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Dry Bulk Shipping

Breakwave Dry Futures Index: 1,500 Baltic Dry Index (spot): 1,807 Short-term Indicators:

1 30D:2.2% ™ 30D:42.6% Momentum:

1™ YTD:46.8% 1 YTD:65.8% Sentiment: Negative
A YOY: -20.8% 4 YOY:-6.1% Fundamentals: Positive

Bi-Weekly Report

° Capesize correction underway, as volatility makes a comeback — Following a rapid ascent to almost 35,000 in less
than two weeks’ time, Capesize rates are currently retreating in what one can describe as a moderate correction
(for now), given the previous intensity and magnitude of the increase in the spot market. The futures market has
been pricing such a correction since the beginning of the rally as market participants remained extremely cautious
of any increase beyond the highs of the recent trading range, and thus futures prices have retreated to a lesser
extend compared to spot. Once again, we tend to differ: We expect spot rates to bottom soon and turn back up, a
scenario that is essentially fully rejected by the futures market. After all, with spot in the mid/high 20,000 level and
November/December futures in the high teens, there is no room for error in the market’s relentless bearish attitude,
while if one looks at first quarter futures, which are currently priced in the single digits, it is as if the last six months
have just been an outlier in the ever depressed state for dry bulk of the past decade. Capesize spot rates are
currently about 27,000 while Panamax rates are averaging just below 12,000.

° Vale continues to guide to 310 million tons of annual production — Last week, Vale’s senior management reaffirmed
their 2020 production guidance of 310 million tons, a level that points to continuing high iron ore exports out of
Brazil for the remainder of the year. Assuming the rest of the Brazilian iron ore exporters perform in line with last
year, Vale’s guidance points to a +13mt higher iron ore exports for the last three months versus 2019. Such level
might not sound much (although it is a 12% increase year-over-year after all), but it translates to more than 60
Capesize-equivalent demand for the quarter. As a result, it is more than reasonable to assume that Capesize rates
will experience more upward pressure versus last year, and for comparison purposes, the fourth quarter of 2019
saw Capesize rates averaging 22,185 versus current futures prices of less than 21,000 for the quarter. Obviously, the
world is in a totally different state today, and the economic impact of the pandemic should not be discounted at all,
especially ex-China where the demand decline has been substantial. However, Capesizes have always been about
China, for better or worse. We expect fourth quarter Capesize rates to average above last year while we also expect
the first quarter of next year to be substantially above the level that futures are currently pointing to, namely ~9,500.

° 2021 freight futures continue to look cheap — The macro environment remains highly uncertain not only for
shipping but for most commaodities. As a result, trying to make predictions and build forecasts for a year forward is
extremely challenging. For shipping, however, the fact that the supply side is fairly predictable at least a year in
advance (lead times for ship building is approximately 2 years), provides a relative advantage versus other industries.
The orderbook remains low and the supply side is manageable when it comes to dry bulk. Assuming consensus views
for the global economy, we believe the balance of the market can support higher rates versus what is priced in the
futures market today, namely around 13,500 for Capesizes and 10,000 for Panamaxes.

The Baltic Dry Index (BDI) measures the average spot rates for dry bulk freight with a sector weighting of 40% Capesize, 30% Panamax and 30% Supramax.
The Breakwave Dry Futures Index (BDRYFF) is designed to track freight futures contracts with a sector weighting of 50% Capesize, 40% Panamax and 10%
Supramax and a weighted average maturity of approximately 50-70 days.
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Baltic Dry Index vs Breakwave Dry Futures Index
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Dry Bulk Fundamentals

Aug-20 Sep-20 Oct-20

Demand YTD YOy
China Steel Production 689mt 3.6%
China Steel Inventories 7.7mt 57.7%
China Iron Ore Inventories 124mt -4.9%
China Iron Ore Imports 760mt 11.0%
China Coal Imports 221mt 0.2%
China Soybean Imports 65mt 15.0%
Brazil Iron Ore Exports 248mt -5.4%
Australia Iron Ore Exports 575mt 4.7%
Supply

Dry Bulk Fleet 911dwt 3.7%
Freight Rates

Baltic Dry Index, Average 1,008 -23.1%
Capesize Spot Rates, Average 12,554 -26.4%
Panamax Spot rates, Average 8,025 -27.5%

Note: All numbers as of latest available; Sources: Bloomberg and Breakwave Advisors

Disclaimer:

This research report has been prepared by Breakwave Advisors LLC solely for general information purposes and for the
recipient's internal use only. This report does not constitute and will not form part of and should not be construed as a
solicitation of any offer to buy or sell any security, commodity or instrument or related derivative or to participate in any
trading or investment strategy. The opinions and estimates included herein reflect views and available information as of
the dates specified and may have been and may be subject to change without notice.
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