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SHIPPING MARKET COULD WEAKEN FURTHER IF WINTER SPOT LNG 
DEMAND FAILS TO RISE

SHIPPING CHARTER RATES EASE 
The cancellation of an LNG cargo by Singapore-based 
trading company Pavilion - that would have loaded from 
Cameron’s US LNG plant in Louisiana - reverberated 
around the global market in November.

While charter rates may have fallen in recent weeks, 
sources said Pavilion was unable to find shipping during a 
time of tight conditions, as lengthening voyage times have 
pulled available tonnage from the spot market.

Rising global LNG production in 2019 has triggered an 
oversupply and persistent falls in spot prices. 

At the same time, the LNG shipping market has found 
support with the availability of flexible tonnage required to 
meet transportation needs constrained. 

Increased LNG supply from export projects in the US Gulf, 
Australia and Russia was sufficient to support charter rates 
even during the shoulder months, which is typically a weak 
period both for spot demand and charter requirements. 

However, charter rates and spot LNG prices have largely 
diverged in 2019. 

The cost of transporting LNG as a portion of the overall 
traded value of the cargo is currently extremely high. 

This, in turn, has led to a decline in cross-basin 
opportunities for traders relying on the charter market 
rather than in-house shipping capacity. 

The expectation that forward prices would increase has 
resulted in traders using LNG tonnage for floating storage 
in both the Atlantic and Pacific basin. 

The utilisation of tonnage for floating storage constrained 
the market further heading into the winter, but this has 
started to unwind in recent weeks and resulted in charter 
rates have falling. 

In the Atlantic basin, traders are dealing with increased 
supply from the US Gulf and limited import capacity options 
across northwest Europe.  

FLOATING STORAGE STRATEGIES
Austrian oil and gas company OMV used the 174,000 cubic 
metre (cbm) Marshall Vasilevskiy to lift its own volumes 
from the Dutch Gate terminal in August only for the vessel 
to sit close by and then release them back using its own 
capacity in November.

The vessel sat on the water for days while the market 
watched to see where the cargo would end up.   

A trader can actively manage the floating risk through the 
derivative market, trading extensively on the liquid Dutch 
TTF gas paper and pipeline market. 

However, the ongoing oversupply on the physical market 
is reflected in the forward curve and, in the absence of a 
seasonal spike in prices, holding onto volumes to sell at a 
later time can backfire. 

Floating storage in the Pacific basin is also actively used, and 
the strategy mainly involves taking a position on a cargo in the 
autumn to capture higher prices during the winter season. 

It may also involve more speculative strategies as traders 
often have no guaranteed access to an import slot and 
market the cargo for sale while it is on the water. 

Whereas a trader in the Atlantic basin can lock in physical 
access through the purchase of terminal capacity, floating 
storage plays in the Pacific can rely on a bilateral sale that 
is linked to the forward curve and subsequent optimisation. 

Traders in the Pacific basin are more likely to float cargoes 
without the initial commitment, making this trading strategy 
higher risk. 

■  Shipping market has been tight but floating cargoes are 
being released

■  Q1 2020 charter rates expected to fall unless major rise 
in spot LNG demand emerges

■  IMO regulation to increase the cost of fuel bunkering 

SHIPPING
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However, the erosion of contango on the forward curve 
would limit opportunities for traders to take on floating 
storage positions.

This, in turn, would result in the higher availability of prompt 
tonnage on the charter market. 

Going into the winter, over 20 vessels globally were 
engaged in some form of floating storage, although this 
number has fallen substantially. 

As the utilisation of floating storage typically involves 
vessels with low-boil off and a higher carrying capacity, 
ideally either modern steam-propelled vessels with a 
carrying capacity of over 145,000cbm or TFDE-propelled 
tonnage are preferred for these operations. 

Older steam-propelled tonnage is less preferable, 
especially if the cargo has not been committed to a 
customer and total gas-loss cannot be calculated in 
advance. 

While the floating storage season this year has absorbed 
attractive tonnage normally capable of doing spot trade, 
traders are increasingly bearish on the physical LNG 
spot market heading into the first quarter of 2020, as 
there is less justification for holding cargoes on the water, 
particularly in the Pacific basin. 

Most of the multi-month positions outside floating storage 
scenarios taken by traders for the winter period will expire 
in February 2020, adding additional pressure onto the 
shipping market. 

CHARTER RATES TO SOFTEN
In October, charter rates jumped on sanctions imposed by 
the US government against Chinese shipping conglomerate 
COSCO. 

The sanctions impacted carriers involved in servicing state-
owned CNOOC’s long-term contracts with Australia’s North 
West Shelf project and Tangguh LNG in Indonesia. 

Rates on the prompt market in the Pacific basin reached 
a 2019 high of around $165,000/day for TFDE-propelled 
tonnage, while the steam-propelled market reached 
$130,000/day. 

Negotiations and the commercial restructuring of the 
vessels’ ownership released the impacted tonnage from the 
sanctions regime. 

Charter rates fell sharply within a month. 

While shipbrokers expect charter rates to decline in 
January 2020, especially for steam vessels, a sharp rise in 
seasonal demand could cap the downside.  

The steam sector is more exposed to volatility due to the 
lower carrying capacity of the vessels and the higher boil-
off rate.  

In periods of greater shipping availability, declines in charter 
rates on steam vessels are generally not proportional to the 
modern segment of the market.

IMPACT OF IMO 2020 ON TRANSPORT COSTS
The impact of IMO 2020 regulation on restrictions in 
sulphur content of marine fuels will increase the overall cost 
of transporting LNG. 

The regulation would mean that ship operators either use 
compliant fuels from 1 January 2020, or install an Exhaust 
Gas Cleaning System, known as a scrubber. The latter 
is an unlikely option for the LNG shipping market, due to 
upfront costs and some uncertainty over the technology.  

All vessels operating outside Economic Control Areas 
(ECAs) will be required to use fuel oil with sulphur content 
below 0.5%, while vessels operating within ECAs will have 
to comply with a 0.10% level. 

This effectively excludes high-sulfur content fuels such as 
IFO 180 and IFO 380. 

Marine Gas Oil (MGO) and Very-Low-Sulphur Fuel Oil 
(VLSFO) will become more extensively used in the LNG 
industry. 

PROMPT LNG CHARTER RATES
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Many LNG ship-operators have already ceased usage of 
high-sulphur content fuel oil to avoid the risk of having a 
non-compliant fuel in the vessel’s tanks after the regulation 
is in place. 

Even if vessel runs purely on LNG, a certain amount of 
bunker fuel is still required. 

The regulation is likely to have a smaller impact on modern 
tonnage, while steam vessels will have to convert either to 
MGO or to other low-sulphur fuel. 

This is likely to make the steam sector even less attractive 
to potential charterers. 

The cost of LNG as opposed to bunker fuels is currently 
attractive. 

Vessels that can operate using LNG in tank and with 
low boil-off rates will benefit the most from the upcoming 
regulation. 

Given that MGO is nearly double the cost of IFO 180, the 
market is likely to see emergence of new blended grades. 

VLSFO, for example, may be derived from blending MGO 
with low sulphur fuel oil in order to reach compliant levels of 
sulphur content. 

New compliant fuels are likely to be developed in the near 
future using MGO as the base product.

TRANSPORT COSTS
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https://www.icis.com/explore/services/analytics/lng-market-intelligence-solution/%3Fcmpid%3DILC%7CENER%7CCHCOM-2019-12-LNG-shipping-wp-lng-ad%26sfid%3D7014J000000Q0lw

