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Breakwave Dry Futures Index: 2,166 Baltic Dry Index (spot): 1,821 Short-term Indicators:
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M YOY: 16.0% ™ YOY:29.4% Fundamentals:

Bi-Weekly Report

e The correction in dry bulk is here as spot rates look for a bottom — Although the excitement in dry bulk shipping
remains unabated, Capesize spot rates have now declined by about 40% from recent highs, but remain above
comparable last year’s levels, at least at the time of writing. As we have discussed lately, the fundamentals of the dry
bulk sector did not warrant the recent elevated spot rate levels, and it was the disruptions in vessel supply, especially
in the Atlantic market, that led to the recent strength in spot rates, especially in such a counter-seasonal way. The
market has now rebalanced, and the supply/demand equilibrium has tilted the other way with the Capesize market
facing headwinds from increasing vessel supply in the Atlantic market. In addition, the coal export disruption due to
the Baltimore bridge collapse has released a number of pre-committed Capesize ships, that would have otherwise
loaded coal in Baltimore, to the Atlantic market, while whispers of delays and potential force majeure in Guinea is also
putting additional pressure on future bauxite-led demand. Combining the above with the considerable and above-
trend iron ore and coal shipments in the past few months, a reversion to the mean for bulk volumes is about to put
some pressure on spot freight rates. Market participants remain optimistic but given the backward-looking nature of
the shipping markets, not a lot can be inferred. Our view is that the correction has yet to reach a bottom, and a
sequential upswing in the summer might be at play, subject to real demand coming out of China, a normalization in
inventory levels, and the continuation of the recent disruptions in vessel availability (Red Sea diversions, Panama Canal
drought). For now, the bottoming process in spot rates should be the focus, as the Capesize market tends to overshoot
on the upside and undershoot during corrections, something we cannot rule out even this time around.

e Chinese economic data shows signs of recovery, but steel markets remain depressed — Recent economic data out
of China has surprised to the upside, with March PMI numbers coming better than expected, industrial production
moving above trend, and retail sales also stronger than anticipated. On the other hand, real estate remains depressed
and home sales continue to drift lower, in the process keeping the broader steel sector under pressure. Iron ore prices
have experienced some heightened volatility, around the psychologically important $100/ton price level, while steel
production probably remains flattish on a year-to-year basis. The industrial economy in China is doing better, and
such a trend helps to offset the weakness in the real estate sector, but there is little support coming out of such
balance for a continuation of the recent strength in iron ore imports, something that remains a major obstacle for a
more sustained upcycle in dry bulk shipping.

e Ourlong-term view —The last few years have been characterized by increased geopolitical uncertainty. Going forward,
we expect such events to continue to affect global trade and have a meaningful impact on effective vessel supply.
Combined with the potential for a multi-year rebound in China’s economic activity following the recent economic
turmoil, dry bulk shipping should experience higher volatility on top of a secular tightness driven by increasing bulk
commodity demand and a slower fleet growth as a result of a relatively low orderbook.

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.


http://www.drybulketf.com/
http://www.breakwaveadvisors.com
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Baltic Dry Index (BDIY) vs Breakwave Dry Futures Index (BDRYFF)
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Dry Bulk Fundamentals

Jan-24 Feb-24 Mar-24

Demand YTD YOY
China Steel Production 168mt -0.4%
China Steel Inventories 7.9mt 3.1%
China Iron Ore Inventories 142mt 3.8%
China Iron Ore Imports 1390mt 6.8%
China Coal Imports 549mt 55.1%
China Soybean Imports 115mt 7.0%
Brazil Iron Ore Exports 436mt 11.2%
Australia Iron Ore Exports 972mt 0.9%
Supply

Dry Bulk Fleet 1009dwt 3.2%
Freight Rates

Baltic Dry Index, Average 1,824 80.4%
Capesize Spot Rates, Average 24,286 165.6%
Panamax Spot rates, Average 14,111 41.3%

Note: All numbers as of latest available; Imports/Exports/Production are YTD sums as of latest reported; Inventories/Fleet are weekly totals

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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