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Background
The Office for Budget Responsibility (OBR), the government’s official forecasting body, has issued a new Economic & Fiscal
Outlook (EFO) report – the Chancellor’s Spring Statement is based on these forecasts.
From an economic viewpoint, the March EFO is downbeat compared to the update received in October 2021. Inflationary
pressure, exacerbated by the war in Ukraine, will materially impact UK and global growth over 2022/23.
Inflation is now expected to peak in late 2022, at 8.7%, this would be the highest level in 40 years. Such extraordinary levels of
inflation are to lead to the largest fall in living standards since records began, real disposable incomes are scheduled to fall
by 2.2% to March 2023.
The OBR highlights considerable risks to this economic forecast, suggesting that due to the war in Ukraine ‘there is unusually
high uncertainty around this outlook’.
WTO chief Ngozi Okonjo-Iweala told the FT that export controls risked worsening food supply
problems and that countries with surplus stocks of products such as vegetable oils and grains should
release them on world markets.
A surge in prices of fertiliser is also fuelling fears of a food crisis, a problem exacerbated by a lack of
competition in the US fertiliser industry.
Britons face a “historic shock” to their incomes this year sparked by surging energy prices that will hit
UK economic growth and consumer demand, Bank of England governor Andrew Bailey warned.
Bailey said Russia’s invasion of Ukraine would fuel the UK cost of living crunch, adding the energy price
shock in 2022 would be larger than during any single year in the 1970s.
Surging energy prices are a key factor behind UK consumer price inflation reaching a 30-year high of
6.2 per cent in February, more than three times the BoE’s 2 per cent target.
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Domestic energy bills a key concern
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Global oil prices
After Russia invaded Ukraine, global oil prices experienced a dramatic spike. At the start of March, Brent crude leaped above
$139 per barrel. Analysts warned prices could touch $185, then $200 as traders shunned Russian oil, pushing inflation even
higher and adding huge strain to the global economy.
But there's been a rapid reversal since then. Brent crude futures, the global benchmark, have dropped almost 30% from their
peak. They settled below $100 per barrel for the first time this month. The unusually sharp pullback has been driven by hopes
that Saudi Arabia and the United Arab Emirates could boost oil production, and that demand from China could drop due to
new coronavirus restrictions in major cities. This would ease the squeeze on the market.
However analysts believe the direction of travel has been set. Giovanni Staunovo, an analyst at UBS, expects oil to trade at $125
per barrel by the end of June. Tonhaugen of Rystad Energy thinks prices could still smash records as the conflict plays out.
"This is the quiet before the storm," he said.
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Global gas prices
Gas prices in Europe, the UK (and to a lesser extent, the US) jumped significantly after Russia’s invasion of Ukraine, due to
worries about supply shortages, although they then fell back.
Russian gas accounts for about 40% of the EU's natural gas imports. If this dried up, Italy and Germany would be especially
vulnerable.
Europe could turn to existing gas exporters such Qatar, Algeria or Nigeria, but there are practical obstacles to quickly
expanding production.

Economic
data
provider
Trading Economics forecast
(as of 8 March 2022) that the
Europe natural gas price
could trade at €211.30/MWh
by the end of this quarter.
Trading Economics offered a
natural gas target price of
€279.26/MWh for TTF in 12
months’ time.
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FERTILISER
Ever higher gas prices are expected in turn to increase fertiliser prices. Methane is used as a raw ingredient in many fertilisers,
while other types are energy intensive to produce.
The UK normally buys 38% of its urea fertiliser from Russia. In early March 2022 President Putin singled out fertilisers as at risk
of even further price rises, and his Industry and Trade Minister asked companies that produce them to suspend exports.
Based on 2020 figures (the latest available) the UK imports 17,700 tonnes of urea, 2,000 tonnes of potash, and 3,000 tonnes of
diammonium phosphate from Russia every month.2 Late 2021 prices for these fertilisers mean the UK is paying Russia £16
million per month, or £4m a week, for fertilisers.
The most recent official prices, for February 2022, put Ammonium Nitrate at £649 per tonne and Phosphates at £669 per tonne.
If these prices hold during 2022, and were farmers to use the same quantities of fertiliser as those used in 2020, the extra bill for
January- December 2022 would be in the order of £480 million.
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FUEL
Global markets face a squeeze on diesel because of sanctions on Russia, with Europe most at risk of a “systemic”
shortage that could lead to fuel rationing, the world’s top trading groups have warned.
The heads of three of the largest commodity traders — Vitol, Gunvor and Trafigura — estimated that as much as 3mn
barrels of oil and its products a day could be lost from Russia as a result of sanctions, following the country’s invasion of
Ukraine. The corporate leaders were speaking at the FT Commodities Global Summit in Lausanne, Switzerland.

