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Is the current wide VLCC – Suezmax spread sustainable? 

One recent characteristics of dirty tanker markets has been a persistent wide spread between hire rates for 

VLCCs and Suezmaxes with rates for the former standing significantly above the latter. Under normal 

circumstances, charterers would take advantage of the wide spread by splitting 2 mb stems onto two 1 mb 

Suezmaxes to lower the overall freight cost. However, information suggests that this has been an extremely rare 

occurrence of late. Accordingly, this week we will look at the drivers behind the current situation and ask whether 

it provides pointers towards where VLCC and Suezmax markets are heading over the remainder of this year. 

 

Divergence. On a on a time charter equivalent (TCE) basis, using the Baltic Exchange’s basket of VLCC and 

Suezmax rates, over 2008-20 VLCC hire rates averaged around $4,800/day higher than Suezmaxes. Today, hire 

rates for a VLCC voyaging on the benchmark TD3C (Middle East Gulf – China) route stand at WS 59 ($15/mt) 

which equals $48,800/day on a TCE basis. This is significantly above the equivalent rates for a Suezmax voyaging 

on the benchmark TD20 trade from West Africa to China where spot hire rates are around $14,100/day on a TCE 

basis. Similarly, BRS assessments indicate that last week, a hire rate for a VLCC voyaging from the Middle East to 

Singapore was around $54,000/day on a TCE basis while the rate for a Suezmax on exactly the same route would 

be $17,600/day. These costs suggest that it would be more economic for a charterer to load two Suezmaxes 

rather than one VLCC. However, such decisions have been few and far between over the past month, a period 

when for many trades it would have been more economic for a charterer to hire two Suezmaxes rather than a 

VLCC. Indeed, this is the opposite to what occurred in 4Q19 when as VLCC rates soared, 2 mb cargoes were 

regularly split onto two Suezmaxes, a factor which eventually propelled Suezmax rates to record highs. 

Suezmax rates in the doldrums. Suezmax rates are currently suffering as global crude supply is being pared back 

which, together with brimming inventories, is leading to less demand to import crude. Moreover, due to their less 

attractive economies of scale, Suezmaxes are seeing less demand for floating storage than VLCCs. Accordingly, 

we currently assess that 50 Suezmaxes (8% of the fleet) are currently being deployed for floating storage. Moving 

into the summer, we remain bearish on the prospects for Suezmaxes considering that we assume that their lesser 

economics should see that those units currently deployed for storage are released from their duties before 

VLCCs. Meanwhile, still-brimming inventories will see crude import demand remain tepid.   

Bleak prospects for VLCCs. On the other hand, VLCC rates continue to receive significant temporary support 

from floating storage and hard-to-trade tonnage. This has seen VLCCs continue to command in excess of 

$50,000/day, strong levels considering the depths which the market has plumbed over the last four years. 

Nonetheless, we think that this support will gradually ebb over the third quarter, which, all else being equal, will 

lead to rates weakening. Moreover, there remain significant fleet-side pressures which are waiting in the wings. 

For example, the VLCC segment has seen a flood of deliveries hit the market over the past 18 months. At the…  
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…same time, scrapping has dropped off a cliff and 

should remain low over the remainder of this year due 

to capacity issues at yards. As such, we project that 

only 7 VLCCs will be removed from the fleet this year 

on top of the 4 which were removed last year. All told, 

the VLCC fleet is expected to grow by 3.9% this year 

on top of the strong 8.6% posted in 2019. Furthermore, 

Spot hire rates are already partly reflecting the drop in 

crude import demand as refiners struggle amid 

brimming inventories. 

Time charters rates. It is also prudent to examine 

today’s time charter market. Current one year time 

charter rates (as assessed by BRS) partly reflect the 

wide differential with a VLCC commanding a premium 

of $19,000/day (60%) over a Suezmax. However, it 

should be noted that very little time charter business is 

being done today and thus deals have not been 

concluded with such a spread for a considerable 

period. In reality, it is likely that many charterers are 

looking to the future and viewing the possible 

weakening of VLCC rates and thus would currently be 

unwilling to hire a VLCC for one year at such a steep 

premium versus a Suezmax.   

Why no splitting of cargoes? The reasons why 2 mb cargoes are not being split by charterers are diverse with the 

likelihood being that there is not one sole reason, but rather a combination of reasons specific to particular 

trades. The first reason to be examined has to be the relative economics of the two tanker types. Today’s spread 

of $27,000/day, although wide, is far less than during 4Q20’s rate surge when the spread widened to over 

$100,000/day. Although charterers are likely evaluating splitting their cargoes amid today’s spread, for the 

moment they are likely waiting to see whether it widens further. Considering that today’s Suezmax rates (basis 

TD20) can only fall by around another $10,000/day and that we expect no significant uplift to VLCC rates going 

forward, this suggests that the spread will not widen towards $40,000/day, a value which has seen significant 

splitting of 2 mb cargoes over the past decade. Therefore, considering our forecast for VLCC hire rates to weaken 

over the short-term, it seems likely that after remaining wide over the next few weeks, the spread will progressively 

narrow in 3Q20 as VLCC tonnage is released from floating storage. Other possible reasons for the lack of cargo 

splitting include the ease of availability of stems from major exporters in the Middle East Gulf and West Africa 

which makes assembling 2 mb cargoes relatively easy. Additionally, key exporters may prefer to sell 2 mb cargoes 

to try to ease pressure on storage capacity at key loading terminals.  

Conclusion: spread to remain wide over the very short-term but to narrow during 3Q. The current wide spread 

appears to be just another facet of what is an incredibly topsy turvy tanker market driven by what remains a 

topsy turvy oil market. We expect that the spread between TCE rates for VLCCs and Suezmaxes will remain wide 

over the short-term but as the third quarter progresses it will steadily narrow. This will be led by softer VLCC rates 

which will decline as floating storage is wound down against a backdrop of tepid crude import demand. All told, 

this suggests that the spread will not hit a level which will make it extremely attractive for charterers to split their 

cargoes which in turn suggests that Suezmax demand, and thus rates, will remain tepid for the foreseeable future.  
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