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Over the past year shipowners’ risk mitigation strategies 
have certainly been stress tested. In discussion with 
Lesley Bankes-Hughes, Paratus Maritime CEO and 
founder Gus Majed explains how bunker and freight 
price insurance policies offer an alternative to traditional 
hedging tools – and takes a look at how the fuel sector 
might evolve as shipping switches out of oil to new energy 

Shipping has an ambivalent approach 
towards hedging its marine fuel pur-
chases. For some shipping companies 

who have the size and/or resources to sup-
port an inhouse risk management team 
or work with an external company, hedg-
ing plays a central role in managing annual 
multi-million-dollar fuel spends and secur-
ing some protection against price volatility. 
As a closer look at companies’ quarterly or 
annual results will show, a hedging strat-
egy can provide the required ‘cushion’ for 
fuel price exposure, particularly in peri-
ods of extreme price fluctuation, but this 

isn’t always the case.

Other shipping companies have never 
been persuaded by the ‘benefits’ of hedg-
ing. This could be to do with their corpo-
rate culture – they believe they can ride out 
periods of fuel price volatility through their 
own business acuity. What comes around 
goes around, they would argue. Some ship-
ping players simply do not want to engage 
in the world of futures contracts; it’s not an 
environment that feels comfortable for them, 
and if they do not have any hedging exper-
tise, they may be even more unwilling to 
devolve decision-making on price risk to the 
‘money men’ in a risk management company.

In terms of the ‘to hedge or not to hedge’ 
question, there’s no definitive answer. 
However, over the past year, shipping com-

panies’ fuel price risk management 
strategies have been severely 

tested. Putting hedging 
strategies in place 

to ease the IMO 
2020 transi-

tion was 

always going to be challenging, not only in 
terms of addressing the anticipated mas-
sive price spikes for low sulphur fuel from 
January 2020, but also how to hedge the 
new very low sulphur fuel oils (VLSFOs), 
with their blends of fuel oil and distillate.

As we all know, as predicted, the price 
of low sulphur bunker fuels headed north 
sharply at the start of 2020, but its trajec-
tory was short lived, stymied by the impact 
of COVID-19 on global trade and the asso-
ciated reduction in crude oil demand. IMO 
2020-focused hedging products unravelled 
and while fuel hedgers responded quickly 
with mitigation strategies, damage was done. 
There is, after all, only so much risk that can 
be predicted and provided for, and 2020 pro-
vided a sudden and bruising example of this.

Since WTI’s historic plunge into negative 
territory last April, there has subsequently 
been steady price recovery in the crude oil 
market – and for low and high sulphur bunker 
fuels – but bunker purchasers have been rat-
tled by the past year’s events. Some compa-
nies who have traditionally hedged continue 
to do so, but these are nervous times. In turn, 

the hedging non-believers may be even 
more persuaded of their position, but they 
may also be more receptive to the oppor-

tunity of some form of price protection.
In 2020, Paratus Maritime was 
first to market with a bunker 
fuel pr ice insurance prod-
uct and in January this year 

it announced its parametric 
freight rate policy. The products, 

which have been approved by the 
Guernsey Financial Services Commission 
(GFSC), offer price protection in an uncom-
plicated, ‘no strings’ way: a shipowner set 
his freight rate or bunker price point and 
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when that that is triggered by market price 
movements, the insurance policy pays out.

Paratus Maritime was set up in 2019 by 
Gus Majed, a frontline oil trader for 24 years, 
working at Shell Trading & Shipping, Vitol 
and Hess Energy. He also co-founded Vitol’s 
derivative business along with the commod-
ity trader’s present CEO, Russell Hardy.

The GFSC has also given Paratus 
Maritime permission to offer cover for 
LNG, in addition to European and Asian 
marine gasoil oil and very low sulphur 
fuel oil, so policies will be able to cover 
the growing dual-fuelled vessel sector.

In late April, the company announced 
the f irst individual placements of its 
bunker price insurance policy, in part-
nership with its distr ibution partners 
Gibson Shipbrokers and Price Forbes.

Talking to Bunkerspot in late May, Majed 
gave an update on the shipping market’s 
reception of Paratus Maritime’s bunker 
price insurance policy, and the conversa-
tion also opened up to include his perspec-
tives on the crude oil market, emissions 
trading systems and the future fuel options 
for shipping as owners consider and 
define their decarbonisation strategies.

