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Another Singapore oil
trader involved in shady
deals, HSBC says
HSBC Holdings has
alleged that
Singapore oil trader
ZenRock
Commodities Trading
was involved in a
series of “highly
dishonest
transactions” that
included the
company using the
same cargo of oil to obtain more than one loan
from banks, according to court documents seen by
Bloomberg.
Europe’s biggest lender filed an application to
Singapore’s High Court on May 4 to put ZenRock
under so-called judicial management, a form of
debt restructuring in which a third party runs the
company. The bank said it has lost confidence in
See Page 2

Saudi Arabia triples VAT to support Covid-19, oil-hit economy
Saudi Arabia is tripling its value added tax (VAT) as part of austerity measures to support its
Covid-19 and oil-battered economy. The government in Riyadh also said it will suspend its
cost of living allowance to shore up state finances. The oil-rich nation has seen its
income plummet as the impact of the pandemic has forced down global energy prices.
The kingdom first introduced VAT two years ago as part of efforts to cut its reliance on world
crude oil markets. Saudi Arabia’s state news agency said VAT will increase from 5% to 15%
as of 1 July, while the cost of living allowance will be suspended from 1 June. The
allowance of 1,000 riyals (RM1,157) per month to state employees was introduced in
2018 to help offset increased financial burdens including VAT and a rise in the price of petrol.
“These measures are painful but necessary to maintain financial and economic stability over
(the) medium to long term... and overcome the unprecedented coronavirus crisis with the
least damage possible,” Finance Minister Mohammed al-Jadaan said. The announcement
came after state spending outstripped income, pushing the kingdom into a US$9
billion (RM39 billion) budget deficit in the first three months of the year. That’s as oil
revenues in the period fell by almost 25% from a year earlier to US$34 billion (RM147.4
billion), pulling down total revenues by 22%.
(See also “Twin shocks threaten Saudi grand reform plans” on page 6)
11 May 2020, BBC News1
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the management of the
company and its ability to pay
its debts to the bank, which
amount to almost US$49 million
(RM212.4 million), according to
the documents. HSBC said it
cannot discuss matters under
legal proceedings. Nobody from
Singapore-based ZenRock
responded to multiple attempts
to seek comment via calls and
messages.
HSBC said it has reason to believe that ZenRock provided false and/or fraudulent
transaction documents in its loan applications to the bank. It also said it believes the
trader may have wrongfully diverted payment of funds that should have been paid directly to
the lender “and/or dissipated these funds beyond the reach of the bank”.
HSBC said it understands that the company’s total debt to institutional lenders stands at
about US$165 million (RM715.1 million), according to the documents.
In response to market speculation over its financial status, ZenRock released a statement
last month saying it’s not under statutory restructuring or insolvency protection. The
Singapore-based company is operational and is working with other creditor banks to
negotiate a consensual restructuring, a person said on May 6.
HSBC’s allegations come in the wake of some high-profile cases in recent years of banks
being hit by traders using the same commodities as collateral for several loans. In one of the
industry’s most notable cases, Standard Chartered and Citigroup in 2014 lost millions after a
Chinese metals trader pledged the same stockpile three times.
HSBC and other banks are stepping up efforts to avoid further
losses related to commodities trading after the downfall of Hin
Leong Trading (HLT), the storied Singapore oil trader that
owes 23 banks almost US$4 billion (RM17.3 billion). HSBC
has the most exposure to Hin Leong as part of its US$2
billion (RM8.67 billion) oil-trading loan portfolio.
ZenRock was established in 2014 in Singapore by a group of
veteran oil traders including Xie Chun (picture, right) and Tony
Lin. Xie used to work for Unipec, the trading arm of Chinese
state-owned oil titan Sinopec, and Lin was previously at Vitol SA,
the world’s biggest independent oil trader. The company traded
more than 15 million tonnes of oil and petroleum products last
year, according to its website. Its business spans from trading to
risk management and market research, and has offices in
Singapore, Shanghai, Zhoushan and Geneva. The firm posted
revenue of US$6.15 billion (RM26.7 billion) in 2018,
compared with US$1.24 billion (RM5.27 billion) in 2016, according to its latest annual
financial statement on Singapore’s accounting regulator website.
