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Abstract:
This study proposes a novel framework for disentangling supply and demand shocks in dry-bulk shipping. Previous studies have focused on evaluating the
response of shipping market variables, such as ship prices or contracting, to exogenous shocks in freight rates. This identification methodology fails on two
assumptions: first, potential existence of reverse causality from shipping market variables to freight rates means that cause and effect are not well defined
and second, freight rates are driven by distinct demand and supply shocks which may violate the ceteris paribus assumption. In this paper, we adopt a
structural VAR identification methodology which accommodates the previous issues and identifies unique orthogonal shocks related to demand, supply and
utilization, freight rates and newbuilding orders. The proposed research design considers the unique features of the shipping industry such as inelastic
demand and construction lags in building new ships. The paper provides estimates of the dynamic effects of these shocks on dry-bulk freight rates and
quantifies their magnitude over the period 1996 to 2016.
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