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fixed in recent weeks for floating storage have yet to load.  Once they do, they 
will either stay in the Arabian Gulf or sail to one of the main floating storage 
areas in the Far East.  Outside of these two areas, floating storage (i.e. vessels 
are stationary for at least 20 days) is still relatively limited, but the expectation 
is that, in the future, more vessels will effectively be storing crude oil on the 
U.S. West Coast, in the U.S. Gulf and around Europe. 

Over time, having more vessels employed on floating storage means that the 
pool of available tonnage to do spot voyages will gradually diminish.  This 
means that we will likely see continued volatility in tanker rates going forward 
and we don’t expect spot rates to fall to the levels we saw in February of this 
year.   

As long as global crude oil production remains in excess of demand, there will 
be a need for additional floating storage and the market for the larger crude 
oil tankers will remain strong.  Once demand recovers to the extent that it 
exceeds production, the situation will change.  At that point, floating storage 
will start to unwind, and vessels will be released back in the market.  Exactly 
when this may happen and how it could impact the tanker markets will be the 
topic of another Weekly Tanker Opinion.   

  

 
 

 
   

 

 

 

 

 

 

Crude tankers rates have weakened, but will it last? 

Today, for the first time since March 10, VLCC rates on the 
benchmark Arabian Gulf – China route have fallen below 
$100,000/day.  Today, we assess VLCC earnings on this voyage 
at $76,500/day, some $33,000/day below yesterday’s 
number.  While this is still a respectable number, it is nowhere 
near the record levels we have seen in recent weeks.  As a 
matter of fact, these VLCC rates are at their lowest level since 
March 10, right after the previous OPEC+ deal fell apart and 
right before a Saudi chartering bonanza ignited the market in 
a big way.  Is this a temporary dip or a harbinger of even lower 
rates in the near term?  Is this a matter of sentiment or 
fundamentals or a bit of both?  While we don’t have a lot of 
fundamental data available to us yet, we can combine what 
we have with some anecdotal information to come up with a 
possible answer. 

Today, May 1, 2020 is the official start of the OPEC+ 
production cuts and many countries have committed to 
significant reductions in output.  That will no doubt have an 
impact on demand for vessels, especially when compared to 
ton-mile demand in April, when the main OPEC exporters 
were producing flat out because they were engaged in a price 
war to maximize market share.  Vessel tracking data shows 
that some producers already started cutting production and 
exports in late April as it became increasingly challenging to 
find customers for their oil.  Iraq’s exports in April were more 
than 150,000 b/d lower than in March.  West African 
producers also started to cut back before the May 1 deadline.  
Combined, Nigeria and Angola reduced output by more than 
200,000 b/d.  Even Saudi Arabia indicated that they started 
reducing production and exports early, as did Kuwait.  So, 
these cuts started somewhat early and this has had an impact 
on market activity and owner psychology.  In particular for 
VLCCs. 

Last week, the oil markets were dominated by the news of 
negative WTI crude oil prices and how that will impact the oil 
industry going forward.  While this was going on, every major 
news agency published reports about the lack of storage 
capacity and demand for floating storage went through the 
roof.  Since then, oil prices have staged a small recovery.  This 
has somewhat reduced the contango in the oil markets.  This 
effectively means that traders can afford to pay less for 
floating storage.  This has temporarily reduced demand for 
floating storage. 

As we move into May and the reduced OPEC+ production 
levels become the new normal, it will be interesting to see 
how the tanker market develops.  Most of the VLCCs that were 
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