
Crude oil markets have been preoccupied with U.S. shale production, and more recently, potential long-term global 
growth concerns. On a seemingly daily basis, data released by the U.S. Energy Information Agency (EIA), questions 
surrounding the Iranian contribution to supply, and the vacillations of the Organization of Petroleum Exporting Countries 
(OPEC) members are broadly, and often incorrectly, interpreted by market participants, causing extreme movements in 
the price of crude oil. However, a potentially important, albeit less widely followed, dynamic in the shorter-term 
crude price situation is the viability and volume of floating storage. 

Interestingly, what is often misunderstood by some market observers examining crude fundamentals is that the 
incentive for floating storage is not actually storage. It’s economics. 

Under the right conditions, storing crude oil on a tanker can lock in a profit. The two key variables are: 1) tanker rates, 
and 2) crude oil contango.  Savvy crude oil traders at both producer firms and the traditional commodity houses monitor 
these factors with an eye to generating profit given current depressed price conditions.

Here’s an example:

Under the assumption that three months of storage will be required, a company must determine what it will cost to 
store in a tanker over this period.  The first, and most obvious step, is to factor in the capacity and expense for a Very 
Large Crude Carrier (VLCC), which can hold and transport 2 million barrels of oil. Currently, rates for this type of vessel 
are approximately $50,000 a day (the chart below shows rates from the Arabian Gulf to Asia).  It will cost $1.5 million 
(30 days x $50,000) per month, or $0.75 ($1.5 million/2 million barrels) per barrel per month to store 2 million barrels of 
crude on a VLCC .

Beyond the tanker expense, additional costs include bunker (or fuel) and electricity, finance costs on the original oil 
purchase, and insurance. Together these costs are approximately $0.25 a barrel per month, so in total, this results in an 
overall cost of about $1 a barrel per month.  Now that this cost has been established, the profitability of tanker storage 
is dependent on the crude oil curve.

Please note that the information herein represents the opinion of VanEck and these opinions may change at any time and from time to time.
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Source: Bloomberg, Poten and Partners. Data as of February 8, 2016.   

$0

$25,000

$50,000

$75,000

$100,000

$125,000

$150,000

$175,000

$200,000

$225,000

2006 2009 2012 2015

Weekly VLCC Rates (Arabian Gulf to Asia) 

http://www.vaneck.com/
http://www.vaneck.com/about-van-eck/investment-teams/van-eck-global/hard-assets/#Halpert
http://www.vaneck.com/mutual-funds/global-hard-assets-fund/class-a/ghaax/Commentary/


vaneck.com  |  800.826.2333

THIS MATERIAL MAY ONLY BE PROVIDED TO YOU BY VANECK AND IS FOR YOUR PERSONAL USE ONLY AND MUST NOT BE PASSED ON TO THIRD 
PARTIES WITHOUT THE PRIOR EXPRESS WRITTEN CONSENT OF VANECK. IF YOU HAVE NOT RECEIVED THIS MATERIAL FROM VANECK , YOU ARE
HEREBY NOTIFIED THAT YOU HAVE RECEIVED IT FROM A NON-AUTHORIZED SOURCE THAT DID NOT ACT ON BEHALF OF VANECK AND THAT 
ANY REVIEW, USE, DISSEMINATION, DISCLOSURE, OR COPYING OF THIS MATERIAL IS STRICTLY PROHIBITED.

Information contained in this presentation is for information purposes only and should not be construed as an offer or solicitation for the purchase or 
sale of any financial instrument, product, or service sponsored by VanEck or its affiliates. This material does not constitute an offer to sell or 
solicitation to buy any security, including shares of any fund. An offer or solicitation will be made only through the fund’s official offering document and 
will be subject to the terms and conditions contained therein.

Hard Assets investments are subject to risks associated with natural resources and commodities and events related to these industries. Commodity 
investments may be subject to the risks associated with its investments in commodity-linked derivatives, risks of investing in a wholly owned subsidiary, 
risk of tracking error, risks of aggressive investment techniques, leverage risk, derivatives risks, counterparty risks, non-diversification risk, credit risk, 
concentration risk and market risk. 

Please note that the information herein represents the opinion of the author, and these opinions may change at any time and from time to time, and 
portfolio managers of other investment strategies may take an opposite opinion than those stated herein. Not intended to be a forecast of future events, 
a guarantee of future results, or investment advice. Current market conditions may not continue.

The information herein reflects prevailing market conditions and our judgments as of the date of this document, which are subject to change.  
In preparing this document, we have relied upon and assumed, without independent verification, the accuracy and completeness of all information 
available from public sources. Opinions and estimates may be changed without notice and involve a number of assumptions that may not prove valid.  
There is no guarantee that any forecasts or opinions in this material will be realized. Past performance is not a guarantee or a reliable indicator of future results.  
All investments contain risk and may lose value. This information should not be construed as investment advice. This information should not be construed 
as sales or marketing material or an offer or solicitation for the purchase or sale of any financial instrument, product, or service sponsored by Van Eck 
Associates Corporation or its affiliates.

© 2016, VanEck

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission of VanEck. 
VanEck, 666 Third Avenue Avenue, New York, NY 10017, vaneck.com, 800.826.2333.

M U T UA L F U NDS  M A R K E T V EC TORS E T Fs / E T Ns  I N SU R A NC E F U NDS  SM A s   A LT E R N AT I V E IN V E S T MEN T S 

In three months (the assumed length of time the crude oil will be stored), if the future oil price is more expensive than 
it is now, the curve is in contango (as seen in the upward sloping curve in the chart below). More importantly, this 
price difference between the May Brent crude contract and the August Brent crude contract is about $2.40 (see chart  
below) so storing crude at current tanker rates does not make sense.

As markets move, the equation changes: for example, if the Brent curve contango widens (meaning the spread 
between May prices and August prices is, say, $4), then there is scope for tanker rates to rise and have still to be  
a profitable transaction.

Therefore, the levels of crude oil stored on tankers are not purely a byproduct of the imbalance between production and 
demand as is widely expressed in the mainstream.  It is crucial to understand that these levels more clearly reflect simple 
economics and the motivation of producer firms and traders to make a profit.
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Source: Bloomberg. Data as of February 8, 2016.   
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