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Was IMO2020 a storm in a teacup? 

This week, we present the latest in our series of bunker market outlooks. More than six months after its introduction 

and IMO2020 is now relatively old news with it becoming apparent that shipping markets and the oil market in 

general adapted to the new, stricter environmental regulations with apparent ease. However, was this the result 

of prudent planning by refiners and shipowners or was this a result of a combination of temporary factors which 

suggests that there could be a sting in the tail further down the line? 

 

Good fortune. It is not often that the impact of Covid-19 can be referred to as positive but signs point to the 

pandemic in helping to avert a crunch in marine fuel markets during the first half of the year. The Covid-19 

pandemic and its ensuing lockdowns have seen global oil demand collapse by 10.7 mb/d year-on-year over 

the first half of 2020. Indeed, bunker demand was not immune to this with latest available data pointing to 

international marine fuel demand having contracted by around 3% (125 mb/d) year-on-year during the same 

period as a large volume of tonnage (notably cruise ships, ferries, bulkers and container liners) was laid up amid 

reduced trading opportunities and associated low freight rates. 

No crunch for VLSFO. As stated in our Newsletter dated 31 January 2020, very low sulphur fuel oil has been 

adopted as the shipowners’ fuel of choice and as such VLSFO and 0.1% ULSFO, now account for approximately 

70% of global oil-based marine. Before Covid-19, we were expecting a crunch in VLSFO markets during 1H20 as 

global VLSFO consumption would outstrip supply. Indeed, we were expecting this to be reflected in prices with 

some bunkering demand potentially migrating from VLSFO to marine gasoil (MGO). In reality, the plunge in global 

motor fuel demand saw a considerable volume of 

vacuum gasoil diverted to VLSFO production which 

would otherwise have entered the feedstock pool for 

gasoline production. 

Easing VLSFO market fundamentals. Moving forwards, 

we expect no crunch in VLSFO supply. As previously 

stated, such a crunch was only forecast in 1H20 and 

going forward we expect that VLSFO supply from China, 

in the wake of a more favourable tax regime for bunker fuels, and from Brazil and Germany (in the wake of the 

restart of the Wilhelmshaven refinery) will ramp-up. Moreover, anecdotal information implies that as terrestrial 

transport and aviation fuel production and cracks declined in 1H20, some refiners tweaked their yields to 

produce extra VLSFO. This has permitted bunker suppliers to build stocks of VLSFO by more than what would 

otherwise have been expected in 1H20. In short, this is expected to provide a cushion against any tightness in 

VLSFO fundamentals during 3Q20 as marine fuel demand is anticipated to rebound as much of the laid-up 

container liner and bulker tonnage is returning to market amid a pickup in trading opportunities. Indeed, in its… 
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BULK 732 140 379 1251 10.4%

CONTAINER 503 124 338 965 18.6%

CRUISE 123 18 39 180 50.1%

DRY CARGO 54 6 31 91 1.5%

FERRY 63 5 4 72 6.6%

GAS 65 25 27 117 6.6%

REEFER 4 1 0 5 1.0%

RORO 111 16 16 143 10.2%

TANKER 596 190 435 1221 11.8%

Total 2251 525 1269 4045 10.4%

source: BRS

Scrubber-Fitted Fleet Overview as of End-June 2020



 

© Copyright Alphatanker 2020 

The newsletter is available upon subscription. Please contact commercial@axsmarine.com for subscription enquiries. Information is given in good faith but without guarantee. 

Alphatanker does not accept any liability for any errors or omission or opinion. Unauthorized redistribution of the newsletter is prohibited and readers are requested to quote 

‘Alphatanker’ as source for all data derived from the newsletter. 

 
 

…latest Weekly Newsletter, sister publication Alphaliner stated that as container liner fixtures increase ‘the 

inactive fleet now stands 1.16 Mteu below the 2.72 Mteu peak it had reached in late May’  

HSFO prices supported by shifts in global crude supply and utilities demand. The other side of the coin is that high 

sulphur fuel oil (HSFO) markets have remained supported of late. Firstly, by the OPEC+ supply deal which has 

curbed global sour crude production. Secondly, several Middle Eastern producers who are also members of the 

OPEC+ Alliance are burning more HSFO in their power generation sectors as summer temperatures increase 

space cooling demand. Under normal circumstances, these countries would burn crude in their power plants 

but as they are prioritising crude exports, they are importing fuel oil. These two factors are supporting 380 Cst 

prices and considering that the OPEC Alliance’s current deal is set to expire in April 2020, this could keep sour 

crude and 380 Cst prices supported for a while yet.  

Price stability. It is apparent that after a period of significant volatility over September 2019 – March 2020, marine 

fuel prices have now settled down. This has seen the spread between compliant and non-compliant fuels narrow 

significantly. For example, since the VLSFO – 380 Cst spread hit $400/ton in January, it has narrowed to average 

around $60/ton across Rotterdam and Singapore since April. Moreover, the outlook for prices reflects our 

expectations of ample compliant fuel supplies and relatively strong 380 Cst prices. Accordingly, current futures 

curves implying that the VLSFO – 380 Cst spread will remain at under $100/ton over the next two years. 

Scrubber economics hit. Calculations based on current futures prices imply that it will take a VLCC leaving a 

drydock today following a scrubber retrofit around 5 years to pay off the investment. This is highly unsatisfactory 

for ship owners who in the lead up to IMO 2020 had been targeting a two-year payoff and a fuel spread of over 

$200/ton. This is one reason why many ship owners are seriously examining the possibility of cancelling retrofits. 

Opportunity cost of retrofits. BRS estimate that across the shipping spectrum there are 1269 vessels still scheduled 

to have a scrubber retrofitted, of which 435 are tankers. Despite the economics, we suggest that the vast majority 

of these, especially in the tanker sector, will still be carried out due to opportunity cost considerations. This will 

lead owners to assess the loss of earnings in taking a vessel off hire for 4-6 weeks plus the cost of the retrofit versus 

hire rates. If hire rates are high enough, then owners may decide to scrap the retrofit despite having already 

paid some or all of it. Considering our expectations for tanker 

hire rates to remain lower for longer over the remainder of the 

year, this is unlikely to happen in the tanker sector. However, 

considering that the Capesize market is now soaring with hire 

rates standing above $30,000/day, owners in this sector may 

decide to cancel their retrofit despite having to pay penalties. 

Conclusion, scrubber-equipped ships the losers. In a nutshell, 

IMO2020 proved to be a storm in a teacup, although this was 

more due to good fortune with the timing of the Covid-19 

pandemic rather than by design. There were always going to 

be winners and losers with IMO2020 and we do not consider 

it premature to declare that those owners who did nothing apart from switch to VLSFO as the winners. We always 

considered that scrubber investment was risky and that its economics would have to more-than-offset the 

negative points concerning the uncertainty of the technology. Therefore, as the economics flipped from 

extremely attractive to unremarkable, in our opinion, the price no longer outweighs the risk. This therefore also 

implies that charterers who took scrubber-equipped vessels on time charter at significant premiums to non-

scrubber-equipped vessels are taking a hit since the compliant – non-compliant fuel spread no longer comes 

close to repaying the time charter premium.  
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