Majed explains that the catalyst for bunker 
price insurance was to develop a product 
where a company ‘doesn’t have to con-
sider risk management or have the nec-
essary capital to hire risk managers, oil 
traders, and middle and back-office staff.

‘Essentially, it condenses all of that into one 
simple product through a vehicle that everyone 
knows, understands and trusts – insurance.’

The ‘fragmented’ nature of shipping’s 
ownership structures, such as SPVs, 
means that many entities may not be easily 
able to set up hedging lines with banks 
and clearing houses. With the Paratus 
Maritime bunker price policy, Majed says 
that owners who have never hedged before 
are now buying in to its price protection.

The bunker insurance policy offers owners 
flexibility: using it on a monthly basis for 
example, opting for continuous cover or per-
haps looking at it as a form of price bridg-
ing protection between time charters. As 
Majed explains, how owners choose to use 
it is both a function of knowledge – dipping a 
toe in the water, seeing if it works, and then 
making a longer commitment – or related to 
the type of vessel voyage and its duration.

‘It also has to do with a compa-
ny’s balance sheet – how much capi-
tal does it want to deploy at any one 
time – and also the market, and every-
one has a view on the market!’ says Majed.

Launching bunker price insurance last year 

into a shipping market stunned by the impact 
of the pandemic was an interesting move.

‘Everything was heading down last year,’ 
Majed acknowledges, ‘but post-October and 
into the vaccinations we started to have a 
decent rally, and the daily rally seen by Gibsons 
and Price Forbes then grew exponentially.

‘At the end of the day, it’s all about 
being present in the market, and it’s 
an education process, particularly for 
entities who have never been able to 
r isk manage any of their exposure.’

The impact of the pandemic has also 
played havoc with freight rates – wet 
and dry – and Majed highlights that ‘the 
spur of pre-emptive demand [means] we 
have had a huge move in the commod-
ity cycle so refining margins have rallied.

‘You are seeing refiners looking at lock-
ing in some of these weak tanker rates…and 
the corollary to that is that on the dry side 
we are seeing record highs on some routes.’

In terms of Paratus Maritime’s freight rate 
policy, Majed says that: ‘We have tried to 
look at both sides of the market – not only 
to protect against upside moves but also 
to try to do something for the owners, and 
protect some of their balance sheet risks.

‘For example, the owner of a bulk carrier 
fleet is able to protect their downside on, say, 

‘The ‘‘fragmented’’ 
nature of shipping’s 
ownership structures, 
such as SPVs, means 
that many entities may 
not be easily able 
to set up hedging 
lines with banks and 
clearing houses. With 
the Paratus Maritime 
bunker price policy, 
Majed says that 
owners who have 
never hedged before 
are now buying in to 
its price protection’

Gus Majed
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panamaxes or capesize, so that has been fan-
tastic, and we are really pushing hard for that.’

While only about 3% of the shipping 
sector hedges fuel purchases, the percent-
age grows to 60%-100% when talking about 
aviation. Majed thinks that the questions that 
he has previously put to airlines about their 
approach to hedging have real relevance to 
the shipping sector, and also to using bunker 
price insurance as a risk mitigation tool.

‘Ask yourself, are you an oil trading busi-
ness with an airline or an airline with inherent 
price risk? All you need to do is essentially 
indemnify yourself away from the oil market 
and just concentrate on your business.

‘Either you hire the people or you hire 
some sort of cover, and I think that’s 
very much the case for a lot of the ship-
ping community. They do have access 
to the market and now they have access 
through us to manage their exposure.’

Majed also suggests that there has 
been a ‘reluctance’ to engage with deriv-
atives, both at board and procurement 
level, because of accounting methods.

‘A der ivat ive would s i t by i tse l f, 
and if people are of fsetting a physi-
cal gain or loss, then because it sits 
alone there will be fingers pointed. Why 
did you hedge at $55 and not at $50?

‘However, insurance is a cost on 
the balance sheet and so you auto-
matical ly take [that problem] away.’

Ma jed says enqu i r ies for  cover 
are coming in from owners operat-
ing from 5-10 vessels up to 150+.

‘Some of the owners coming onboard 
have said they had always wanted to 
risk manage their exposure but have 
never been able to; they contacted us 
and within two weeks they bound cover.

‘[With price insurance] they don’t have 
to handle the risk; it does all the work for 
you. If there’s a payout, there’s a payout; 
if there’s not, you come back next month.’

