 7

The role of life expectancy is tested by utilizing the classical linear regréssion model framework and
the existing theories of shipping economics are revised by embedding the life expectariby impact.
Life expécta.ncy is found significant for modeling the seaborne trade volume and thé LFI series. The
time lag between LFI and life expectancy data is found between 10-20 years. The coefficient of life

'

expectancy is significant for several years.
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Increasing length of time lag contributes to the predictive horizon and it particularly implemens a
spectacular mechanism to derive long range predictions for both microeconomic and macroeconomic

drivers in addition to policy development.

The followmg figure lllustrates the relatlonshlp between the life expectancy and LFI' data.
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Figure. Life expectancy (right scale; Fogel, 1 986) and LFI (left'scale; Duru & Yoshida, 2010) data.

One of the major outcome of this research is the. source of the centenma] declme can be based on the
structura] change on popu]atmn pamculars such as the quahty of life. A decline of life expectancy

'mdlcates the loss of wealth whlch causes the devolution of llfe quality and possible deduction of

expendltures On the other hand, andther major outcome is denved from a hlstoncal fact named

British Navigation Act (BNA). In the middle of 17° century, British Empire established a special
provision to improve shipping caﬁel of British flagged and operated fleet. Under these conditions,
 the shipping markets were extremely imperfect and shipping prices were led by British ship-owner_s.
In Chapter S, empirical results indicated the shipping investors tend to endorse asset contracts even
the market prices are gradually peaking which means the shipping investor are extremely impatient
and does not precisely investigate the market climate. However, the Japanese shipping companies
differ from the mainstream investors of Western economics and most of the asset contracts are based
on the long term agreements »'Vith charterers. ’ ‘

3. Originality and Impacts of Study g?‘ﬁﬁﬁkﬁﬁ_éﬁféﬁ%ﬁ@@ﬁﬂﬁ& AT b
The originality of this research is twofold: This paper is the first attempt to establish a long term
freight index (268 years) and originally proposes the theory of life cycle oriented freight market in
long run. Since the freight rates contributes to the prices of finished goods - .
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and shipping assets, the introduction of LFI enables a series of future research and the revisions of
the existing theories.

’l‘hls research also coniributed to the Behavioral Economics of shipping business and originally ‘
discussed the role of sentiments in the investment timing. Duru (2012) indicated the market

anomahes and the 1mpacts of irrational exuberance at the peak market condltlons of shipping

business. By investigating the shipping asset contracts arid the asset prices, the mstablllty and herd

behavior are stated as the reason of boom-bust cycles.

4. Future Prospects ¥R~DRE
The scope of future research prospects is expected to investigate a number of change—meking issues

for path-finding in the transport infrastructures and to elicit the role of shipping for global economy.
The potential topxcs for future research are expected as follows: .

a ~ The future of shipping industry (also transport industry) based on the population dynamlcs
b.  The role of transport geography and trading focus on the cost of shipping and interactions
wifh fhe global shift of political and economic center

c. The analysis of technoloéy substitution model in terms of wind to steam and steam to

diesel power transitions and their corresponding impacts on shipping costs
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