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Will OPEC+ announcement push tanker stocks?

OPEC and other oil producers led by Russia have announced that from January 2021, the cartel will adjust its production cut from the 
existing 7.7 mbpd to 7.2 mbpd. The cartel will hike its production by 0.5 mbpd, signalling that the COVID-19-led demand shock is over. 
OPEC also stated that member countries will assess the market condition monthly to decide further production adjustments; however, 
any subsequent monthly hike in output will be capped at 0.5 mbpd per month. In August, OPEC increased its output by 2 mbpd and 
the current hike of 0.5 mbpd per month with a provision of monthly assessment seems to be a compromise between the countries 
that wanted a much larger production hike of 2 mbpd and others led by Saudi Arabia that preferred to maintain the status quo at the 
production cut of 7.7 mbpd.

Crude tanker shipping stocks driven by positive news on vaccine front 

The three key market indices Dow Jones Industrial Average (+11.8%), S&P 500 (+10.8%) and Nasdaq Composite (+11.8%) rallied in 
November to register an average growth of 11.5% after an average decline of 3.2% in October as the surge in the COVID-19 cases took 
a toll on the market. Crude tanker shipping stocks were also on the uptrend over the same period; consequently, Drewry crude tanker 
index gained 10.7% in November. Several major European economies enforced second round of lockdown to contain the rapid increase 
in infections and restrictions of varying extent are still in place in almost every major economy. So, what has changed in the past few 
weeks that is driving the market? The answer is the positive news on the vaccine front and the results of the US Presidential election.

Source: WSJ, DMFR
Note: Index to 31 December 2019

Figure 1 Drewry crude tanker index vs major global indices

The UK has already authorised Pfizer and BioNTech’s COVID-19 vaccine for emergency use and became the first nation to roll out Pfizer’s 
vaccine. With initial shots given to people who are at higher risk, the country has launched the biggest mass vaccination programme in 
its history. Meanwhile, Russia has already started mass voluntary vaccinations with its domestically produced Sputnik V with priority given 
to individuals who are at higher exposure risk. Several other major economies, including the US and India which are worst-hit with the 
pandemic, are at different stages of the evaluation and authorisation of various vaccines. Experts believe that by early 2021, at least few 
vaccines will be authorised for emergency uses in most of the major economies that are facing the dual challenge of containing the spread 
of the virus and reviving economic growth. Although the number of infections is still on the rise, the world is more aware and prepared to 
mitigate the risk associated with COVID-19 compared at the beginning of the year.
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Source: WSJ, Macrotrends, DMFR
Note: Index to 31 December 2019

Figure 2 Drewry crude tanker index vs Brent crude oil price

Availability of vaccines for emergency uses coupled with the focus on reviving the economic growth by various economies will gradually 
improve oil demand over the next few months. The International Energy Agency (IEA), indicates that global refinery throughput is expected 
to increase by ~ 3 mbpd in 1Q21 on the back of a surge in demand. We believe that the recent production hike of 0.5 mbpd by OPEC+ 
with a caveat of monthly assessment of market conditions from January 2021 is a move to cash in on the opportunities offered by any 
potential recovery in the crude oil demand.

What to expect under Biden’s presidency?

The callous response of the current US administration to contain the spread of the virus is considered as one of the key reasons for the 
rapid spread of infections in the US. Containing the spread of COVID-19 infections and mitigating the damages from the pandemic will be 
the top priority of the new administration under Biden’s presidency. Economic recovery, racial equality and climate change will be other 
key priorities for the new administration. President Trump has further escalated the tensions with China by imposing sanction on SMIC - 
China’s top chipmaker CNOOC - one of the largest national oil companies in China and several other Chinese companies. Such actions 
in Trump’s final weeks in office will make it hard for President-elect Joe Biden to rebuild relations once he takes office. Moreover, we do 
not expect any substantial change in the US policy towards China as Biden has been a strident critic of China’s human rights record and 
his administration will maintain a status quo on China. He has already hinted of not making any immediate moves, and the same applies 
to the tariffs on China. However, the new administration under Biden may revisit the unilateral action of the Trump administration on Iran 
and Venezuela. We expect some easing on restrictions on these two OPEC members by the new administration in the US.

Why not a production hike of 2 mbpd?

With steady recovery in oil demand on the back of gradual easing of lockdown restrictions and resumption of economic activities, OPEC+ 
increased its production by 2 mbpd in August 2019. The cartel was scheduled to expand its output by further 2 mbpd in January 2021. 
However, it decided a hike of 0.5 mbpd with a provision of a monthly review of market conditions which is a departure from the usual 
OPEC+ strategy of fixing the production for the next six months. The production from Libya – an OPEC member – picked up rapidly 
from 0.1mbpd in August to 1.4 mbpd in September after an agreement between the government and General Haftar-led forces, ending 
blockades in mid-September. Moreover, National Oil Corporation has indicated that Libya is unlikely to consider an OPEC+ quota until its 
output stabilises around 1.7 mbpd. Hence, more than 2 mbpd of crude oil from OPEC+ will be flowing in the market in January despite 
a formal increase of 0.5mbpd. 
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Source: Baltic Exchange, DMFR

Figure 3 Baltic Exchange Forward Assessment for VLCC TCE

What will be the impact on tanker shipping stocks?

