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Breakwave Dry Futures Index: 1,396 Baltic Dry Index (spot): 2,017 Short-term Indicators:
4 30D:-10.6% 1 30D:26.6% Momentum: Negative
™ YTD:37.5% ™ YTD:33.1% Sentiment: Negative
™  YOY:3.5% ™ YOY:10.9% Fundamentals: Positive

Bi-Weekly Report

° What goes up, must come down. But how fast? — Capesize rates probably have peaked for the year. Following
considerable tightness in the Atlantic, Capesize spot rates touched 31,000 last week, a level that was unthinkable
just a month ago. Although our view has always been for a Capesize winter spike towards the 30s, the intensity of
the rise was surprising. High volatility also means steep drops after strong rallies, and we are about to experience
such an environment. However, freight futures never bought into the spot rally, other than the October contract,
so the impact on the futures curve will be muted. One actually could argue that the risk/reward is tilted towards
higher futures prices, as the speed of the decline and the intermediate bottom is up for debate. As we look at the
Capesize futures curve, a lot of bearishness is already priced in, and although there is no crystal ball on such short-
term fluctuations, rates must go straight down to the single digits in the next 60 days just to match the futures
curve. Even for freight, that is a significant decline and assumes a very weak demand environment. We are not ready
to make a call neither on the intensity of the decline nor on the short-term bottom, but at first look, freight futures
pricing seems too aggressive on the negative side. The sub-Cape segments have been more stable and should
maintain the current 13,000-14,000 range for the near future as demand for minerals and grains remains supportive.

° China bottom is in. But what is the trajectory of any improvement? — We believe the worst is behind us when it
comes to China’s economic woes, at least in terms of decelerating growth. However, the question now turns to the
trajectory of any improvement, and there uncertainty remains high. On the positive side, a lot of stimulus has
already been pumped into the system, which should lead to significant improvements in infrastructure spending,
and partly, to real estate investment. On the negative side, a considerable part of the recent economic troubles is
driven by consumer psychology, and turning this around requires both time as well as confidence-driven measures.
How such a balance can be achieved is anybody’s guess, but the ingredients are in place for such a shift to happen
in the next six-to-nine months. GDP estimates were recently upgraded and now expectations are that China will at
least meet its 5% growth goal. Obviously, a lot of China’s troubles have to do with leverage and a debt structure
that is clearly unsustainable, given that infrastructure investment cannot grow at the high rates of the past, due to
the unproductive nature of such investments. Whether another year or two of such a strategy might be attenable,
the incremental damage could be disproportional if discipline is once again lost in the process.

° Dry bulk focus shifts back to fundamentals — Following a period of high uncertainty and significant disruptions
across the commodity spectrum, the gradual normalization of trade is shifting the market’s attention back to the
traditional demand and supply dynamics that have shaped dry bulk profitability for decades. As effective fleet supply
growth for the next few years looks marginal, demand will be the main determinant of spot freight rates with China
returning back to the driver’s seat as the dominant force of bulk imports and thus shipping demand.

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 (BDIY) vs Breakwave Dry Futures Index (BDRYFF)
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Dry Bulk Fundamentals

Demand YTD Yoy
China Steel Production 795mt 1.8%
China Steel Inventories 4.7mt 2.7%
China Iron Ore Inventories 105mt -19.9%
China Iron Ore Imports 878mt 6.6%
China Coal Imports 348mt 73.0%
China Soybean Imports 79mt 14.1%
Brazil Iron Ore Exports 274mt 7.3%
Australia Iron Ore Exports 593mt 2.6%
Supply

Dry Bulk Fleet 996dwt 3.1%
Freight Rates

Baltic Dry Index, Average 1,230 -40.0%
Capesize Spot Rates, Average 13,797 -17.5%
Panamax Spot rates, Average 10,686 -48.4%

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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