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Short term pain, long term gain 

Last week, the OPEC+ Alliance sent shockwaves through crude tanker markets as they decided to largely rollover 

their existing crude production cuts into April. Furthermore, the group’s de facto leader – Saudi Arabia – opted 

to extend their existing voluntary 1 mb/d production cut into April. Together, these decisions, while supporting 

crude prices, had the impact of injecting further bearish short-term sentiment into the crude tanker market and 

bursting the optimism of owners, many of whom had been talking up the prospects of production increases in 

the run up to the OPEC+ meeting. This week, we examine what the OPEC+ decision means for oil and tanker 

markets this year. Indeed, we suggest that, although it will undeniably result in short-term pain for the tanker 

market, over the longer term, it should help to put tanker markets on a more rapid pathway to a sustainable 

recovery, than would be the case if a production increase had been opted for. 

     

Unsupportive fundamentals. Last week’s decision underlined that the policy of the group, led by Saudi Arabia, is 

now to defend oil prices (and thus oil revenues) over market share. It also highlights that the underlying oil market 

fundamentals remain uncertain amid a record oil inventory overhang that is not being depleted as quickly as 

OPEC and their partners would like. Accordingly, we anticipate that the group’s policies will remain price-

supportive across the remainder of 2021 and that they will not open their taps unless oil prices rise to a level which 

starts to hit global demand prospects or that they assess the market to be inadequately supplied. 

Inventory uncertainty. As we highlighted in last month’s Alphatanker Oil Market Monthly Monitor, there remains 

considerable uncertainty concerning the size of the inventory overhang which was accumulated during 2H20. 

Accordingly, there is also uncertainty over how long it will eventually take to deplete this overhang. Although 

supply and demand data imply that a notional 1.4 billion barrels were built over 1H20, only around 800 mb can 

actually be located in data. Therefore, as a prudent measure, we base our oil supply modelling on the time 

taken to draw this 800 mb. Essentially, OPEC+ is now walking a tightrope between letting oil inventories draw on 

one hand and on the other, tightening the market and propelling prices to levels which could potentially hit oil 

demand. All told, we assume that the group will open their taps later in 2Q21 with Saudi Arabia potentially 

returning its 1 mb/d voluntary cut to the market in the meantime. Furthermore, this exercise also implies that there 

will be incremental demand for OPEC+ crude in the second half of the year which suggests that OPEC+ will 

continue to taper their cuts steadily over the year, eventually leading to an uptick in crude tanker demand. 

Inventory overhang to be depleted by 4Q21. Considering the above, our latest supply and demand balance 

implies that the 800 mb of ‘located’ oil inventory should be drawn by end-3Q21. As we have consistently stated, 

the oil stock overhang has been one of the millstones preventing tanker demand, and thus rates from recovering. 

Therefore, its projected drawdown schedule gives an indication of when the market should be back on a 

sustainable footing, with 4Q21 projected to be the quarter when tanker rates start to see significant improvement. 
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Higher prices = higher US production. It is now evident that oil prices have moved into a $60-70/bbl band and 

this will stimulate a faster rebound in US oil production. However, this will not be at the pace of the rebound seen 

in 2017 as US oil producers are now likely to run their assets in a more conservative manner. All told, we forecast 

that the US will be producing 600 kb/d more at end-2021 than if US oil prices had remained below $50/bbl. This 

implies that growth between January and December 2021 will be in the 

region of 1 mb/d. Although it should be noted that we do not forecast 

growth to accelerate until midway through the second quarter. 

Higher ton mile demand. We expect that much of this incremental US 

oil will be imported by Asian refiners, thus helping to support ton mile 

demand growth, especially for VLCCs and Suezmaxes. Indeed, it can 

be argued that OPEC+’s decision is actually positive for ton mile 

demand over the longer term considering that US production will take 

a greater volume of global market share than if OPEC had made a 

grab for market share. For example, it takes 20 days for a laden VLCC 

to voyage between Ras Tanura and Ningbo while the same vessel 

sailing from Galveston to Ningbo would take 36 days, a 45% increase. 

Earnings pressure. Although the loss of short-term, ‘hoped-for’, crude 

tanker demand is undoubtedly a bitter pill for the market to swallow, its 

impact on crude and therefore bunker prices cannot be 

underestimated. Indeed, following a wobble early last week, crude 

prices rose towards $70/bbl for the first time in 14 months as OPEC+ 

announced its rollover. This has since fed into stronger bunker prices so 

that tanker earnings are now under significant pressure. For example, earnings on the benchmark TD3C (Middle 

East Gulf China) voyage slumped to approach -$7,000/day by the middle of this week. This a record low for this 

route, first assessed in 2017, although this route’s predecessor TD3 (Middle East – Japan) saw similar negative 

earnings in 2012. Regardless, the combination of lacklustre demand and high bunker prices is hurting tanker 

owners and this pressure is not expected to ease over the short term. 

Scrapping to stay the course. Considering the hit to tanker earnings, we believe that tanker scrapping will stay 

on course for a strong rebound as older and, especially thirstier, units are sent to breakers yards. Although the 

year started with a resurgence in scrapping activity, this had dropped off over the past month but now we 

anticipate that many owners of thirsty, vintage tonnage will choose to send their vessels for demolition rather 

than to lay them up. Accordingly, we retain our previous forecast that 95 tankers of 34,000 dwt or above will be 

scrapped in 2021 including 25 VLCCs. It should be noted that we do not anticipate a wave of tanker lay ups 

over the coming weeks due associated costs and problems with certification and oil company approvals.  

Tanker market recovery to arrive faster than otherwise expected. The outcome of the above is that although 

tanker owners are undoubtedly hurting today, the eventual rebalancing of the oil market will provide a firm 

footing from which tanker demand will be boosted. Indeed, if OPEC+ had not made their decision last week, the 

tanker market would potentially be looking at its recovery being delayed potentially into 2022. Not only will the 

global oil inventory overhang be depleted more rapidly now, but the pressure exerted by current low, and in 

some cases, negative tanker earnings should help to trim some fat from the fleet. Indeed, we anticipate that the 

cumulative effect of an uptick in scrapping activity should start to be felt in tonnage lists from the second half of 

the year onwards with the impact from depleted inventories being felt later in the third quarter. All told, this 

suggests that 4Q21 should be the inflection point after which markets will see a sustainable improvement.  
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