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Baltic Dry Index: A (mis)leading indicator?
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■

We are currently facing a range of very different messages concerning the global economic outlook coming from a number
of indicators. While the eurozone manufacturing PMI and the Ifo index recently delivered very negative readings, our own
proprietary indicator, as well as other leading indicators, are more constructive. The latest signals from the Baltic Dry Index
(BDI) are even at the optimistic end of the spectrum.

■

The BDI, which measures shipping costs for raw materials (such as steel, coal, etc.), has surged to its highest level in more
than five and a half years, increasing by almost 90% on a 3M-3M basis in July (see chart). However, despite formerly being
considered a bellwether of global economic activity, it is often considered an unreliable predictor as its correlation with the
global economy has shifted out of sync since the financial crisis. Moreover, the index is affected by special circumstances.

■

Indeed, the recent rapid increase in the BDI suggests it has been considerably affected by idiosyncratic factors. Firstly,
Chinese demand for iron ore has risen significantly since the start of the year due to an easing of some Chinese
environmental restrictions. Secondly, the Chinese demand effect has intensified due to a change in the methodology used to
calculate the index – a higher weight is now assigned to the largest ship category “capesize” in the average cost index
(Chinese iron ore shipments mainly use capesize vessels). Thirdly, the surge in the index since June reflects a catch-up
effect in the demand for vessels that ship iron ore from Brazil, as global iron ore supply experienced a temporary disruption
due to an environmental disaster in Brazil in February.

■

The latest surge may also contain some indication that global economic activity has picked up slightly, driven by Chinese
stimulus. As shown in the chart, while the earlier lead-lag structure of the BDI and global trade has resumed over the past
few years, the index has more recently displayed a coincidental pattern. However, there is still the informational advantage
in terms of frequency. Adding to the mixed messages from other indicators of global economic activity, the signal from the
BDI, while eye-catching, is also unclear right now because of temporary factors. But, once these factors unwind in the
coming months, it could once again become a beacon.
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