7 May 2020, Bloomberg2
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Oil rising again,
thanks to Saudi
Arabia price
increases
Saudi Arabia is raising
prices on oil, and it’s
helping restart the oil rally
that stalled on May 6 . This
is the latest sign that global
oil production cuts are
having the desired effect.
Fears are fading that
production will outpace
demand so dramatically
that the world will run out
of places to put all that
excess oil. Brent crude
futures rose 5.9% to
US$31.46 (RM136.35).
West Texas Intermediate
crude futures were up 9.1%
to US$26.17 (RM113.40).
Oil futures have been
rallying in May after a steep
drop in April that briefly
took prices below $0. So
far this month, WTI is up
40% and Brent crude is
up 25%. The new optimism
has been inspired by
changes on both the supply
and demand side of oil –
firms and countries have
cut production to reduce
supply, and Covid-19
lockdowns are lifting
around the world, which
spurs demand.
“While there is still a
massive glut of oil, we
believe that the global oil
market is entering an
inflection phase, where
rebalancing has started,”
J.P. Morgan said.
7 May 2020, Barrons
Full report:
https://www.barrons.com/articl
es/as-buffett-waits-other-valueinvestors-buy-see-9-of-theirpicks-51588952955
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With oil prices depressed, China
presides over a buyer's market
As the Covid-19 pandemic obliterates energy demand,
China is revelling in a buyer’s market. It has not been shy
about squeezing suppliers. In March Kazakhstan’s Energy
Minister said the country had reduced gas exports to China
by between 20% and 25%, at China’s request. China
National Offshore Oil Corp (CNOOC) reportedly invoked
force majeure to halt liquefied natural gas (LNG)
shipments from BP, Royal Dutch Shell and Total, three
European supermajors.
Chinese buyers have also been opportunistic. Although car,
freight and plane travel dropped in the first quarter, crude
imports rose by 5%. Neil Beveridge of Bernstein, a research
firm, estimates that about 200 million barrels of oil went
into storage in China in the first three months of the year,
as the government, refiners and other buyers stocked up on
inexpensive oil. Refineries lifted run rates in March, benefiting
from the gap between cheap imported crude and domesticprice floor of US$40 (RM173.40) a barrel, that ensured a
higher margin for refined products.
Oil suppliers continue to look to China, which has eased its
lockdown before other markets. “China is leading demand
at the moment, so everyone is trying to sell into that
market,” says Ben Luckock of Trafigura, a trading group.
Even as Covid-19 depressed global energy demand,
seaborne oil exports to China in April reached a record
level and were 25% higher than last year’s average,
according to Kpler, a market-data firm. On May 1,
independent refineries known as “teapots” were processing
more crude oil than in December.
It is unclear if China will remain a bright spot. Despite
analysts’ efforts to track outlines on storage tanks, no one
knows precisely when China’s oil stocks may near its capacity
to store it. The International Energy Agency expects
Chinese demand to be tepid in the second half of the
year. Crude imports are going to have to slow down a bit to
run down stocks, S&P Platts Analytics pointed out.
Meanwhile competition to sell to China continues. Saudi
Arabia posted steep discounts for crude heading to Asia in
May; rivals are nervously awaiting Saudi prices posted for
June. Complicating the outlook for gas exporters to China, the
government is keen to support domestic gas and the cost of
Chinese wells has dropped. The American Petroleum Institute
(API) is urging officials to lean on China to import more
American oil and gas, in a recent trade deal.
7 May 2020, Economist3
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Negative oil is positive for clean power
One word explains oil’s recent crash to
negative prices: inertia. Those barrels
in the pipeline, and the forces that put
them there, don’t respond quickly to
sudden change. That matters in a real
way for a defining competition of the
energy transition: Oil versus electricity.
Electricity markets deal with this issue
frequently for the simple reason
storage isn’t usually an option; storing
electrons at scale remains expensive.
The power market must balance in real
time, and the increasing penetration of
renewable energy complicates that, as
the sun shines when it shines and the
wind blows when it blows. Moreover,
without fuel to burn, the marginal cost of wind and solar power is effectively zero,
meaning it can make sense to simply offload negatively priced electrons.
Covid-19 provides an extreme reminder of the risks of taking demand growth for
granted in the face of climate change and a backlash against globalisation. While
cheaper oil supports demand, it won’t create whole new forms of consumption.
