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Breakwave Dry Futures Index: 936 Baltic Dry Index (spot): 1,177 Short-term Indicators:
J  30D:-31.4% J 30D:-35.3% Momentum:
J  YTD:-55.0% J  YTD:-46.9% Sentiment: Negative
4 YOY:-58.1% J  YOY:-53.9% Fundamentals:

Bi-Weekly Report

° Weakest November for Capesizes in five years — Despite being quite an active month in terms of volumes,
November has so far proven particularly weak for the large bulkers. Although the first fortnight of November has
historically been relatively soft in terms of rates, so far there is a lack of some urgency from charterers to take cover
for yearend dates, which in turn is translating into the current softness in spot Capesize rates. Looking forward, with
the next six months priced at ~7,500, Capesize futures are already discounting a distressed market. The extreme
caution reflects both historical downturns (the market has experienced depressed rates for months during the 2015-
2016 period) as well as the lack of catalysts that could tighten the current loose supply/demand balance. China, the
most important demand center for dry bulk, continues to experience a very fragile recovery when it comes to
commodities, while the rest of the world that has provided meaningful support over the past two years, is now
faced with a rapidly slowing economy translating into nonexistent demand momentum for bulk goods. It is such a
setup that makes market participants particularly concerned about the future. Interestingly, the current consensus
outlook is exactly the opposite of what was priced-in this time last year, when expectations were for another very
strong year (i.e., 2022). Freight futures are mainly a barometer of sentiment, and thus, spot price levels have a way
to change sentiment let alone macro narratives. Although it is increasingly difficult to lay out a more bullish scenario
based on current data, the price level of freight futures has already discounted a large part of the bearish outlook,
providing an attractive price level for those who have a contrarian point of view about the future.

° Covid policy and outbreaks remain the most important obstacle for China-related investments — The “Scottish
shower” as it relates to Covid developments in China remains the focus of the commodities markets. On the one
hand, some relaxation of the harsh policies seems to be the first step towards a broader reopening. On the other
hand, news on outbreaks and lockdowns is an almost daily occurrence. The uncertainty that such an environment
creates is evident in the high volatility that the global markets have been experiencing lately. For shipping, which is
highly levered towards China, such an environment is also unconstructive. Indeed, for a meaningful recovery of
China’s real estate sector, the Covid situation and outlook needs to be improved and some certainty about future
housing demand needs to be established. When such a “pivot” will take place has been highly debated among
China’s-focused analysts, and so far, the consensus is that come early spring, such a recovery might take place.

° 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.

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

Sep-22  Oct-22

Demand YTD YOY
China Steel Production 861mt -1.9%
China Steel Inventories 3.7mt -22.9%
China Iron Ore Inventories 135mt -9.8%
China Iron Ore Imports 918mt -1.8%
China Coal Imports 230mt -10.7%
China Soybean Imports 73mt -7.5%
Brazil Iron Ore Exports 282mt -5.0%
Australia Iron Ore Exports 654mt 0.4%
Supply

Dry Bulk Fleet 968dwt 2.4%
Freight Rates

Baltic Dry Index, Average 1,991 -32.7%
Capesize Spot Rates, Average 16,326 -51.2%
Panamax Spot rates, Average 20,091 -22.2%

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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