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June 23, 2020
Breakwave Dry Futures Index: 1,434 Baltic Dry Index (spot): 1,558 Short-term Indicators:
T 30D: 66.0% 1 30D:212.9% Momentum: Positive
YN YTD: 39.8% 1 YTD:42.9% Sentiment:
YN YOY: 2.6% 1T YOY:25.7% Fundamentals:  Positive

Bi-Weekly Report

. Record breaking jump in Capesize spot is a game changer — Last week was one of the most exciting weeks in many
years for the Capesize market, as spot rates more than doubled in a relentless rally that caught even seasoned
freight traders and brokers by surprise and validated once again the incredibly volatile nature of shipping. The
reasons behind the jump are real and the increase in rates is supported by fundamental reasons as evident by a
tightening supply/demand balance in the Atlantic, something we had spent a lot of time talking about in recent
months. The effect of a tightening balance in pricing is not linear and definitely not a smooth process. In a
commoditized market where there is no “inventory” adjustment (i.e. there are no idle ships stored somewhere to
make up for a potential shortfall as is the case in other commodities, for example oil storage), prices will react
violently. Once owners realized they had the upper hand on freight negotiations, the price impact on concluded
deals took a life of its own and prices increased exponentially. With spot rates currently standing in the mid-to-high
20,000 level for Capesizes and with implied volatility increasing rapidly, the next few weeks are going to be extremely
interesting from a price action perspective and thus freight futures will see considerable fluctuations in a short
period of time. However, with the futures curve now steeply backwardated, the freight market sounds cautious on
the sustainability of current freight levels, a pessimistic view we do not share.

. Where do we go from here? — We believe the second half of the year will be one of the best periods for dry bulk
shipping in quite some time. However, it will also be a very volatile one. Any increase in rates will not be linear while
large drawdowns are very likely. We expect spot rates to exceed last year’s levels (circa 40,000 was the high of last
year). Our justification for such a bullish outlook relies on all the drivers we have been discussing recently and are
slowly coming into play at the same time: A) Global economic stimulus is approaching ~USD18 Trillion or ~20% of
global GDP, an amount that would have been unimaginable before. B) China is in the center of such stimulative
action with infrastructure spending increasing rapidly. C) Inventories are low, and a re-stocking cycle is bullish for
shipping. D) Brazil has the capacity to expand iron ore exports quite a bit in the face of $100/ton iron ore, and with
only six month left to hit their target, Vale has every incentive to ramp up production and exports (note: Question-
mark remains the development of COVID-19 in Brazil and the potential impact on iron ore operations).

. Shipping is cyclical, and cycles are strong — While we remain positive on dry bulk for this year, one should not forget
that shipping is a highly cyclical industry and needs a trading mentality when it comes to capital allocation.
Historically, shipowners have thrived by trading ships in similar environments and thus one must always keep that
in mind when dealing with shipping. However, the current very low dry bulk orderbook makes the longer-term
prospects quite interesting, with the 2021 futures trading at less than 14,000/day, a level that we find relatively low.
Although this is still quite far out in the future, one should also keep an eye on the broader supply/demand
developments as a longer upcycle might be slowly forming.

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

Demand YTD YOY
China Steel Production 412mt 1.9%
China Steel Inventories 7.2mt 34.3%
China Iron Ore Imports 445mt 5.1%
China Iron Ore Inventories 108mt -7.2%
China Coal Imports 149mt 16.7%
China Soybean Imports 34mt 6.7%
Brazil Iron Ore Exports 115mt -13.4%
Australia Iron Ore Exports 272mt 7.0%
Supply

Dry Bulk Fleet 899dwt 2.3%
Freight Rates

Baltic Dry Index, Average 632 -27.9%
Capesize Spot Rates, Average 6,064 -37.2%
Panamax Spot rates, Average 5,694 -30.5%

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.

Contact:

Breakwave Advisors LLC

25 Broadway

New York, NY 10280

Tel: +(1) 646 775 2898

Email: research@breakwaveadvisors.com



file:///C:/Users/Breakwave/Google%20Drive/Breakwave/Research/research@breakwaveadvisors.com