Since the price of crude oil – and bunker 
fuel – collapsed at the start of the pan-
demic, there has been a gradual but consist-
ent recovery. At the time of writing, in early 
June, WTI was just over $68 per barrel and 
Brent had tipped over $70. At this juncture, 
Majed says he is ‘incredibly bullish’ on oil.

‘I am very confident that you and I will 
see a $100 Brent again soon,’ he says.

He points to the commodity price rally seen 
after 2008, which was fuelled by $11 trillion of 
post financial crisis liquidity across the sub-
sequent decade. According to Majed, there 
could be 6 to 8 times more liquidity trying 
to find a home after the COVID-19 crisis.

He suggests that oil demand could nor-

malise by 2022, settling at 99-100 million 
barrels a day. But, he says, ‘what I think is 
critical now is entirely on the supply side, 
and the two aspects are capital and divest-
ing capital away from the fossil fuel space 
– which I think is the most important thing.

‘We will ultimately solve it, but I have 
never seen the amount of reduction 
of capex in this space,’ he comments.

The steady exit of shareholders such as 
pension and university endowment funds 
from the ‘fossil fuel’ majors continues apace, 
and is well documented by the world’s media. 
As Majed explains, one consequence of this 
retreat from oil is that the majors, who have to 
discover 5%-6% more oil reserves every year 
to balance natural depletion rates, simply 
don’t have the capital to invest in this effort.

As demand weakens in the near term, 
as, for example, the uptake of electric vehi-
cles gathers pace, oil prices may lose impe-
tus, but Majed suggests that with oil supply 
still constrained because of a lack of capital, 
there is the potential over the next 5-6 years 
‘for an immense up movement on oil price… 
which will then be the final nail in the coffin 
which will completely reenergise the carbon 
market, with carbon prices going up to the 
€100 level to incentivise the carbon market.’

How to approach price risk in a ship-
ping market that is switching out of oil into 
new energy sources – both in terms of 
bunker fuel and cargo – also forms a key 
strand in Paratus Maritime’s business strat-
egy. The GFSC has already given the com-
pany permission to provide cover for LNG.

‘Given the nature and the logistics of LNG, 
I think this one will take time,’ says Majed.

‘But I think LNG will commoditise and 
the pricing will become more active, and 
as soon as the price moves to spot pric-
ing then that will enable the transfer of risk.’

With LNG fuel price insurance already 
in place, Paratus Maritime is primed for 
new business as momentum in this market 

builds, and Majed also views this step 
as ‘a nice segue’ into the carbon market 
and having the ability to offset emissions.

‘The idea is that we will constantly inno-
vate and be able to provide owners with 
the ability to protect themselves through 
very simple and trustworthy products.

‘At the same time, if they wish, they can 
overlay this with a carbon offset, so green fuel 
and green freight will naturally be in there.’

Paratus has now been given permis-
sion by the GFSC to write carbon emis-
sions cover as well, which will allow any 
marine vessel owner or airline to now pur-
chase its emissions policies in addition 
to their fuel and freight price risk cover.

Whether shipping is subject to a carbon 
tax on its fuel and/or becomes part of 

global or regional emissions trading sys-
tems, Majed suggests that: ‘I think we are 
getting to a point where everyone is criti-
cally aware of the emergency, and entities 
would be willing to pay the extra costs if 
there was a genuine solution underneath it.’

As most shipping watchers concede, ves-
sels plying different routes and trades will 
operate on a number of low or zero carbon 
fuels in the future. ‘We need different solu-
tions for, frankly, huge markets,’ says Majed.

‘Which is why we need to go back to where 
we are, which is to have a carbon market.

‘Just imp lement and grow wi th 
that, but the sooner we get on with it 
and discuss the transition the better.

‘Because we did it with IMO 2020 
– where there was a huge discom-
bobulation from a cost perspective – 
and we will get through and solve it.’

Gus Majed, 
Group CEO & Founder, 
Paratus Group

Email: gim@paratusltd.com 
Web: www.paratusltd.com

‘A derivative would sit by itself, and if people 
are offsetting a physical gain or loss, then 
because it sits alone there will be fingers 
pointed. Why did you hedge at $55 and not 
at $50? However, insurance is a cost on the 
balance sheet and so you automatically take 
[that problem] away’

bunker insurance

69www.bunkerspot.comBunkerspot June/July 2021




