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Sean Evers: Are we likely to see the backwardation in the 
market continuing throughout 2018 and if so, how should 
market players tackle this?
Chris Bake: What we are seeing today is a result of a 
series of events that first triggered an unprecedented rise 
in oil stocks and then last year, a lowering in oil stocks. 
the emergence of us shale oil in 2009-2010 surprised us 
all. since then, year-on-year and with the help of capital 
markets, us production has incrementally produced 1m 
b/d of oil. 

the surprise triggered oPec to respond with its 
market share strategy in 2014. the taps were opened, 
refining margins remained robust and crude and 
products ballooned at an exponential level – a bonanza 
for incremental oil storage. the geopolitics in the Middle 
east also encourage a natural imbalance, with the eastern 
flow of oil from iran to other locations having to be stored 
instead of going to market, for example. 

Which leads us to 2016 when oPec decided to cut 
production to support the market, which was coupled 
with strong demand during 2016-2017. Demand 
estimates were revised, and they continue to be so with 
2018 also looking strong. Within that context, oPec 
has remained disciplined on its output agreement and 
the consequences have been a visible drawdown in oil 
inventories. about half a billion barrels of oil has been 
drawn down in a short period of time, which has led 
to the backwardated structure that we see today. the 
incentive to carry oil is not there and there has been a 
dramatic impact on the use of tankage – the velocity of the 
barrel is going to increase.

Sean Evers: Did the industry miscalculate how much new 
storage capacity to build during the period you just outlined?
Chris Bake: the market reacts to immediate indicators. 
so, as long as there are short-term reasons, it will always 
be justifiable to build capacity. there has also been a 
change in trading patterns and specifications, which have 
influenced the reasons behind tankage being built.

Sean Evers: Dave, what’s your outlook for the structure of the 
market in the year ahead?
Dave Ernsberger: the view on backwardation depends on 
where you are in the barrel – fuel bunkering or middle 
distillates or gasoline – which means it looks a little 
different in coming months for different players. if you 
look at publicly reported inventories, they are not down 
as much as one might think. We are getting back to 5-year 
averages on inventories, but we are not at the bottom 
of the tank. storage is there for purposes other than 
managing the structure of the forward market curve and 
taking advantage of profits. 

there is a lot of demand that will change significantly 
in the coming two years on the blending side of the 
market. this will raise two core questions for storage. 
firstly, should tank farms be optimized for crude or 
products and how will this be influenced by new trade 
flows in the market, such as new crudes coming to asia, 
for example?

the second and more challenging question is whether 
operators should build clean or dirty tanks. the answer 
depends on your point of view regarding where fuel 
oil is going to go when the international Maritime 
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organization’s 2020 ruling that all sulphur limits in 
bunker fuel must be 0.5%, instead of 3.5% comes 
into play. are fuel oil inventories going to balloon due 
to insufficient coking capacity and will fuel oil have 
a role in the bunker pool? We could have a situation 
where we have a contango in fuel, but backwardation in 
middle distillates and a spread between fuel and gasoil. 
Whether there will be a fuel build or middles build will 
impact where to position in the next 18 months. 

We also need to remember to look at the data. 
in fujairah in the uae, for example, today light 
distillates are 60% of inventories and fuel is 40%. but 
in December, it was the other way around. so, that 
dynamic impacts the tactical decisions that are being 
made.

Sean Evers: Chris, should the different hubs – Rotterdam, 
Fujairah, Singapore – have the same strategies in the 
current cycle? 
Chris Bake: the overall impact has hit all major markets 
in terms of the incremental barrel of oil not making 
its way into the tank today. but each region also has 
geographic differences driven by certain conditions. 
for example, singapore’s recent dramatic change to tax 
legislation and import legislation impacts components 
that used to go from southeast asia to china for gasoline 
blending and conversion. another example would be 
the incremental outward flows of crude oil from the us 
gulf coast, which has rendered it both an importing and 
exporting hub. each region has its own idiosyncrasies.

Sean Evers: Dave, some forecasters argue that inventories 
will remain stable now after falling so dramatically in the 
last year.
Dave Ernsberger: We forecast that stock inventories will 
continue to fall, but maybe not at the same pace as the 
last 14 months. commercial inventory drivers are still 
competitive in the short-term on the products side. on 
the crude side, there is a growing consensus that us 
shale producers are being held to higher standards on 
their business models and return on investments in 
this second wave of production – and the exuberance 

in the run up to 2014 – may be tempered this time 
around.

