26th February 2016

HANDY/MRs IN FOCUS
Of all the global tanker fleet from 25,000 dwt +, the Handy/MR segment is by far the largest,
consisting of 1,895 double hull units. One of the key strengths of this size group is its wide trading
flexibility and growing triangulation opportunities. However, at the same time, relatively low
barriers of entry (compared to larger tankers) mean highly fragmented ownership and nearly
perfect competition.
At present the Handy/MR supply is going through a rapid “growth spurt”, following a surge in
orders back in 2012 and in even more so in 2013. Last year 124 tankers were delivered and a
similar number of deliveries is expected over the course of 2016. In contrast, scrapping activity is
minimal, with around 20 reported demolitions in 2015. Short term prospects for demolition are
also limited due to healthy earnings and the young age profile of the fleet, with just 5% above
20 years of age. Furthermore, low bunker prices dramatically reduced the pressure in terms of
fuel efficiency, translating into an even smaller pool of scrapping candidates.
Yet, Handy/MR Owners enjoyed a spectacular year in 2015 despite the rapidly growing fleet,
with spot returns surging to their highest level since 2008. This was driven by strong fundamental
growth in US and Russian clean product exports, the impressive rebound in global refining
margins, high volatility in oil prices stimulating arbitrage trade and a firm market for larger
product tankers, with a positive spill over effect on smaller tonnage.
The dynamics of the market have somewhat changed this year. CPP exports out of the US Gulf
and Russia remain strong. The volatility in oil prices is still a feature of the market. Although
refining margins have weakened; nonetheless, they remain at healthy levels. These
developments continue to offer support to tanker returns in the West. Triangulation earnings for
UK Continent - USAC and USG - UK Continent averaged around $23,000/day at market speed
so far this year. The picture is different in the East, with the benchmark Singapore-Australia
earnings averaging at $17,000/day so far in 2016. The softer market is attributable to weaker
chartering demand, slower economic growth in Asia and the lack of East/West trade in the
specialised market. In addition, the renewed softening in the larger product tanker market, in
particular LR1s, have also had a negative impact on Handy/MR rates.
There are both opportunities and threats going forward. On the downside, continued expansion
of refining capacity in the East suggests significant surplus capacity in the medium term.
Rationalisation is likely to be needed, with old inefficient refining capacity in Europe being the
most vulnerable to shutdowns. This is expected to stimulate long haul product movements but
impact negatively on the short haul Handy/MR trade. There is also a growing competition from
LRs in the traditional MR markets. Finally, the recent lifting of US crude oil exports ban, combined
with the decline in US crude oil production could reduce the competitiveness of US refiners;
limiting at the very least the growth in US product exports.
In terms of opportunities, Handy/MR ordering was highly restricted over the past two years,
meaning that the number of deliveries in 2017/18 will be considerably more modest relative to
2015/16. In addition, 9% of the Handy/MR fleet is between 16 and 20 years of age, suggesting a
more active demolition market in the medium term. Finally, a sustained lower oil price could
stimulate demand in years to come and with it, global products trade for all tanker categories.

CRUDE
Middle East_________________________
Generally slow again for VLCCs, and the lack of
vigour began to weigh more noticeably on Owners'
sentiment, so that eventually the structure gave
way, and rates dipped to just under ws 50 to the
East, and not much better than ws 30 to the West
via cape and the jury is out as to whether this is a
precursor to a more elongated spring slump, or it is
merely a passing depression. Suezmaxes didn’t show
any spark either, with no support from West Africa,
and limited local interest. Owners couldn’t prevent
rates slipping into the ws70s East, and low ws 40s to
the West with little early chance of a u-turn.
Aframaxes received a boost from inter Far Eastern
action, and Owners pushed rates up to ws 120 to
Singapore with perhaps a bit more to come next
week.