“Europe imports about half of its diesel from
Russia and about half of its diesel from the
Middle East,” said Russell Hardy, chief of
Switzerland-based oil trader Vitol. “That systemic
shortfall of diesel is there.”These Russian imports
account for roughly 15% of Europe’s diesel
consumption, while crude oil from Russia is also
processed by refineries on the continent.
Hardy said the shift to more diesel consumption
over petrol in Europe had created shortages of
the fuel. He added that refineries could boost
their diesel output in response to higher prices
at the expense of other oil-derived products to
shore up supply, but acknowledged that
rationing was a possibility.
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Commodities – March 28.03.2022
On 15 March the UK government imposed 35% tariffs in response to Russia’s attack on Ukraine.
The far-reaching tariffs, estimated to be worth almost £1bn, will apply to a raft of food products and
materials used in food and drink including beverages, cereals, spirits (including vodka), vinegar, oilseeds,
white fish and fertilisers.
Rapeseed Oil
• At the close of trading last week, market sentiment in the rapeseed oil market was MIXED.
• In a continuation from prior weeks, rapeseed oil demand continues to benefit from players looking to
substitute it in place of sunflower oil. Trades on the forwards were particularly brisk with MJJ (May-JuneJuly) changing hands at €1,900 and €1,890, and August also traded at €1,620 and €1,625 (all per metric
tonne). Despite this, market players are less certain about the continued rally with some noting that the
current price level had begun to cause some demand destruction. In their view this could mean prices
may ease.
Sunflower Oil
• At the close of trading last week, market sentiment in the sunflower oil market was MIXED.
• Prices moved down as players continue to focus on purchasing replacement oils rather than chasing the
difficult to obtain commodity, limiting demand. This led to sellers offering sunflower oil for less, moving
prices lower on the week.•
Pork
• At the close of trading last week, market sentiment in the European pork market was BULLISH.
• Increasing demand is being countered with widespread supply shortages following herd culling which
took place last year.
• Additional demand in Poland, where more than 2 million Ukrainian refugees have settled in the past few
weeks, is supporting prices throughout the continent.
• Cost pressures for producers in the form of higher energy and labour costs have also contributed to
limited supply.
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DAIRY – Feb/Mar 2022
Another month of across the board increases for UK dairy wholesale prices
With no change in product availability on the horizon in the UK as milk deliveries remain low, current prices are reported to
be still higher than the monthly averages reported below.
Butter prices averaged £5,460/t in the reporting period, up 11% on last month. Availability remains very low. The range of
prices was very wide, especially between the start and end of the period.
Globally farmgate milk prices have followed commodity prices higher. The rising costs of inputs, lack of labour,
unfavourable weather, and variable feed quality and prices continue to limit production response by producers.
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WHEAT
Wheat prices are surging globally in the wake of the conflict between Russia and Ukraine. Prior to this development, prices
were already elevated, influenced by relatively tight supplies in key exporting countries. Major exporter ending stocks
(Argentina, Australia, Canada, the European Union, Kazakhstan, Russia, Ukraine, and the United States) are collectively
projected as the lowest since 2012/13.
Prices are surging even higher as the conflict is raising significant questions about the ability of Russia and Ukraine to
continue exporting.
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PACKAGING – February 2022
The Global Packaging Mintec Category Index (MCI) rose by 6.7% month-on-month and 35.2% year-on-year to USD
1,899/MT in February due to soaring aluminium and paper prices.
The Russia-Ukraine geopolitical conflict sent prices in various commodity markets into record highs in February 2022 due to
shipment disruptions and supply concerns. There was, however, no severe impact on prices in the EU and US plastics market
during the month. Nevertheless, market participants were on high alert for any potential disruptions to the market as Russia
is a major producer and exporter of the key chemical feedstocks (crude oil and gas) required to produce plastics. This conflict
would be a key watch out factor for plastic prices in the short term due to its impact on trade flows, feedstock, and other
input costs.
European paper packaging market prices remained stable for most grades in February 2022. While there is no direct impact
of the Russia-Ukraine geopolitical conflict on the European paper industry, market participants expect a further disruption
in the input cost and logistics.
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AIR CARGO
Ripples from the war in Ukraine are disrupting air cargo – especially Asia-Europe operations.
Beyond rising oil prices, fighting has grounded much of the Ukrainian Antonov freighter fleet and has destroyed the
world’s largest freight aircraft, removing that capacity from the market. The bigger disruption is from the European
Union, US, and other countries banning Russian air carriers from using their airspace – and Russia returning the favour.
Without being able to fly over Russia, European, American, and other carriers who do fly will take alternate, longer, more
costly routes. Carriers will pass along the additional fuel costs and many have introduced War Risk Surcharges to
compensate for the costs of adjusting operations.
Passenger flight restrictions as well as decreased capacity and higher fuel costs caused by the war in Ukraine continue to
push Shanghai cargo rates up.
Also new Covid outbreaks in the major Chinese export hubs of Shanghai and Shenzhen are also impacting the supply
chain, with international passenger flights cancelled to and from Shanghai for the next six weeks .

Shanghai to Europe air
cargo rates hit a fiveyear-high in Mar 2022.
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SEABORNE
The average cost of shipping a 40-ft container from Asia to northern Europe has remained elevated since last summer, and
currently stands at $12,564, according to Freightos, an online marketplace that tracks freight shipping prices. This is about 10
times higher than 2019 levels.
Cargo shipping prices had retreated since late September, when companies rushed to move goods ahead of Black Friday and
the Christmas trading period, but have been on the rise again in recent weeks.
Delays to cargo shipments are likely to run well into 2022, according to logistics and supply chain analysts project44, amid
China’s “zero-Covid” strategy, which has led to repeated port closures.
The Covid lockdown in the Chinese province of Zhejiang in December sparked restrictions on the number of trucks allowed to
enter the port of Ningbo – the third busiest in China – slowing port operations. As a result, the average shipping delay for
vessels travelling from China to Europe jumped to six days in December, project44 found, in the face of high demand.
Container freight rates for March 23, 2022

Source: Freightos

Shipping companies are still being forced to cancel sailings, and vessels are stuck at congested ports in Asia, Europe, the
Middle East and the US, causing a ripple effect down supply chains, project44 said.
Shipments of glass bottles to the UK from China that used to take on average 36 days have sometimes taken almost
double that to arrive.
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VACANCIES / RECRUITMENT
According to the latest ONS surveys of all business sectors in Scotland, vacancies are at a four-year high and the ability
to fill positions is becoming more difficult.

Source: Business Insights and Conditions Survey, ONS, Mar 2022
Source: Labour Market Overview, ONS / Adzuna, Mar 2022
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Thank you
If you have any queries about this report please contact:
info@theknowledgebank.scot