Audience: With supply chains and inventories moving as 
they are, what is the capacity utilization in the storage 
area now and what’s it likely to be in the commercial space 
and by region? And how is all this impacting the shipping 
market, which seems oversupplied?
Chris Bake: the percentage of utilization is very 
terminal specific, and it is really a fact of investment 
as to what tanks terminals can hold. there are also 
different specifications of tanks and they are not 
purely interchangeable for crude or gasoline blending. 
tankage usage is down approximately 20% year-on-
year, so there is bigger availability of tankage today. We 
don’t see any change in the short term.

the real elephant in the room is how will the world 
handle the new iMo 2020 sulphur regulation? and how 
will marine gasoil and heavy fuel oil fare? for example, 
answering this question is crucial: what will be done 
with the surplus heavy fuel oil as more developing 
economies go into gas? if the iMo regulations are 
effective in the bunker market, then we will need an 
alternative to high sulphur fuel oil – and that will be 
gasoil. in this scenario, marine gasoil will have to rise 
to help meet latent 2020 demand and fuel oil will also 
rise due to lack of natural demand from the market. 
there will be an inflection point and the storage 
requirement will have to change as a result. this will 
play out over the next six months. 

shipping-wise, there are currently big dislocations 
in pricing and an over exuberance on trying to build 
superefficient or dual-purpose ships, which are not 
always necessarily required.

Audience: Are floating storage units (FSU) going to 
disappear in this backwardated market?
Dave Ernsberger: We can probably assume that fsus 
will be removed first for scrapping. if you happen to 
have a flexible contract agreement with the owner, it’s 
possible you could give back the ship. but if not, it 
would go to scrap. 

Chris Bake: We have seen floating storage of 28 million 
barrels sitting off the coast of iran incrementally 
disappear, as well as singapore fuel storage. 

Sean Evers: What advice would you give to storage hubs 
to prepare for the next opportunity and manage their way 
through this backwardation?
Chris Bake: responsiveness and flexibility are key to any 
operator. the ability to to manipulate a barrel quickly – to 
blend it, upgrade it, convert it – is paramount during this 
backwardation period. terminal and port operators must 
show a huge degree of flexibility to incentivize that barrel 
to come onshore and enable that incremental refining 
margin to be achieved. they must realize that their assets 
will be challenged more in this environment than when 
the market is in a natural contango.    

Audience: How will the IMO regulation impact shipping, 
terminal operators and charters?
Dave Ernsberger: every party thinks the other is taking 
care of it, but the reality is there has been no agreement 
around the table yet. there is a lack of clarity on how 
to respond. one thing is clear though: tolerance for not 
abiding by the iMo’s ruling will be very low by the likes 
of the united nations’, international convention for the 
Prevention of Pollution from ships (MarPol) and other 
authorities. the turnaround for iMo has become acute 
in the last two months with talk of drones and satellite 
enforcement. fines for non-compliance may not be very 
high, but reputational damage will be.

Chris Bake: the market needs certainty. We missed the 
wave of investing in putting scrubbers on ships. now it 
comes down to refiners, port authorities and blenders 
to give clarity on enforcement and the requirements 
in different areas. some players are already providing 
alternatives to destroying high sulphur fuel oil and to 
changing refinery slates as soon as everything is defined 
clearly. the industry can react when the conditions are 
there, but the message must be coherent on how to, for 
example, extract waivers, equal standards between ports 
and so on.

Audience: Where do you see the demand and supply balance 
at the end of 2018?
Chris Bake: the drawdown in inventories will stabilize in 
the second quarter with refinery turnarounds, assuming 
economic conditions stay as they are and demand and 
investments stay strong. but going into 2019, it will 
be a combination of price and economic cycles and as 
we are currently at the peak of this cycle, there will be 
vulnerabilities in market.
Dave Ernsberger: We can look at demand and supply, 
but we also need to factor in geopolitics. for example, 
if the saudi aramco iPo is successful, it could alter 
decision-making within oPec regarding production cuts. 
forecasting changes beyond 2018 is hard to do.  

Sean Evers: What would be your final piece of advice to 
energy hubs in 2018?
Dave Ernsberger: remember that storage use is not just 
for the short-term and to stay above the fray of tensions 
in the market. focus on long-term relationships and on 
being a service provider that is operating storage as a 
commercial proposition. safe harbor is what people are 
looking for.
Chris Bake: flexibility and certainty to the extent that it is 
possible. iMo 2020 is going to drive the dynamics of the 
market for the next 18 – 24 months, so being able to cater 
to that is going to be paramount. n
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