In general, every additional barrel of crude oil in the market is good news for tanker shipping companies as it adds to the shipping 
demand. Baltic Exchange forward assessment for the next quarter (TD3TCE+1Q) has surged 17.1% to USD 16,093pd after the 
announcement of production hike by OPEC+ whereas the same assessment for 1Q21 (TD3TCE+5Q) slide 0.6% to USD 26,081pd. We 
believe that production hike of 0.5 mbpd by the OPEC+ from January 2021 will not lead to any material impact on the vessel earnings 
and tanker shipping stocks. Availability of ample tonnage will prevent any substantial rally in spot TCE rates on account of increased oil 
supply from OPEC+. The recent rally in the market also drove up tanker shipping stocks. As a result, Drewry crude tanker index gained 
10.7% in November.

We may see an occasional uptrend in crude tanker shipping stocks, driven by the rally in the market on the back of positive developments 
on vaccine fronts. However, given the international travel restrictions, increasing preference for work from home and virtual meetings to 
conduct business, shipping stocks will feel the heat of lower oil demand from transport sector over the next few quarters.

Conclusion

Increasing crude production in Libya, coupled with additional 0.5 mbpd from OPEC+ will ensure ample supply in the market in January 
and prices are expected to remain range-bound around USD 50 per barrel. We believe the recent announcement from OPEC+ is an 
attempt to test the market. The provision of assessing the market every month is aimed to monitor how effective the vaccines will be in 
driving crude oil demand and provide a tool to adjust its output and ensure that the global crude market remains balanced and the group 
does not miss to cash in on opportunities offered by any potential recovery in demand. Moreover, we believe the movement of tanker 
shipping stocks will be more predictable once we have better clarity on oil demand.
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Disclaimer

Drewry Maritime Financial Research (DMFR) is the marketing name of Drewry Financial 
Research Services Ltd.

DFRS is incorporated in the UK and is authorised to provide investment advice in 
accordance with and pursuant to the UK Financial Services and Markets Act of 2000 (the 
“FSMA”). Drewry Financial Research Services Ltd is a wholly owned subsidiary of Drewry 
Shipping Consultants Holdings Limited, which as a group is focused on maritime research 
and advisory services.

Drewry Financial Research Services Ltd. is authorised by the Financial Conduct Authority 
(FCA).

Firm FCA Ref No - 572297 

This email has been sent by Drewry Financial Research Services Ltd (DFRS or the 
“Company”) solely for the DFRS clients who are qualified parties as per FSMA guidelines. 
Whilst the Company believes the information it uses for research is from sources believed to 
be reliable, the Company does not make any representation or warranty, express or implied, 
as to its accuracy, completeness, timeliness or correctness for any particular purpose. 
The opinions and estimates included herein reflect the analysts’ views based on available 
information on the dates specified and these views may have changed without notice. 
Any recommendation contained herein does not have regard to the specific investment 
objectives, financial situation and the particular needs of any specific client. The information 
herein is published for clients only and is not to be taken in substitution for the exercise of 
judgement by the client, who should obtain separate legal or financial advice. The Company, 
or any of its related companies or any individuals connected with the Company, accepts no 
liability for any direct, special, indirect, consequential, incidental damages, or any other loss 
or damages of any kind arising from any use of the information herein (including any error, 
omission or misstatement herein, negligent or otherwise) or further communication thereof, 
even if the Company or any other person has been advised of the possibility thereof. The 
information herein is not to be construed as an offer or a solicitation of an offer to buy or sell 
any securities, futures, options or other financial instruments or to provide any investment 
advice or services. The Company and its associates, their directors, officers and employees 
may have positions or other interests in, and may effect transactions in, securities mentioned 
herein. DFRS does not seek to do business with any of the companies mentioned other 
than sell them these reports. However, other related parts of Drewry Shipping Consultants 
Holdings Limited may seek to provide “advisory services or the sale of other group research 
products” to companies mentioned in this report.

Drewry Maritime Financial Research
15-17 Christopher Street, London EC2A 2BS, United Kingdom
financialresearch@drewry.co.uk
Telephone: +44 20 7538 0191
Fax: +44 20 7987 9396
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Jurisdictions

The distribution of this email is governed by the UK Financial Services and Markets Act 
of 2000 (the “FSMA”) and is restricted to qualified parties as defined by the FSMA. The 
distribution of this email may be restricted by rules and regulations in certain jurisdictions. 
Persons into whose possession the email may come are required to inform themselves 
about and to comply with all applicable laws and regulations in force in any jurisdiction in 
or from which it invests or receives or possesses this email and must obtain any consent, 
approval or permission required under the laws and regulations in force in such jurisdiction.

For US Investors 
Drewry Financial Research Services (DFRS or the “Company”) is an independent research 
company and is not a registered investment adviser and is not acting as a broker dealer 
under any US federal or state securities laws. The Company does not provide individual 
investment advice or hold client money. As such, the Company is not required to be 
registered as an investment adviser.

Analyst certification

The research analyst(s) set out below certifies that a) all views expressed in this report 
accurately reflect his or her personal views about any and all of the securities or issuers and 
b) that no part of the analysts remuneration was, is, or will be directly or indirectly related 
to the specific implicit or explicit recommendations or views expressed by the research 
analyst(s) in this report.

Nikesh Shukla
Analyst – Crude tanker
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