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Key Takeaways 

 

• Although several approaches exist to achieve 

investment exposure to dry bulk shipping, there 

are important factors to consider including non-

shipping associated risk exposure, trading 

liquidity, transaction costs, and actual achieved 

exposure to dry bulk fundamentals.  

• Supply-demand balance looks increasingly 
favorable, once adjusting for broader macro risk 
that usually represents systematic risk to any 
macro investment. 

• The uncorrelated nature of dry bulk shipping 
provides considerable diversification to 
portfolios, improving risk-adjusted returns 
while at the same time exposing the investor to 
a global macro theme not easily attainable 
through other means. 

• While always difficult to forecast, the dry bulk 
sector is gradually rebalancing after almost a 
decade long of weakening utilization and sub-
par returns. 

 

 

An allocation to dry bulk can improve risk adjusted 
returns of the average equity portfolio, as the 
correlation between equity returns and dry bulk 
shipping returns has historically been very low. The 
same holds for more diversified portfolios, as once 
again dry bulk shipping returns have historically been 
uncorrelated to most major asset classes available to 
investors. 

Table 1: Dry bulk shipping allocation can enhance risk adjusted 
returns 

 

 

Excess 
Return 

Volatility  
Information 

Ratio 

5% allocation to dry bulk 2.70% 11.30% 0.24  

10% allocation to dry bulk 5.60% 13.80% 0.41  

15% allocation to dry bulk 8.50% 16.90% 0.50  

 

 
The above table is for illustrative purposes only. The above calculation is based on 

monthly returns of the S&P 500 Index from January 1, 2016 to December 31st, 

2018. The allocation to dry bulk is calculated based on S&P 500 Index monthly 

closing prices and the Breakwave Dry Bulk Futures Index (BDRYFF). Expenses 

are not considered; you cannot invest directly in an index. The calculation does not 

account for dividends during the period. Past performance is no guarantee of 

future results. Excess return is based on the difference between the S&P 500 Index 

and the model portfolio calculated as S&P 500 Index plus the allocation to dry bulk 

using the BDRYFF Index. Standard deviation is based on the monthly returns. 

Information ratio is a measure of risk-adjusted returns. Study based on 1/1/2016-

12/31/2018 closing prices. 
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Shipping: The lifeblood of the global economy 

Shipping is a vital part of the global economy, as it 

enables global trade. Freight, an intangible 

commodity, represents the price paid to use a ship in 

order to transport a specific cargo. Freight represents 

a vital part of the commodity value chain, and a key 

component of any commodity trading strategy. The 

difficulty to obtain exposure to freight, combined 

with the specialized nature of different routes, 

commodities and cargo sizes, has transformed freight 

to a rather captivating part of the global commodity 

markets. 

Generally, there are two major categories when it 

comes to commodity shipping: Tankers and Dry bulk. 

The tanker shipping market involves the 

transportation of liquid oil and its products. It is one 

of the most vital parts of the global economy and it 

accounts for ~35% of the global shipping market. 

Closely tight to oil supply/demand fundamentals, 

tankers  are involved in crude oil and refined oil 

product transportation from the major oil producing 

regions – the Middle East, West Africa, Latin America 

and more recently the US represent the main loading 

areas while Europe and Asia remain the main 

importing regions. Although publicly traded oil tanker 

companies exist, there is only limited direct access to 

the oil tanker market for non-shipping participants 

through tanker futures. However, this remains an 

opaque, illiquid market where only industry players 

transact, on a voice brokered, exchange cleared 

market. As such, investors remain constrained in 

their ability to obtain exposure to tanker freight, 

limited to a handful of publicly listed equities that by 

default in addition to freight exposure, also have 

broader equity market risk embedded in them.  

Dry bulk shipping is a 100-plus year-old industry 

focusing on the transportation of dry bulk 

commodities using oceangoing vessels. Dry bulk 

carriers are ships that have cargo loaded directly into 

the ship's storage holds. The cargos transported are 

dry commodities (hence Dry bulk) that do not need 

to be carried in packaged form. Dry commodity 

cargos (mainly iron ore, coal, grain) are homogenous 

and are loaded with bucket cranes, conveyors or 

pumps. Dry bulk carriers have an average useful life 

of 25 years and are measured on size or capacity in 

dead weight tons (DWT).  