Electricity has an inherent edge in that respect: Spare electrons tend to invade or even
create markets. Back in the 1930s, building the colossal Grand Coulee hydroelectric dam
on the Columbia River was regarded as “insane”, given the lack of demand for power in the
then-sparsely populated Pacific Northwest. As it turned out, within a decade, the dam’s
output was smelting enough aluminum to build half the US Air Force.
A barrel of oil isn’t a product in its own right; it’s an input to other processes. Even
free oil isn’t free, since it needs physical transformation to be useful. Electrons, meanwhile,
arrive at an end user ready to go: a finished input into lighting, refrigeration, data
processing, arc welding, whatever, and no matter what the scale. It’s as useful to an
aluminum smelter as to a Tesla as to an electric toothbrush.
This flexibility extends to curtailing or reassigning electricity supply, which can be done
without nearly the same stress on the system as for oil. A power plant can reduce or shut off
capacity, or isolate or give away its output. There is a cost involved and technical constraints
on ramping up and down for coal and nuclear plants in particular. But no one says the plant
can’t ever come back on. Plus, there is inherent flexibility and resiliency in a connected grid
with multiple generation sources.
At the heart of all this are emissions and climate change, where inertia will ultimately undo
us. There is now real potential for abundant, zero-emission electrons to compete with
fossil fuels. Electricity can displace hydrocarbons in Europe’s transport, buildings,
and industrial sectors and cut greenhouse gas emissions by 60% in the next three
decades. Investment in domestic power is well-suited to post-Covid economic recovery
plans and increasingly fractious energy geopolitics. While we worry about the fragility of
petro-states, electro-states aren’t even a thing.
11 May 2020, Washington Post4
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Oil won't get post-virus lift from public transport
There’s one hope for oil
market bulls facing into
the abyss of the 9.3
million barrels-a-day
demand slump from the
spread of Covid-19: The
aftermath will see a
renaissance in car-driving.
People will use public
transport less because
of fears about picking
up infection on crowded
trains and buses.
There’s an intuitive logic
to that proposition, and
even signs that it might be backed up by data. Chinese cities are already seeing traffic jams
on a par with pre-coronavirus times. With the pandemic still raging, the United States Energy
Information Administration’s (EIA) weekly petroleum status report has been showing a pickup in gasoline consumption since its lows last month, though it’s still running 40% below
where it was a year ago.
Unfortunately for oil bulls, there have been plenty of other incidents in recent decades
which might have made people give up public transport for cars, and in every case,
the impact has been brief and limited.




In 2003, severe acute respiratory syndrome (SARS) swept through Hong Kong.
Public transport usage dipped but soon resumed its upswing. Before Covid-19, its
mass transit railway was running at around double pre-SARS levels.
After terrorist attacks on rush-hour public transport in Madrid in 2003 and London two
years later, ridership dipped temporarily but cars failed to capitalise on the shift.
In 1995, the sarin gas attacks in Tokyo made barely any perceptible difference to
public transport use, even in the short term.

In rich countries, oil demand peaked all the way back in 2005, and the International Energy
Agency expects consumption of gasoline, which makes up the largest slice of the barrel, to
peak in the late 2020s even under current policies.
If anything, we're likely to see more people switch away from driving in the near future. A
greater distance of metro rail is being built in the decade through 2022 than in the 150
preceding years, mostly in Asia. Electric cars and ever-tightening fuel efficiency standards
are also ensuring that the cars on the road use less and less fuel.
Even BP, which could be expected to take a bullish view of things, sees just 2.3 million
barrels per day of road fuel demand growth between now and a peak in 2035. Over the past
decade, that segment grew by 7.8 million daily barrels.
With the lockdown likely to put a hole in jet fuel demand for the next couple of years, the
window in which oil demand might resume its upward growth before starting terminal
decline is looking perilously short. Oil producers shutting down output to cope with
the current supply glut may find they never get a chance to reopen.
11 May 2020, Bloomberg5
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Twin shocks threaten Saudi grand reform plans
When Saudi Crown Prince Mohammed bin Salman
unveiled his bold economic reform plan, 2020 was
supposed to be the year when a first round of key
targets were to be met, including reducing
unemployment, increasing non-oil revenue and
creating private sector jobs. Now it threatens to
slams the brakes on his ambitions as the twin shocks
of Covid-19 and collapsing oil prices force the
government to radically reconsider its priorities.
