
In brief: The Baltic Dry Index
Why is it important?
Global trade of commodities and raw goods can give us a good proxy indicator of the health of the global economy; if 
there is growth, economies will need materials to fuel this. 
The Baltic Dry Index is considered a useful indicator of future growth as it is driven by a simple supply and demand market, 
removed from other influences and devoid of speculators whereas employment rates and growth rates can be manipulated 
by statistics or interpretation. 

What is it? 
The Baltic Dry Index tracks the cost of shipping commodities around the world. It 
only covers ships moving dry goods such as iron ore, coal, grain, forest products, and 
fertiliser using the ship classifications in the table on the right. 
Every day a select panel of shipbrokers submit their assessment of representative 
costs to the Baltic Exchange. These costs are then weighted to create the overall 
index as well as size related indicies. 
The supply of ships is considered to be fairly inelastic as it takes up to two years 
to deliver new vessels and the cost of retiring a ship is too high to make business 
sense. This means that the shipping cost should be relatively reactive to increases or 
decreases in demand.

Ship type % of 
global 
fleet

Size  
(dry weight 

tonnage)

Handysize 34% 15-35,000 

Handymax 37% 45-58,000

Panamax 19% 60-80,000

Capesize 10% 100,000+

Recent capacity issues
The Baltic Dry Index has previously been hailed as the “predictor of global stock returns, commodity returns, and global 
economic activity”. At the time of the 2008 financial crisis dry bulk shipping was the first indicator to dramatically turn 
down, but recently the index’s dramatic shifts have not been echoed by the economy. 
As the index soared in late 2008, a huge number of ships were ordered on the assumption that growth in the commodity 
market would continue. These large ships take somewhere between 18 and 24 months to deliver, and clearly in that 
timescale, the market can be very different. 

Excess capacity
The world shipping fleet doubled in size between 2010 and 2013, aided partly by China stepping up its shipbuilding 
capacity in a bid to control more commodities trade, but also due to new ships being delivered from past orders. The 
last six years saw approximately 400 new ships added every year (a net of 2.5% every year) whilst orders decreased. The 
impact on ship profits was drastic with average rates for capesize ships falling from lofty heights of $25,000/day in 2014 to 
just $2,700/day in 2016. 

Zombie ships
Normally, such excess capacity would be removed from the market (and indeed, annualised scrappage rates more than 
doubled the previous record of 6.3% set in 1986) but many new ships were financed on debt, forcing a new form of 
business - ‘zombie ships’. Similar to a zombie company, a zombie ship operates just to pay the interest on its debts with 
little hope of repaying the capital amount. 

Recalibration
Following these events, the index was reconsidered and different weighting applied to the various ship sizes. Previously, 
all ship classes had an equal 25% weighting, but from March 2018, the smallest and more flexible class (handysize) has 
been removed from the index, capesize ships are now given a weighting of 40%, and panamax and handymax are given a 
weighting of 30% each. 
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The index in 2019
Temporary slowdown
At the beginning of the year shipping rates fell 53% as 
the iron ore market struggled following closures at Vale’s 
operations in Brazil due to a fatal dam collapse and cyclones 
stalling Australian production, pushing output down 
significantly. 

Boosted by steelmaking
After this initial slowdown, dry bulk carriers have been in high 
demand, with the index reaching a five-and-a-half-year high. 
In June and July, the index was primarily boosted by strong 
demand for iron ore carrying vessels (usually capesize ships 
which have a higher weighting in the index) between Brazil 
and China as Vale’s Brazilian mines resumed operations. Over 
this period port stocks of iron ore across China rebounded 
from a two-and-a-half year low. 
According to analysts, the benchmark spot price for 62% iron 
ore for delivery to China rallied to a five-and-a-half year high 
of $126.5 as the launch of infrastructure projects in China is 
expected to peak in the third quarter of 2019. 
In April, the average rates for Capesize ships (which dominate 
the iron ore market) increased from $3,460/day to $11,718/
day.

Sustainable growth? 
Few commentators are confident that the sudden growth in 
the index is sustainable, understanding that the recent surge 
is not reflective of dramatic global growth, but instead a 
product of reduced iron ore output at the beginning of the 
year. Overall, global growth rates are expected to be continue 
to be slow as trade tensions continue and many countries post poor manufacturing data. 
Other market forces will disrupt shipping in the coming years, adding to the cost of trade and reducing capacity. New rules 
will come into effect next year requiring the installation of exhaust scrubbers to help reduce marine pollution. This increased 
cost of maintenance and time out of the water could help the index to stay high. 
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In summary the baltic dry index:
• Tracks the cost of shipping dry goods around the world (aluminium, iron ore, coal, grain and fertiliser)
• Is devoid of speculators, therefore it should be reactive to changes in supply (of ships) and demand (for commodities)
•  Considered a proxy indicator of global economic activity
•  Has been recalibrated to reflect recent changes to market dynamics.
•  If the index is high, it usually means that there is more demand for ships through increased movement of commodities, 

which pushes the price of chartering a ship up. 

Baltic Dry Index long run history

Key events in the last year of the index