 

Table 2: Dry bulk shipping breakdown by commodity (2018) 

 

Source: Clarksons 

 

Dry bulk carriers come in various sizes:  

Capesizes (100,000+ DWT) are the largest of the dry 

bulk asset classes. Capes primarily transport iron ore 

and coal. Traditional Capesize routes are Australia to 

Asia, and Brazil to Europe and Asia. There are about 

1,600 Capes worldwide. The Cape fleet is about 41% 

of the dry bulk fleet by DWT capacity.  

Panamaxes (60,000 – 100,000 DWT) primarily 

transport coal, grain, iron ore, and some minor bulks. 

The Panamax is the largest vessel class that can 

transit the (old) Panama Canal. There are about 2,200 

Panamaxes worldwide representing 26% of the 

global fleet by capacity.   

Handymaxes (30,000 – 60,000 DWT) are the work 

horse of the industry, carrying the whole spectrum of 

dry bulk commodities: grain, coal, iron ore, and minor 

bulks. Handymaxes typically have cranes on them to 

allow for loading and offloading of cargo (think ships 
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visiting terminals/sites that lack loading/offloading 

infrastructure). There are 4,000 Handymaxes 

worldwide representing about 20% of the global fleet 

by DWT capacity.  

Handysizes (10,000 – 30,000 DWT) bulkers typically 

transport grain, minor bulks, and coal and also 

typically have cranes for loading/offloading. 

Handysize bulkers tend to trade regionally. There are 

about 1,800 Handysize bulkers in the fleet, or about 

12% of the global fleet by DWT capacity.   

China accounts for more than 60% of global dry bulk 

demand and almost 90% of incremental demand 

growth. Construction spending and infrastructure 

spending are the main drivers of steel demand (steel 

is the end-product of iron ore refining) and as result, 

dry bulk shipping demand. To a lesser extent, energy 

demand also plays a role, as coal electricity 

generation remains a large part of global electricity 

generation. 

The balance of supply and demand of ships 

determines freight rates. When demand exceeds 

supply, rates move higher, and the opposite. Due to 

the fact that ships take days or weeks to reach a 

specific port, the supply in the short term is very 

inelastic, which means rates tend to move up 

considerably during periods of tight markets. It is not 

unusual for rates to double over a period of a few 

weeks, although over longer periods rates generally 

are determined by global supply and demand. 

 
Table 3: Dry bulk shipping trade growth versus fleet growth 

 

 

Source: Clarksons 

 

Freight rates are quoted on USD/day, reflecting how 

much it costs daily to lease a specific ship (similar to 

leasing a car), and are net of fuel costs, so the price 

of oil has no direct impact on freight rates (pass-

through cost).  
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Freight rates are quite volatile compared to other 

commoditized markets due to the inelastic nature of 

ship supply.  

• in 2014, the range in Capesize spot rates was 

from 3,670 to 35,316 

• in 2015, the range in Capesize spot rates was 

from 2,594 to 19,499 

• in 2016, the range in Capesize spot rates was 

from 485 to 20,063 

• in 2017, the range in Capesize spot rates was 

from 4,630 to 30,475 

• in 2018, the range in Capesize spot rates was 

from 7,051 to 27,283 

 
 
Table 4: Capesize daily rates, 2014 onwards 

 

 

Source: Bloomberg 

 

 

In the last 20 years, the range has been from 

approximately 500 (2016) to about 250,000 (2008). 

The 20-year average is ~33,000. The 5-year average is 

~12,000. The annualized volatility for the Capesize 

spot index has averaged approximately 90%. 

In the long-term, the idiosyncratic character of 

shipping, where incremental supply is not readily 

available due the long lead times to build a ship (it 

takes about 2 years from order to delivery for a new 

ship), has made shipping a very profitable market, as 

during periods of strong economic growth 

shipowners have ended up holding a very valuable 

asset, and asking for increasingly higher rates. On the 

other hand, oversupply of ships dampens returns and 

in the last 5-6 years, rates have been particularly 
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weak due to ship oversupply following the very 

strong years of 2003-2008.  

 

Dry Bulk Freight Futures 

The dry bulk shipping market is a crucial part in the 

world of global trade, transporting the majority of 

raw materials. The last decade has seen 

unprecedented volatility in the dry bulk shipping 

space, driven by factors such as demand and supply 

dynamics of seaborne trading volumes, and the 

number and types of shipping vessels. 

Freight Futures are financial futures contracts that 

allow ship owners, charterers and speculators 

to hedge against such volatility of freight rates. 

Freight Futures are built on indices composed of a 

basket (or baskets?) of routes for dry bulk. Contracts 

are traded on a principal-to-principal basis and are 

exchange-cleared through Nasdaq OMX, SGX and EEX 

exchanges. ICE and CME also have the ability to clear 

freight but are not widely used.  