Finance Minister Mohammed al-Jadaan has unveiled
a new round of austerity measures on Monday, including slashing capital and operating
expenditures (see front page). With the spectre of deeper spending cuts looming, some of
Prince Mohammed’s flagship Vision 2030 projects to reduce the kingdom’s dependency
on oil – such as a US$500 billion (RM2.17 trillion) futuristic city called Neom (picture), a
high-end Red Sea tourism development and a vast entertainment and sports complex
– risk becoming victims of the belt-tightening.
The episode was indicative of the delicate balance facing policymakers as they seek to
protect foreign reserves and ease the economic pain on Saudi businesses and workers. The
public sector is the main employer for Saudis and the state’s wage bill accounts for
about half the budget, while capital expenditure accounts for 17%. But any reductions
to salary packages are politically sensitive. Three years ago, the government reversed cuts
to civil servant benefits after a backlash.
One person familiar with policymakers’ conversations in Riyadh said there were two camps:
one that felt there needed to be swingeing cuts to keep the ballooning fiscal deficit in
check and preserve foreign reserves, and another that believed the belt-tightening
should be accompanied by some countercyclical spending to offer a lifeline to the
private sector.
Even as reforms are instituted to make the kingdom more resilient to shocks, government
spending – fuelled by petrodollars – remains the prime driver of economic activity. New
sectors Riyadh was betting on, including entertainment and tourism, have been
frozen as domestic and global travel have been curtailed. Farouk Soussa, chief Middle East
economist at Goldman Sachs, estimated Riyadh would need to rein in spending by about
15% of gross domestic product to manage the crisis and preserve its reserves if oil
prices remained at current levels indefinitely.
When the Finance Ministry launched a US$32 billion (RM138.7 billion) rescue package to
support businesses in March, the government had raised its debt ceiling from 30% of GDP to
50% and would borrow rather than tap the reserves. Last month, the government said it
would need to borrow again – an additional US$26 billion (RM112.7 billion) – and could draw
down up to US$32 billion (RM138.7 billion) of its reserves.
Economists predict the Saudi riyal’s peg to the US dollar would face pressure if foreign
reserves dropped to about US$300 billion (RM1.3 trillion), the level needed to cover the
kingdom’s outstanding riyal obligations. After the last oil slump in 2015, Saudi reserves
plummeted from US$726 billion (RM3.15 trillion) to about US$500 billion (RM2.17
trillion). In March, they fell US$24 billion (RM104 billion) to about US$470 billion
(RM2.04 trillion), the largest monthly decline on record. Riyadh pledged to maintain the peg.
11 May 2020, Financial Times6
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Bulls call bottom in oil market but are they right?
The current year is likely to go down
in the annals of stock trading as one
that set the biggest records, both
good and bad. It took a mere 20
days for the Dow Jones to descend
into bear territory, making it the
fastest slide in the history of the US
market thanks to the ravages of the
worst pandemic in modern history.
That’s lightning-fast, considering that bear drawdowns over the past century have averaged
over 156 days. Yet, the stock market has staged an almost equally sharp countertrend
rally, managing to retrace nearly half of its losses in just 15 days.
Mega-cap growth exchange traded funds (ETFs) such as the iShares S&P 500 Growth ETF,
Vanguard Megacap Growth ETF, Invesco S&P 500 Top 50 ETF, and iShares S&P 100 ETF
have been seeing the biggest inflows, with a heavy weighting toward technology and
tech heavyweights such as Apple, Amazon, Microsoft, Alphabet and Facebook.
The curious thing is that investors are also betting heavily on two of the hardest-hit
sectors: Energy and airlines. The energy sector’s most popular benchmark, the Energy
Select Sector Fund has gained 60% from its March 23 low, a level last touched in December
2003, with the fund’s shares outstanding climbing 45% in April alone. Meanwhile, the airline
sector’s proxy, US Global Jets ETF – a fund consisting mostly of American airline stocks –
has climb from 1.5 million shares at the end of March to more than 40 million shares now.
