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Breakwave Dry Futures Index: 1,078 Baltic Dry Index (spot): 1,337 Short-term Indicators:
4 30D:-33.9% J 30D:-31.8% Momentum:
V  YTD:-47.9%  YTD:-39.7% Sentiment: Negative
4 YOY:-51.6% J  YOY:-50.8% Fundamentals:

Bi-Weekly Report

° Seasonal patterns matter — In the last five years, Capesize rates have found a short-term bottom during the second
week of November, followed by a tight range of outcomes but generally indicating to an average of ~ 10,000-point
rally from the early month lows. With spot rates sitting at roughly 12,000 and with futures backwardated to spot,
such a potential development will come as a great surprise to the market. How likely is such a scenario this time
around? As we always stressed out here, it is extremely difficult to predict short-term moves in spot rates as the
parameters affecting the day-to-day freight level are impossible to model. Of course, the assumption that past
trends will repeat is always debatable but given the weather seasonality as well as some demand patterns that tend
to persist year after year, it might be reasonable to assume that the odds of some strength in the Capesize market
over the next few weeks look good. On the other hand, the risk lies with the fact that this year has been anything
but normal, and thus, such historical patterns should not apply. Are we about to experience a surprising conclusion
to an extraordinary year? With two months left, an unexpected rally in rates will be a mini “black swan event” for
market participants that have so far totally discarded such a scenario. Further out the curve, first quarter futures
point to a very low rate for Capesizes, currently trading at roughly 6,000. The “optionality” in such an overall
pessimistic curve is clearly to the upside, but again, the market needs to see some signs of demand revival before
deciding to price a more aggressive rate path, something that currently is quite hard to envision.

° China’s Covid policy developments have become the focus across commodities markets — Following the significant
deterioration in the global economic outlook over the past year, investors have begun to look for the next catalyst
that potentially can provide some much-needed revival in demand, especially when it comes to commodities.
Naturally, China is the source for such a potential revival, but the ongoing strict policies towards Covid-related
outbreaks remain a major obstacle. Last week’s rumors over an acceleration in relaxing of the country’s measures
led to quite a bit of speculative buying across the China-focused commodities, but so far nothing concrete has
emerged from official sources. Indeed, without a path towards easing of such measures that have depressed
demand, the commodities complex relies more on random supply disruptions rather than demand growth, and that
means more of sharp movements in the front of the futures curve rather than a sustainable, demand-driven increase
that would potentially lead to more constructive views and flows across commodities.

° 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 781mt -3.1%
China Steel Inventories 4.1mt -23.3%
China Iron Ore Inventories 134mt -7.4%
China Iron Ore Imports 918mt -1.8%
China Coal Imports 230mt -10.7%
China Soybean Imports 73mt -7.5%
Brazil Iron Ore Exports 256mt -4.0%
Australia Iron Ore Exports 654mt 0.4%
Supply

Dry Bulk Fleet 968dwt 2.4%
Freight Rates

Baltic Dry Index, Average 2,024 -31.9%
Capesize Spot Rates, Average 16,551 -50.8%
Panamax Spot rates, Average 20,404 -21.3%

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.

Contact:

Breakwave Advisors LLC

17 State Street, 40% floor

New York, NY 10004

Tel: +(1) 646 775 2898

Email: research@breakwaveadvisors.com



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

