Argus White Paper: Sulphuric acid

Low freight and high prices
increase reach of Asian exports
Are 2018 trade flows a sign of things to come?
During the first eight months of 2018, sulphuric acid
produced in northeast Asia reached nearly every
continent across the globe.
Structural changes in the market, from demand, freight
rates, and trader activity has altered the way volumes
are traditionally distributed.
While contract volumes continue to be placed in home
markets, spot tonnes in the hands of trading firms are
increasingly being sold in far-off markets, thanks to
strong demand, lower freight rates and high cfr prices.
High cfr prices and relatively low freight rates have seen
arbitrage opportunities open from Asia to all major
import locations.

Also contributing to China’s ability to switch its focus to
exports is a weak domestic phosphates market.
Environmental inspections and increasing competition
from the Middle East and Africa on finished phosphate
fertilizer product have depressed local production.
All of these factors have come at a time of significant
change in the trading industry, with new entrants to the
market challenging the old guard and the
traditional distribution of volumes.
Incessant demand from Morocco, and its emergence as
a trading partner with Asia, alongside swings in demand
from Chile and India have helped increase prices, with
demand outstripping supply.

The year has so far been extraordinary, not only because
of high prices, but also the knock-on effect this had had,
enticing net importer nations into the export market.

But underpinning the greatest change in volume
distribution have been lower freight rates. Prices on key
routes have been declining since 2015, as a wave of
newbuild ships has come into service.

The key example is China, which, despite having the
largest sulphuric acid production in the world of around
88mn t/yr, is traditionally a net importer.

Cargoes from northeast Asia can be placed in any major
importing nation in the world this year, owing to high cfr
prices amid strong demand.

But full-year 2018 export figures are likely to
challenge its position as a net importer, with exports
estimated at 657,000t in January-July and imports at
522,000t, according to Argus analysis.

During January-August, spot prices in Chile averaged
$93/t cfr, but have since moved to above $120/t cfr.
Prices in India averaged $66/t cfr in the first eight
months of the year, while north African prices averaged
$72/t cfr and Brazilian $93/t cfr. All prices have since
posted increases.

While tightness in seaborne merchant markets helped
create opportunities for marginal exports, like that of
China’s to rise, it was mostly a function of demand.
Exports from both South Korea and Japan are up year on
year.

Fertilizers
illuminating the markets
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Figure 1: Snapshot of freight rates on selected routes in January-August
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Newbuild capacity, lower freight rates and open arbitrages
Investment in stainless steel tanker capacity
ballooned in 2009-11, amid exceptionally low cost
financing in the wake of the financial crisis.
By 2015, the first wave of newbuild tankers was hitting
the water, and along with changes in demand, freight
rates on key sulphuric acid routes started to decline.
Shipbroker estimates for the increase in deadweight
tonnage (dwt) indicate that more than 5mn t will have
been added to the global stainless steel tanker fleet
in 2015-19. The largest additions were in 2016-17, with
1-1.4mn t added each year.

The increased competition for business saw freight rates
decline and long-haul and irregular routes became more
attractive to trading firms that not only had the contacts, but
also the financing to serve new entrants to the market.
Now in 2018, the tight availability of sulphuric acid from
traditional loading ports, coupled with lower freight rates has
seen an increase in fixtures with two-port loadings. Trading
firms with positions in numerous markets have been able
to procure full cargoes by employing a degree of creativity.
Ships loading part cargoes in Japan or South Korea and
additional tonnes in China have been noted this year, sailing
as far as Africa and the Americas.
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Figure 2: Market share for 4,000-30,000 dwt stainless steel vessels
4,000–30,000 DWT market share

MOL - 9.5%

Fairfield - 7.9%

Stolt Tankers - 9.5%

Odfjell - 7.7%

Womar - 6.5%
Hansa - 5.3%

MTMM - 4.7%

Nordic - 4%

Ace-Quantum - 4.5%

Ultranav - 3.7%

Chembulk - 4.4%

Zodiac - 3.1%

Tatsumi
Navig8
Koyo Kaiun
Chemship
Team Tankers
Greathorse
Celsius

De Poli
Essberger
Serromah
Odfjell/CTG
IMC/Aurora
Iino Marine
Saehan

Nippon
Dorval
Sinochem
FSL Trust
Marnavi
Stalwart
Wilmar

PVT
Taihua Ship
Management
Hicri Ercili
Bay Crest

While MOL Chemical Tankers and Stolt-Nielsen have the largest share of stainless steel vessels and total dwt, the most active
carriers
of sulphuric acid globally are Odfjell, Fairfield, Womar, MTMM and Hansa.
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Because
of the long lifespan of ships, the tanker market is expected to remain oversupplied for some time. But fewer newbuild
orders
and
an
anticipated
rise
in
vessel
scrappings
owing
to
new
environmental
rules,
will
eventually
lead
to
a
rebalancing.
Copyright © 2018 Argus Media group