You can hardly fault the bulls, though, with crude oil on track to finish the best week in
history. WTI Crude oil futures for June delivery have rallied 31% since Monday’s to
US$24.04 (RM104.20) per barrel last Friday, the biggest one-week gain since 1983. The
meteoric rise can be pinned on four factors:





Early signs of an oil demand recovery, particularly in the United States;
OPEC+’s over 9.7 million barrels production cuts coming online in May;
Rapid curtailment by US producers to the tune of over one million barrels; and,
Saudi Arabia raising its official oil selling prices after lowering them two months
ago following fisticuffs with the US over market share.

But maybe the oil bulls need to pump their brakes. Not everybody is buying the bullish
narrative, with that much is evident from the market's biggest safe haven commodity: gold.
The gold market has continued its epic rise despite drastically lower demand in the
key markets of China and India. Shares in the largest gold ETF, SPDR Gold Shares have
climbed 12.8% in the year-to-date, their highest since 2013 with the fund now boasting total
assets worth a staggering US$57.8 billion (RM250.5 billion). It’s smaller brethren, the
iShares Gold Trust have rallied 13.2% YTD, making gold one of the very few commodities in
the green this year.
Powerful stock market rallies are seldom accompanied by similar moves in the gold
market. It appears that gold punters are counting on tensions between the US and China
over the former’s criticism and accusations of the latter’s handling of the ongoing pandemic
to escalate into something worse – maybe as bad as the Cold War. Although the worst in the
oil market seems to be in the rearview mirror, the market is hardly out of the woods.
10 May 2020, OilPrice.com7
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Oil plunge, Covid-19 fuel Alaska budget crisis
Plunging oil prices have taken a
devastating toll on the economy of Alaska,
one of the last American territories to gain
statehood and among the most sparsely
populated, at the same time its leaders
grapple with the Covid-19 pandemic that
has shut down businesses and slashed
employment nationwide.
It was a harsh blow, given that oil and gas
are responsible for about 16% of state
revenue and tied to 77,000 jobs with
US$4.8 billion (RM20.8 billion) of wages a
year. Industry labourers – about 30% of
whom are non-Alaska residents – make
an average of US$148,000 (RM676,760)
annually, or 2.7 times the state’s typical
wage earner.
The worst isn't yet over. The state’s
number-crunchers predicted in early April
that oil revenue would drop by US$527
million (RM2.28 billion), to a level of
nearly US$1.1 billion (RM4.44 billion), as long as Alaska North Slope crude averaged
US$51.65 (RM233.85) a barrel in the last two months of Alaska’s fiscal year, May and June.
The impact now seems likely to be harsher. The Department of Revenue (DOR) predicts
income could be down at least an additional US$100 million (RM433.4 million), following a
sharp drop in prices after the earlier report was published. Alaska’s oil revenue comes from
a production tax, corporate income tax and royalties, and every price change of US$1
(RM4.33) per barrel causes a US$25 million (RM108.35 million) swing in revenue.
While 2020’s final reading is difficult to gauge due to the sharp drop in oil prices and
changes in production levels, the DOR projects oil revenue in fiscal year 2021 – which
begins in July – will fall to US$716.6 million (RM3.1 billion). That forecast assumes a
price of US$37 (RM160.40) a barrel for Alaska North Slope crude and production of 512,430
barrels per day (bpd). On Friday, production forecast for 2021 was lowered to 479,729 bpd.
Alaskan Governor Mike Dunleavy said the State was undergoing a renaissance prior to the
Covid-19 pandemic and the Saudi-Russian price war, pointing to billions of dollars of new
investment, which was expected to raise production to 775,000 bpd, and the
discovery of millions, if not billions, of barrels of oil. Thirty years ago, Alaska’s prized
wells were the crown jewels of North America, pumping out two million barrels per day. Now
they are producing 500,000 barrels, or 25% of their 1988 peak. The price of the crude
produced has plunged 67% to US$22.38 (RM99.16) per barrel this year. Last month, it
briefly dipped below zero before rebounding to about US$17 (RM73.68).
Typically, Alaskan crude trades at parity with Brent, the international standard, but a sharp
drop in demand from the Pacific market, and the West Coast of the US in particular, has it
trading at a US$10 (RM4.33)-per-barrel discount. Inventory at Valdez oil hub has swelled
to 4.2 million barrels, or 64% of its 6.6 million-barrel working capacity.
