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Transportation Costs Put the Pedal to
the Metal
Kathryn Asher, Economist, Barings Investment Institute

Rising demand for goods, combined with supply chain disruptions, is causing delivery times to soar as
transport costs rise. Prices in several areas of the economy are rising, which we view as largely
temporary. However, in some areas, such as transportation, “temporary” may last well into 2022.
When the crisis hit, the world shut down and companies, many of which faced huge uncertainty about
future demand for their products, reacted by cutting production and drawing down inventories.
However, following unprecedented levels of government support, it became apparent that fiscal and
monetary policies were supporting demand. This resulted in a surge in consumer demand for goods,
efforts to rebuild inventories, and a strong rebound in single-family construction, all of which boosted
demand for transporting goods.

Source: Bloomberg, as of June 3, 2021.

Bottlenecks are resulting from a number of factors: extreme port congestion, inefficient use of
containers given logistical challenges, and a shortage of drivers that began prior to COVID and has
only worsened. A lack of availability of containers has quadrupled their price, with a 40-foot box
jumping from about $1,500 prior to the crisis to over $6,000 in May 2021. Labor shortages, due to
COVID and tighter government regulation capping working hours for those at work, is leading to
higher wages, adding to total input costs.

Source: Bloomberg, as of June 3, 2021.
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Many economists—and the Federal Reserve—argue that price pressure from these supply chain
imbalances and the reopening boom is temporary; the question, however, becomes “how long is
‘temporary’?” Barings’ investment teams see prices associated with the transport of goods remaining
at elevated levels over the next 18 months for a number of reasons:




While we are currently at what is normally low-season for domestic shipping, the already
near-record demand will only rise during the August-December holiday season;
Strength of the single-family construction market, and the likely passage of an infrastructure
bill in the U.S., should further boost demand for materials and transport;
We have become accustomed to ordering goods with the click of a button, but shipping that
order across the country or ocean doesn’t happen as fast, and neither does the rebalancing of
the transportation system. For instance, the major hurricanes in 2017—which caused a much
less severe shock than the COVID disruption—required nearly a year for domestic shipping
to normalize again, so expect it to take longer this time.

In the U.S., the average share of transport costs in the final retail price of produce before the
pandemic was about 25%; now it could be close to 40%, due to higher transport and fuel prices. This
helps explain a portion of the recent jump in U.S. producer prices, though costs have increased on
other global routes involving Asia and Europe, so the price impact will likely be felt there as well. The
extent to which companies are willing and able to pass these higher costs on to consumers will impact
the magnitude of the near-term rise in consumer price pressures.
Companies have responded to increased shipping demands by investing in container boxes. While this
may initially raise concerns for the outlook once demand normalizes, our investment teams note the
increase in production is not excessive, believing both lessors and companies are in good shape due to:

About half of production increases are due to replacement from a slow-down prior to
COVID;

Demand for containers is strong;

There is a long-term positive trend towards e-commerce, which should support the sector;

Lessors are taking advantage of longer lease terms.

Source: Drewry’s Container Equipment Forecaster, as of 1Q2021.

BARINGSINVESTMENTINSTITUTE.COM | 2

8 June 2021 | Research Note

Overall, extreme supply and demand imbalances have caused severe disruptions throughout the
sensitive transportation system. While this increases input costs for companies, some of which may
pass a portion on to consumers in the near-term, prices are expected to normalize following the 2022
peak season as the transportation system rebalances.

Special thanks to members of Barings Transportation Committee including: Julie Niedzwiecki, George
Stone, Jordan Alexander, and Austin Tucker.
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IMPORTANT INFORMATION
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without
notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments.
The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document.
No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency
exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details
and specific risk factors of any Fund/Strategy discussed in this document. For Professional Investors/Institutional Investors only. This
document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.)
Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring
International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset
Management (Asia) Limited, Baring SICE (Taiwan) Limited, BaringAsset Management Switzerland Sàrl, and Baring Asset Management
Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an "Affiliate"), together known as
"Barings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for
doing so.
NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial
instrument or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives,
financial situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice,
an investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction.
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other
professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views
are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual
portfolio management teams may hold different views than the views expressed herein and may make different investment decisions for
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or
implied, regarding the accuracy, completeness or adequacy of the information.
OTHER RESTRICTIONS: The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit
the possession or distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the
document may not be used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and
regulations. Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or
available in their jurisdiction.
Copyright and Trademark: Copyright © 2021 Barings. Information in this document may be used for your own personal use, but may not
be altered, reproduced or distributed without Barings’ consent.
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other
countries around the world. All rights are reserved.
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