Freight Futures are quoted in USD/day, with a 

minimum lot of 5 (1 lot officially, but rarely used). A 

lot represents one day of freight costs, as freight 

rates are measured in USD per day. Freight Futures 

settle monthly in cash over the arithmetic average of 

spot index assessments published daily at 8am EST.  

For example, if one bought 5 days (lots) of the March 

Capesize futures contract at 10,000, he paid a 

nominal price of 5x10,000=50,000 USD (margin on 

this varies, but generally is 10%~30%). Assume he 

holds the position to expiration and that the average 

rate for the month of March ends up being 13,500. At 

the end of the month, the profit on settlement will be 

3,500 per lot, for a total of 5x3,500=17,500. Of 

course, one might choose to sell the position earlier in 

the freight futures market similar to any other futures 

contract.  

The daily index which Freight Futures settle against, 

is published by the Baltic Exchange. The Baltic 

Exchange is the world's only independent source of 

maritime market information for the trading and 

settlement of physical and derivative shipping 

contracts. Baltic Exchange members are responsible 

for a large portion of all dry cargo and tanker fixtures 

as well as the sale and purchase of merchant vessels.  

The Baltic Exchange is headquartered in London, with 

regional offices in Singapore, Shanghai and Athens. In 

November 2016, the Baltic Exchange was acquired by 

Singapore Exchange (“SGX”), bringing together 

complementary strengths of Singapore and London, 

two of the world’s most important maritime centers. 

Freight Futures generally trade from ~12am to 

~12pm EST. The great majority of volume goes 

through during London hours, from 4.00am to 

12.00pm EST. Some limited trading happens during 

Asian hours as well (12am-4am). Exchanges and 

Clearing houses have a cutoff time of 1pm EST. The 

final closing prices are published daily around 1.30pm 

EST. 

There are six main brokers that specialize in dry bulk 

freight futures brokering: GFI, SSY, FIS, Clarksons, BRS 

and Arrow. 

One can also access the freight futures market 

through the major bulge bracket banks, but these 

banks do not act as brokers, rather as agents (i.e. they 

will access the market by contacting one of the six 

specialized brokers above).  

Most of the daily trading takes place over phones and 

instant messaging. Trading screens also exist that 

advertise some prices but remain relatively 

underutilized. Market participants are more 

comfortable interacting over the phone as the 

information asymmetry in the global shipping 

markets makes it risky to advertise prices on a screen 

(thus also the absence of market makers). 

Brokers are required to report to the relevant 

exchanges each trade that takes place (a practice that 

became a rule after Dodd-Frank). Cleartrade is the 

main platform that brokers use to report such trades.  

https://en.wikipedia.org/wiki/Forward_contract
https://en.wikipedia.org/wiki/Hedge_(finance)
https://en.wikipedia.org/wiki/Dry_bulk_cargo
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Freight Futures liquidity has remained relatively 

constant in lot terms, over the last five years. 

Approximately 1.1m lots trade annually (roughly 

$13B value based on current prices), which translates 

to ~4,500 lots a day. Given the volatility in prices over 

the last five years, such lot volume translates to 40m-

80m USD daily. 

Open interest currently stands at approximately 

$2.5B USD. Capesize contracts account for ~50%, 

Panamax for ~40% and Handymax ~10%.  

Major market participants in freight futures include:  

• Commodity Producers (Rio Tinto, BHP, FMG) 

• Commodity Users (EDF, Eon, RWE) 

• Commodity trading houses (Cargill, Bunge, 

Louis Dreyfus, Mercuria, Gunvor, Vitol, 

Glencore, Trafigura) 

• Ship Operators (SwissMarine, Oldendorff, FTL, 

Bocimar, Classic) 

• Banks (Morgan Stanley, JP Morgan, Citi) 

• Hedge Funds  

• Various Shipowners 

Dry Bulk Investing  

There are four ways to participate as an investor in 

the dry bulk shipping industry:  

• You can invest in a ship 

• You can invest in freight futures 

• You can invest in shipping stocks 

• You can invest in a shipping ETF 

Buying a ship is expensive, requires complicated 

operations and is a very specialized, unrealistic 

investment for the great majority of investors. 

The freight futures remains a market that is mainly 

used by industry participants with minimal access by 

outside investors.  

A complicated and cumbersome account opening 

process, high minimum capital requirements, the 

voice brokering structure of the market and the 

absence of screen-based trading, makes this market 

extremely difficult to access for the great majority of 

investors today.  