10 May 2020, FoxBusiness8
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Oil has rallied again. Here is why it won't last
Oil prices have rallied as traders believe the depths of demand destruction may be coming to
an end with economies beginning to reopen. But some analysts are warning that the oil
price rally may be premature. West Texas Intermediate (WTI) prices have doubled from
US$12 to US$24 (RM52 to RM104) in a little over a week. There is evidence that demand
has bottomed out and has begun to rise from recent lows. US gasoline demand has
ticked up for two consecutive weeks, rising from 5.31 million barrels per day (mb/d) in midApril to 6.66 mb/d on May 1.
On the supply side, shut ins plus the OPEC+ deal have taken enormous volumes off of the
market. Oil production in United States has declined by 1.1 mb/d since the end of March,
dipping below 12 mb/d at the start of May. “While it was still at rock bottom only two weeks
ago, with everyone talking about the negative WTI prices and overflowing stocks, the
optimism can now be sensed everywhere,” Commerzbank said.
The rise in oil prices mirrors the rally in broader financial markets. The Dow Jones Industrial
Average is up nearly 30% since mid-March. The Federal Reserve has funnelled trillions of
dollars into stocks and bonds. But alongside financial market exuberance, nearly 33 million
people have filed for unemployment. Small businesses everywhere are getting
decimated. There is a growing chasm between financial markets and the real
economy, a gap that is unsustainable.
There is something similar playing out in the oil and gas sector. Energy stocks have made
huge gains since March, even as the market remains horribly depressed. And oil prices have
rallied despite storage levels continuing to fill up. Sub-US$30 (RM130) WTI is terrible for
the oil industry but the sharp price increases from just two weeks ago are hard to
ignore. “We believe that the current euphoria on the oil market is premature,” Commerzbank
warned. Pointing to the December WTI contract rallying to US$33 (RM143) per barrel on
Tuesday, the investment bank said there is limited upside from here.
The exuberance in natural gas markets, such as it is, may also be overdone. Nymex
natural gas prices traded below US$2 (RM8.67)/MMBtu (million British Thermal Units) for
much of 2020 so far, but rose by more than 30% since mid-April to a recent high of US$2.13
(RM9.23)/MMBtu on May 5. The reasons for the rally have a lot to do with shut ins in
the Permian, and expected curtailments of associated gas production, plus an
explosion of the Tetco gas pipeline.
“While we do believe that an increase in production declines expectations in this period
justifies higher gas prices than the US$1.65 (RM7.15)/mmBtu the front of the curve showed
three weeks ago, we believe summer 2020 NYMEX (New York Commodities Exchange) gas
prices have overshot,” Goldman Sachs said in a note.
But the rally for crude is more glaring. “The question is not if prices would stop rising, but
when,” Goldman Sach Head of Oil Markets Bjornar Tonhaugen, said. He noted that shut ins
have helped ease the glut, but that there is still an imbalance. More supply curtailments will
be necessary. “Oil prices will very likely fall further as we move through May until more shutins complete the puzzle,” Tonhaugen concluded.
There will be multiple lasting scars from the current crisis that will take years to resolve.
“Over the last four months inventories would risen by over 1,300 million barrels, some
non-OPEC supply will be shut-in and the OPEC+ group will have over 8mb/d of spare
capacity. These overhangs will keep prices highly depressed,” Standard Chartered said.
10 May 2020, rt.com9
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Oil storage in America rears
ugly head again
Storage vs demand,which will win? So far, it looks
like it’s storage that will determine the direction for
oil prices in the near term. Optimism that United
States will be coming out of Covid-19 lockdowns
will start the ball rolling on fuel demand, sent
crude prices up for a second straight week. The
problem was the gains on the West Texas
Intermediate – 25% last week, after 17% the
previous week; and a total of 100% from the lows of
10 days ago – seemed too much for whatever
nascent recovery would come.
Storage of crude has, meanwhile, grown with little
letup. About 70 Very Large Crude Carriers (VLCCs)
supertankers ships have been stationary for at least
four weeks in international waters, shipbroker
Gibson said. That proves that the “contango play” in
oil – where the discount in crude’s front-month
versus the nearest contract makes the commodity
worth for storing – could be revived.
West Texas Intermediate’s (WTI) front-month June
contract was at a discount of less than US$1.30
(RM5.63) to July WTI while its London-traded peer,
July Brent was less than US$1.10 (RM4.77) to its
August contract. The WTI contango was about 20
times larger less than three weeks back when US
crude fell to its first-ever negative pricing toward the
expiry of its then May front-month.
