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significant flexibility with respect to their sources of crude oil.  The 
expectation is that IMO 2020 will create a global oversupply of fuel oil and 
this prospect is already reflected in the pricing of this product.  The price 
discount has encouraged some refiners with high-complexity coking plants in 
the U.S. to increase the use of HSFO blend stocks as a feedstock, in lieu of 
heavier sour crudes.  This has already led to some Russian fuel oil moving 
across the Atlantic in Aframaxes to the U.S. Gulf. 

In contrast to the U.S. Gulf, most refineries in the Mediterranean are less 
complex with limited upgrade capacity.  Italy, for example, has no cokers 
among its 2.0 million b/d/ refining capacity.  About 70% of Italy’s crude is 
sourced from the Mediterranean (Black Sea and North Africa).  Since 2016, 
the U.S. Gulf has also become a supplier to the region, although it still 
represents less than 5% of Italy’s crude supply.  If Italy needs more light crude 
going forward in order to reduce its fuel oil yield, the market share of the U.S. 
could grow further.  Relative to current supplies from the Mediterranean this 
would generate more ton-miles for the tanker market. 

These two examples illustrate that IMO 2020 could change trade flows for 
complex and simple refineries alike, albeit not in the same way. 

  

 
 

 
   

 

 

 

 

 

 

Mixed outlook for refiners as a result of IMO 2020 

Analysists expect that the implementation of the IMO 2020 
sulfur regulations will lead to significant changes in trade 
flows as refiners worldwide adjust both their crude intake as 
well as their product output.  For sophisticated (“complex”) 
refineries with significant upgrade capacity, it will be relatively 
easy to reduce the output of less desirable products like fuel 
oil and convert it into more valuable products.  However, 
“simple” refineries without coking or hydrocracking capacity 
don’t have this flexibility.  These refineries will need to reduce 
their output of high sulfur fuel oil by switching to lighter and 
sweeter crude and feedstocks.  The combined global 
implications of all the changes that these individual refineries 
will be making are very hard to forecast since there are many 
factors to consider and the oil markets are very dynamic and 
constantly changing.  However, we still like to illustrate the 
potential impact of these changes on trade flows and the 
tanker market by analyzing two refiners at the opposite end 
of the spectrum.  We will compare a complex refinery typical 
for the U.S. Gulf with a simple refinery that is common in 
countries in the Mediterranean, like Italy. 

The main characteristics that drive the pricing of crude oil are 
density (API gravity) and sulfur content.  Typically, lighter 
crudes (higher API numbers) are easier to process than 
heavier grades.  Sulfur content is measured as a percentage.  
Crude with less than 0.7% sulfur is called “sweet”, while 
grades with a higher sulfur content are known as “sour”.  High 
sulfur crudes require additional processing to meet regulatory 
specifications.  Typically, light sweet crudes, like Brent, WTI 
and many of the West African crudes are the most expensive, 
because they yield a high percentage of high-value products 
such as gasoline, jet fuel, and diesel.  Heavy sour crudes, like 
Maya, Western Canadian Select and certain grades from 
Venezuela and the Middle East are cheaper because 
processing them requires more complex refineries. 

A highly complex refinery on the U.S. Gulf Coast can run 
almost any type of crude, but, given that they invested heavily 
in upgrading capacity, such as delayed cokers and 
hydrocrackers, they can run the cheapest crude available and 
still generate a high yield of valuable products.  In the past, 
this meant that these refiners would buy a lot of heavy sour 
crudes from Mexico, Canada, Venezuela, and the Middle East.  
However, oil prices are dynamic and in recent years complex 
U.S. refiners have increased their intake of domestic shale oil 
because it was abundant and (relatively) cheap.  Sanctions on 
Venezuela and Iran, as well as pipeline challenges to get heavy 
crude from Canada, have contributed to this shift as well.  
Going into 2020, a complex U.S. refiner with a coker will have 
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