Table 5: The Baltic Dry Index, 2010 onwards 

 

Source: Bloomberg 

On the equity front, there are a dozen dry bulk stocks 

listed in the US and another ~10 globally. In the US, 

the smallest one has ~10m in market cap and the 

largest one has ~600m. Combined, they trade roughly 
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~15m USD in value per day. Most of them remain 

over-levered with a lot of legacy debt following the 

2008 GFC.  

Looking at Exchange traded products, in 2018, the 

first ever dry bulk shipping ETF was launched. BDRY, 

which is listed on the New York Stock Exchange, 

invests directly into freight futures, providing 

investors with a direct, simple and transparent way 

to participate in the dry bulk freight market. BDRY is 

a futures-based product, thus providing exposure to 

dry bulk using freight futures. In essence, BDRY 

provides access to the freight futures market, in a 

simple and efficient way. Given that BDRY uses 

freight futures, it lacks any unnecessary equities’ 

market risk while capturing the majority of the dry 

bulk return. 

The uncorrelated nature of dry bulk shipping makes 

it an ideal diversifier in an investment portfolio. 

Looking at the historical correlation of the Baltic Dry 

Index, the dry bulk freight benchmark, one can easily 

see that there is no meaningful correlation between 

shipping rates and other major asset classes. The only 

relatively high negative correlation (~-30%) to iron 

ore prices is still not statistically significant.  

Table 6: Baltic Dry Index Correlations, 2012-2019 weekly 

 

 

Source: Bloomberg 

All major banks cover shipping from a research 

perspective (although they lack “pitchable” products, 

i.e. most stocks are not investable due to balance 

sheet issues and limited size). A couple of smaller 

specialized broker-dealers/investment banks exist, 

but the industry has been quite uneventful in terms 

of capital markets activity due to the lack of 

investable products. 

Overall, dry bulk shipping is a $50B a year industry, 

with demand driven by global infrastructure 

spending and EM growth. The industry is entering a 

phase of slower supply growth, as very few new ships 

have been ordered in the last few years. The average 

demand growth over the past 10 years has been ~5% 

per year, and although most analysts expect demand 

growth to enter a slower growth phase, it is still 

expected to at least match global GDP.  Most analysts 

expect a strengthening in dry bulk rates for the next 

3 years as demand grows faster than supply.  

In the last upcycle (2003-2008) $18B+ was raised and 

invested in public markets for shipping companies. 

This time around, given the lack of investable 

products, a public vehicle with direct exposure to dry 

bulk that can capitalize on such rising expectations 

should see greater investor interest.  

BDRY, being the first ever exchange traded product 

focused on dry bulk, offers direct access to the freight 

futures market in a cost-effective, convenient way 

with characteristics similar to a stock.  

Over the last year, BDRY’s correlation to the Baltic 

Dry Index has been quite high: on a weekly basis, the 

percentage correlation has been ~77%.  
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Table 7: BDRY Correlations, 12-month weekly 

 

Source: Bloomberg 

 

The investment public has already been educated 

over the last 15 years in the fundamentals of the 

sector. In addition, commodities are also coming out 

of a major downcycle, which also adds to the 

favorable macro picture for shipping. Timing is of 

major importance, and now looks quite favorable, as 

the dry bulk shipping is coming out of the worst five 

consecutive years on record and the global economy 

is once again focused on infrastructure spending.  

 

 

 

 

 
 
 
Investing in freight futures can be volatile and is not suitable for all investors.  
 
Carefully consider the Fund’s investment objectives, risk factors, charges, and expenses before investing. This 
material must be accompanied or preceded by a prospectus. Please read the prospectus carefully before 
investing. 
  
The Fund is not a registered investment company so shareholders do not have the protections of the Investment 
Company Act of 1940. 
  
An investment in the Fund involves significant risks. You could lose all or part of your investment in the Fund, and 
the Fund’s performance could trail that of other investments.  
  
The value of the Shares of the Fund relates directly to the value of, and realized profit or loss from, the Freight 
Futures and other assets held by the Fund, and fluctuations in price could materially affect the Fund’s shares. 
Investments in freight futures typically fluctuate in value with changes in spot charter rates. Charter rates for dry 
bulk vessels are volatile and have declined significantly since their historic highs and may remain at low levels or 
decrease further in the future. 
   
The Fund will not take defensive positions to protect against declining freight rates, which could cause a decline 
to the value of the Fund’s shares. 
   
The Fund is distributed by ETFMG Financial LLC, which is not affiliated with Breakwave Advisors. 
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