West Africa_________________________
Suezmaxes came under early pressure, and that
pressure intensified when force majeure in Forcados
released an extra handful of previously fixed units.
Rates crumbled to 130,000 by ws 70/72.5 for all
Atlantic options, and then to as low as ws 62.5, but
now a more solid line should be held, on a likely
relieving bout of bargain hunting from Charterers
next week. Rates may nudge up a little in response,
but it will need a lot more for a noticeable spike to
be engineered. VLCCs saw less and less as the week
progressed, and will have to reduce their sights
markedly if the Middle Eastern slump continues.
Under ws 60 to the East is now being eyed with $4.18
million the last paid for a run to East Coast India.

Mediterranean_____________________
Reverse gear engaged quickly and Aframaxes
here...a steady backward rate flow into the low ws

90s cross Med, but Owners are now digging their
heels in a bit harder, and a degree of balance is
being restored - perhaps a touch higher next week
then. Suezmaxes dipped day by day upon weak
West African alternatives, and extra vessels
appearing due to Kurdish bbl supply problems from
Ceyhan and it’s hard to call for a quick turnaround
unless West Africa makes a concerted jump.

Caribbean_________________________
A healthy enough week for Aframaxes who
continued to enjoy good attention on balanced
supply. Rates bobbed within a 70,000 by ws
132.5/137.5 range upcoast, before taking a step
higher to ws 145, and could maintain for a short
while yet. VLCCs are in over-supply though, and with
some tonnage 'left behind', rates had to come off.
Currently $5.5 million to Singapore and $4.3 million to
West Coast India represent the bottom markers, but
Owners will have to think hard before turning away
lower numbers.

North Sea___________________________
Low volume and good availability, pushed
Aframaxes to 80,000 by ws 92.5 cross UKCont and to
100,000 by ws 72.5 from the Baltic - a sideways crab
over the next few days is likely. VLCCs became
more compliant as the Caribbean and West Africa
alternatives lost their attraction, and once the fuel
oil 'arb' to Singapore opened up a tad, a few deals
at $4.35 million were placed on subjects with $6.75
million seen for crude oil from Hound Point to South
Korea.

CLEAN PRODUCTS
East______________________________
The MRs have seen a substantial level of activity this
week, which has given rates the opportunity to firm.
Gasoil stems heading down to EAfr are the flavour of
the moment, and a flurry of activity on Thursday saw a
ws 25 point increase on market levels, which now sit at
ws 167.5. With four stems remaining bound for EAfr,
Owners see potential for further firming, and are talking
ws 172.5 on rates for next week. However, the likes of
Trafigura, Reliance, Vitol and Shell are waiting to see
who will pay up first next week. Shorter haul has also
seen a level of inflation on rates, with X-AG now sitting
at $140k, and runs into the Red Sea hovering just over
$500k. Longer haul rates haven't seen as much firming,
with naphtha runs to Japan pulling in ws 127.5, and jet
West sitting at $1.1 million. MR specific runs are likely to
continue firming next week, but given the current weak
position of the LRs, Charterers will look to load bigger
ships where they can. LRs started the week with a
wealth of cargoes quoting and optimism was high from
Owners particularly on the larger LR2s. But rates have
ultimately remained flat after Owners looked like they
had pushed rates slightly. 75,000 mt naphtha AG/Japan
is at ws 90 and 90,000 jet AG/UKCont is $1.7 million. LR1s
have been quieter and rates have struggled. 55 mt
naphtha AG/Japan still rates around ws 100 and 65,000
mt jet AG/UKCont is at $1.3 million. Next week may see
a little more happen so rates could see slight
improvements.

Mediterranean____________________
The Mediterranean corner shop shelves remain well
stacked with Handy tonnage meaning there was no
need for rationing throughout the week as Charterers
were able to have their slice without the worry of a
knock on effect. With enquiry being continually drip-fed
into the market Owners and Charterers seem happy
enough to sing from the same song sheet over and over
again and conclude last done levels. Rates for crossMed runs remain flat at 30 x ws 135 and ex Black Sea
rates have slipped to 30 x ws 145. Heading into next
week Owners will be looking towards mother nature to
cause some disruption to the market and buck this flat
trend. MRs plying their trade in the Mediterranean have
seen volumes pick up in Week 8 however tonnage has
been in ample supply leaving Charterers with a number
of options to cover their exposure. As a result freight
rates have continued to suffer. Numbers for
transatlantic have slipped to 37 x ws 117.5 and for Red
Sea runs basis central Med load have ended the week
at $825K.

