Baltic Dry Index

The Baltic Exchange in London is an exchange where contracts on shipping costs are traded.
The exchange provides daily freight market prices and maritime shipping cost indices that are
used to settle freight futures. The exchange used to operate on a trading floor, but now all
transactions take place over the phone. The BDI is a composite of the Capesize, Panamax and
Supramax Time charter Averages. It is reported around the world as a proxy for dry bulk
shipping stocks as well as a general shipping market bellwether.
The exchange was founded in the mid-18th century. Like several other London exchanges, it
started out as a coffee shop. The name first appeared as the Virginia and Bal tick Coffee
House in 1744.
The BDI is the successor to the Baltic Freight Index (BFI) and came into operation on 1 November
1999. The BDI continues the established time series of the BFI, however, the voyages and vessels
covered by the index have changed over time so caution should be exercised in assuming
long term constancy of the data.
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Why is the Baltic Dry Index important?
o The Baltic Dry index measures the demand for shipping capacity versus the supply of dry bulk
carriers. The demand for shipping varies with the amount of cargo that is being traded or
moved in various markets (supply and demand).
o The supply of cargo ships is generally both tight and inelastic—it takes two years to build a
new ship, and the cost of laying up a ship is too high to take out of trade for short intervals,
the way you might park a car safely over the winter. So, marginal increases in demand can
push the index higher quickly, and marginal demand decreases can cause the index to fall
rapidly. e.g. "if you have 100 ships competing for 99 cargoes, rates go down, whereas if
you've 99 ships competing for 100 cargoes, rates go up. In other words, small fleet changes
and logistical matters can crash rates. The index indirectly measures global supply and
demand for the commodities shipped aboard dry bulk carriers, such as building
materials, coal, metallic ores, and grains.
o Because dry bulk primarily consists of materials that function as raw material inputs to the
production of intermediate or finished goods, such as concrete, electricity, steel, and food;
the index is also seen as an efficient economic indicator of future economic growth and
production.
o The exchange also publishes indices covering oil tankers transporting both crude oil and
refined products. The movement of this indicator is difficult to interpret, because tankers can
be used to ship oil when demand is high or to store oil when demand is low.
o The Baltic Dry Index is a leading indicator that provides a clear view into the global demand
for commodities and raw materials. The fact that the Baltic Dry Index focuses on raw
materials is important because demand for raw materials provides a glimpse into the future.
o The Baltic dry index measures the supply/demand balance for shipping. The supply of ships
is relatively inelastic in the short term – it takes two years to build a ship, while once it’s built,
the fixed costs of owning it are so high that ship owners would often rather run them at a loss
than take them out of service. Therefore, the short-term movement of the index is a good
indicator of the global demand for the commodities shipped aboard dry bulk carriers, such
as iron ore, coal, and grains. Since these goods are generally raw material inputs that are
used in making other goods, the index is also considered to be a leading index of future
economic growth.
o One key point to note is that there is no speculative content to the index. People who charter
ships have goods to move. Also, the index is not subject to revision and it is available every
day.
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Correlation between Baltic Dry Index Vs Crude Oil:
o The cross-correlations between BDI and crude oil prices are significantly multifractal. The
cross-correlations are strongly persistent in the short term. The cross-correlations are weakly
anti-persistent in the long term.
o The multifractality of the cross-correlations is attributable to the volatility persistence and fattailed distributions. The empirical results show that the cross-correlations between BDI and
crude oil prices are significantly multifractal.
o By introducing the concept of crossover; we find that the cross-correlations are strongly
persistent in the short term and weakly anti-persistent in the long term.
o Moreover, cross-correlations of all kinds of fluctuations are persistent in the short time while
cross-correlations of small fluctuations are persistent and those of large fluctuations are antipersistent in the long term.
o We have also verified that the multifractality of the cross-correlations of BDI and crude oil
prices is both attributable to the persistence of fluctuations of time series and fat-tailed
distribution.
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Crude Oil Seasonality
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