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The storage bonanza is over 

Last week’s Newsletter concluded that ‘the VLCC time charter bonanza for storage is over for now’. This was 

based on the fact that last week saw a drop in the number of time charter deals concluded versus previous 

weeks while the contango structure of oil markets which had previously supported storage had begun to narrow. 

This week, we discuss the current situation and outlook for oil prices and project how these will impact the 

demand for tankers. 

     

Narrowing contango. By the time of writing, the contango (where oil for prompt delivery is priced lower than oil 

for future delivery) in the ICE Brent futures curve had narrowed to $3.10/bbl ($0.52/bbl per month) over the first 

seven months of the futures curve which equates to the economics of a six month storage play. This compares 

with $9.10/bbl ($1.52/bbl per month) one month earlier. The main reason for this narrowing came at end-April 

when the prompt month ICE Brent contract rolled over from June to July. Analysis set out in Alphatanker Oil 

Market Monthly Monitor concurs with the consensus opinion among market watchers that July should coincide 

with a rapid recovery in global oil demand as the Covid-19 pandemic wanes. This expectation is therefore 

reflected in the relatively flat contango structure and unless there is a significant second wave of Covid-19 in the 

next few months, we do not expect that contango structure will steepen going forward. 

Backwardation on the horizon. As global oil demand rebounds and as supply tightens further in the wake of the 

OPEC+ deal coming into effect, we expect that the contango will continue to flatten over the coming weeks 

and eventually markets will flip into backwardation (where oil for prompt delivery is priced higher than oil for 

future delivery). Such a signal will coincide with oil inventories 

beginning to draw. Analysis suggests that considering today’s 

hire rates for all tankers from MR1 to VLCC, the contangos in 

benchmark crude and futures markets are insufficient to make 

floating storage a profitable play and thus we do not expect to 

see any more tanker fixed especially for storage. Moreover, all 

things considered, we do not project there to be a ‘second 

wave’ of floating storage in the near future. 

Product markets to track crude markets. We project that refined 

product prices will broadly track crude prices over the short-term 

which suggests that backwardation is not far off. However, it is 

noteworthy that as, on a global level, refinery runs continue to outstrip demand, there continues to be a 

significant surplus of product which has helped to maintain the contango in product prices at a slightly wider…  
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…level than in crude markets. Nonetheless, considering that hire rates for product tankers in dollars per tonne 

are higher than for crude tankers, this still renders a pure clean product floating storage play uneconomic. 

Storage soaring. Despite the above, floating storage continues to rise being led by the multitude of logistical 

bottlenecks afflicting ports the world over. Accordingly, we currently assess the volume of oil stored on tankers 

for a period longer than 7 days at 330 mb. This is composed of 180 

mb of crude and condensate, 50 mb of fuel oil and 100 mb of 

clean refined products. This is 110 mb higher than our previous 

assessment published in the 23 April edition of this Newsletter. 

Storage fleet set to grow. Despite the above suggesting that no 

more tankers will be fixed with storage in mind, it may seem 

counter-intuitive to suggest that we expect that the storage fleet 

will be added to over the next few weeks. However, the majority 

of these vessels which we anticipate to be added to the storage 

fleet are those which were fixed for storage under short time 

charter deals during April. These fixtures were likely backed up by 

their charterers also managing their risk by simultaneously taking positions at that time in one or more of the 

physical oil market, the paper oil market or the tanker FFA market. Considering that these deal were underpinned 

by the economics of the time, they are largely unaffected by today’s waning economics. Furthermore, as stated 

previously, there remain significant logistical bottlenecks due to the lack of free storage capacity at key ports, 

especially in Europe, the Mediterranean and Latin America. Although these are gradually easing as oil demand 

likely rebounds from April’s expected low, this is not enough to prevent the queues of vessels waiting to discharge 

and anchored outside key ports from building up over the short-term. 

US bottlenecks easing. Despite bottlenecks elsewhere, the pressure on US storage capacity appears to be 

easing. US EIA data suggest that there is no longer the pressure on storage capacity that there was one month 

ago. Stock builds at the Cushing, Oklahoma storage hub (the delivery point of the NYMEX WTI contract) have 

eased and flipped to draws. Accordingly, we do not expect the contango in WTI to blow out (or negative prices 

to return) upon the June contract’s expiry later this month. We also consider that decelerating US stock builds 

are being driven by rapidly declining US crude production which 

is not being fully-captured in US EIA weekly data. Furthermore, 

there appears to be significant spare capacity in the US Gulf 

which will be able to soak up an increase in crude imports as 

incremental barrels arrive from Saudi Arabia.  

Is the storage drawdown a time bomb for tanker markets? All 

things considered, we maintain our previous view that the floating 

storage drawdown will not be an immediate process but that it will 

be gradual over 6 – 9 months commencing from June with the 

potential for isolated cargoes to remain at sea into next year. That 

being said, a significant volume of both clean and dirty tonnage will be released from storage commitments 

over the summer which, combined with an expected drop in import requirements will put downward pressure 

on tanker rates. At this juncture, we believe that mismatches between refinery product-by-product supply and 

demand will provide some offset to support clean tanker rates. On the other hand, it looks as though crude 

tanker demand, and thus rates, will remain lower for longer as refineries draw down their inventories and operate 

well below the record levels attained at the end of last year. 
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