UK Continent_____________________
As we see the end of week 8 appear in front of us, MR
Owners will be scratching their heads as to how rates
have not managed to pick up with good demand for
ships. As Monday morning appeared it brought along

with it a handful of reformate stems heading to the Far
East at around the $1.9 million mark. Charterers have
managed to slowly clip these away and as we come to
the close of play we still see a few left for the taking.
TC2 voyages have been drip fed into the market, but
with good stock levels of tonnage available, rates have
kept placid, and we see 37 x ws 115 being the go to
number. Owners looking ahead will enjoy seeing rates
picking up for TC14 also, keeping ballasters away from
the UKCont presently, which in turn can bring tight
tonnage lists. We remain at the bottom of the barrel,
but for how long, we shall see. Handies this week have
struggled to get out of bed, as enquiry has remained
asleep. With stems appearing ahead of the normal
fixing window in week 7, we have seen a vacuum of
enquiry created over the past few days and Owners will
be looking forward to the next windows shortly. Even
when Charterers have entered the market, they have
found good availability and with this have also
managed to keep rates under the thumb. Despite
seeing ullage issues across the UKCont, any late running
vessels have been easily covered and looking ahead,
perhaps the delays of vessels opening have been a
blessing in disguise for Owners as tonnage is held up.
Enquiry will need to pick up if we are to hold where we
are delicately balanced presently. Finally we arrive to
the Flexi market, where some Owners have avoided too
much pressure with good levels of fixtures with COA
partners. The limited count of market cargoes have
taken its toll as we see rates cut. Fresh enquiry will need
to be seen to show the true strength of this sector with
Owners preparing their defence.

LRs________________________
A week of activity particularly on the LR1s presents a
tight looking market in the West, but so far Owners have
gained little ground. The week has been dominated by
plenty of LR1 activity following a busy Week 6 and 7 of
LR2 naphtha stems. Rates have edged up slightly on the
LR2s, but LR1 levels haven't increased as much as one
might expect given the recent clear out. The
foundations do however appear set for Owners to turn
the screw during Week 9. LR1 Owners are aiming to
drag up ARA/WAF runs from the ws 100 which has been
repeated for a few weeks. Although we will need to see
more enquiry as this route has been quiet if not dormant
recently. Latest reports show MED/AG levels at $1.1
million and $1.6 million for ARA/Singapore. LR2s, have
not been tested much this week, but given the tightness
here and the uncertain positions due to ullage
problems on the Continent, $2.3 million for
ARA/Singapore should be tested again during week 9.

DIRTY PRODUCTS
Handy____________________________
The continent this week struggled to cope with
excess tonnage levels where Monday opening saw
a list awash with prompt availability. Naturally, when
cargo requirements were placed into the sector
there were no shortage of takers. Furthermore, at
one point Charterers really could name their price if
they were offering owners a chance at exiting the
region. This said, it’s not all doom and gloom as
come Friday it would appear that numbers have
started to bottom out across the more localised
routes.
Handies in the Med were rather more active, albeit
trading at rock bottom numbers. Here at least
through collective volumes traded, the tonnage list
that was kept from overly stagnating. All told, it
could even now be suggested that some
foundations of recovery have been laid.

MR______________________________
MR units have been enduring a rather torrid time as

of late gaining zero traction with the natural 45 kt
stems, and alternate sized part cargo employment
being largely eradicated through such poor returns.
Trying to stay constructive about this market, there
did appear to be a bit of under the radar fixing. In
turn, this might just help those who are left to be
fixed depending on the eventual discharge zones
for some of these units have now moved on.

Panamax_________________________
The market started the week on a back foot as
negative impact from surrounding sectors made
progress rather difficult. Levels as a result traded
within a suppressed bandwidth (evidenced by
reported fixtures) which made Charterers rather
comfortable when dealing with requirements. This
said, Owners are sat somewhat more pleased owing
to the acceptance that market lows have been
viewed as “one offs”.
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