White Paper: Low freight and high prices increase reach of Asian exports
Copper and fertilizer - Chile, Morocco and India

Figure 3: Top 5 seaborne import nations

The largest import nation by seaborne trade, Chile looks
on track to import close to Argus’ forecast of 2.75mn t in
2018, with imports to August at 1.83mn t.
Recent high copper prices encouraged mining firms to
increase output in the world’s largest copper-producing
nation. Firms are eager to keep operating rates high at
solvent extraction electrowinning (SX-EW) sites, with the
oxide ore deposits set to decline in the next 8-10 years.
But once the oxide resources are depleted, demand for
sulphuric acid imports will drop significantly, opening
up a new trade shift.
Freight on the South Korea/Japan to Chile route started
declining in 2015, partly as a function of lower demand
from the region as SX-EW operations made cutbacks
amid weaker copper prices, but also as newbuild
tankers came into service.
The decline in freight rates from northeast Asia to Chile
brought the cost of a typical 19,000 dwt tanker to similar
levels of the purpose-built combo vessels. The vessels
which can hold either 50,000t of copper concentrate or
30,000t of acid were previously the lowest cost vessels
delivering acid to Chile, because of the back-haul copper
concentrate cargo. But during 2016, when Chile reduced
acid demand, some of these vessels were deployed to
Asia Pacific import markets, and occasionally without a
return haul cargo.
This year however, the combo vessels, as well as a
swathe of tankers have been employed on the northeast
Asia-Chile route. Deliveries from Japan and South Korea
in the first eight months of the year are at the highest for
the period since 2013.
The addition of Chinese volumes in the Chilean market
has been mostly a function of demand, helped by
attractive freight rates for larger vessels. Chile received
120,000t of Chinese acid in January-August, the secondlargest destination for the material.

Moroccan phosphate dominance and Indian
demand swings
In the space of a decade Morocco increased its
sulphuric acid imports from less than 100,000t in 2008,
to an expected 1.7mn t this year.
Japanese, Chinese and Indian volumes first arrived in
Morocco in 2016, but mostly owing to oversupply in
Asia and Morocco’s position at the time as the outlet of
choice for distressed volumes.
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Figure 4: Freight rate decline opens arbitrage opportunities
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At the time, deals were concluded at significant
negative netbacks for sellers. But the picture in 2018
and going forward looks different, with the regions
expected to deepen their ties.
While the long-haul route from South Korea/Japan to
Chile is well trodden, the Moroccan flows are only now
increasing in regularity. Freight rates on the 34-day journey from Onsan, South Korea to Mejillones, Chile were
in the $50s/t during much of the year. Compare that to
the Onsan to Jorf Lasfar, Morocco route, which is marginally longer, but owing to back-haul cargo options, and
higher frequency of large Chinese cargoes moving on the
route, is attracting the same, if not lower rates on some
cargoes.
Morocco is expected to provide support to the sulphuric
acid market in the coming years, as it continues to
embark on its ambitious phosphate production
expansion plan.
On the other side of the coin, demand from India –
another fertilizer production based importer – has been
spurred by domestic production shortfalls. During the
first half of 2018, Indian exports reached Morocco, Brazil
and elsewhere in Asia. But an unexpected shutdown of
the country’s largest smelter saw buyers scramble to
secure volumes, and full-year imports are expected to
near 1.4mn t.
Freight rates on the northeast Asia to India route also
trended downwards from 2015, and were under pressure
from swing tonnage from the chemicals, clean oil
products and edible oils markets.
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Outlook – trade ties and trader competition
The continuation of Asian volumes into global import
markets will be contingent on high prices and demand
in the key regions of Chile, Morocco and India, as well as
Brazil and strategic southeast Asian markets such as the
Philippines. Maintenance in Europe and Latin America in
2019 should offer support for Asian volumes searching
for long-haul options, while the US is expected to import
more Asian volumes when the first import terminal
comes into play on the west coast next year.
There is some optimism for ship owners/operators that
some firming in bunker prices, new IMO rules, and
thinning out of newbuild order books will see the freight
market start to rebalance after 2020. But any increase in
freight rates will have flow-on effects for the long-haul
markets.
Trading firms have undergone significant changes in the
2016-18 period, with a number of consolidations as well
as new market entrants. Trading firms were particularly
subject to the changes in the market, as larger buyers
attempted to do more direct business with producers.
But despite this, more trading companies have emerged
and the competition between them has helped lift fob
values, as well as widen the available pool of potential
buyers for those volumes.

Contact us: If you would like to discuss our fertilizer coverage
in more detail please contact us fertilizer@argusmedia.com
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