While another fate like that might not befall the
current front-month, the growing storage for US
crude is beginning to spook some in the market.
Some 28 tankers with Saudi oil, including 14
VLCCs carrying a total of 43 million barrels,
have started arriving on the US Gulf and West
coasts in stages. The Saudi flotilla will join dozens
more tankers waiting to unload in US ports. Some
34 tankers are off the US West Coast, laden with
about 25 million barrels of crude. Another 31,
carrying a similar load, are waiting to unload at
the Gulf Coast.
While crude builds have slowed in Cushing,
Oklahoma – the delivery point for expiring US West
Texas Intermediate crude contracts – the hub itself
is just about 11 million barrels to hitting capacity.
And most of the space in Cushing has been leased
out already, according to industry experts.

Oil producers may
ditch old FPSO
offshore projects in
this downturn
The swift oil price crash caused by
the Covid-19 pandemic will reduce
the combined free cash flow of
floating production storage and
offloading (FPSO) fields, which
have produced above three
quarters of their original resources
at just US$2.20 (RM9.53) per barrel
this year. This is a jaw-dropping
decline from 2019’s US$11.10
(RM48.11) per barrel, a Rystad
Energy impact analysis reveals.
“We also estimate that 40% of the
96 assets which have produced
more than 75% of their original
resources will end 2020 with a
negative cash flow. Given our
base case oil price outlook, with
prices recovering next year and into
2022, free cash flow will climb back
to 2019 levels,” says Aleksander
Erstad, of Rystad Energy.
However, as these mature fields
see production stagnate, free cash
flow will quickly return to a decline,
ultimately threatening the
profitability of many FPSO assets. A
concern arising for operators is
whether the profitability of
producing fields will degrade to
such an extent that prematurely
shutting down ageing fields will
prove to be the most rational
decision Erstad added. Field
economics alone are causing
headaches for many FPSO
operators, but other challenges
might also compound the problems.
11 May 2020, OilPrice.com
Full report:
https://oilprice.com/Energy/CrudeOil/Oil-Producers-May-Ditch-Old-FPSOOffshore-Projects-In-This-Downturn.html

11 May 2020, Investing.com 10
10

https://www.investing.com/analysis/commodities-week-ahead-oil-storage-rears-ugly-head-again-200524216
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Why oil isn't likely to go negative this month
In the days after the oil price first plunged last
month, some analysts predicted it could happen
again because the dynamics in the market
weren’t expected to change. But that now looks
increasingly unlikely, both because of the
dynamics of crude trading and because the
oil market isn’t in as dire straits as it was two
weeks ago. West Texas Intermediate (WTI)
crude futures have rallied over 40% this month,
to above US$23 (RM99.70) a barrel.

“No June contract
will not go negative.
It might see some
weakness but the
panic is over.”

Richard Redoglia
Covid-19 shutdowns have led to reduced oil
demand so oil producers have nowhere to put the
CEO of Matrix Global, which runs
oil they are pumping out. Instead of refining it into
auctions for crude storage space
gasoline, they are putting more of it into storage.
So storage is still tight in Cushing, Oklahoma oil
storage hub. People holding June futures won’t find much storage available for purchase.
But other dynamics make a negative prices less likely. For one thing, traders know that
negative prices are theoretically possible. Before April, it wasn’t clear to many traders
that negative prices were possible; the Chicago Mercantile Exchange adjusted its
computer systems to allow for normal trading at negative prices in April. “The element
of surprise is gone,” CFRA Research analyst Stewart Glickman said.
This week sees the expiration of the May contract, with more than 100,000 open
contracts (one contracts is 1,000 barrels) still trading. Many probably expect to be
able to sell them or roll those contracts over to the June contract. From May 11, no one
will touch the May contracts because they will be trading at a deep discount to the June
contracts. The pattern is known as contango, where oil set for delivery in future months
is worth more than it is today, because people expect more people to be using oil in
the future (in this case, because Covid-19 shutdowns are expected to ease).
Oil is still in contango today, but it isn’t nearly as steep as it was then. At its height, the
spread between the June and July contract was about US$6 (RM26). Today, that
spread is less than US$2 (RM8.70). Open interest in the June contract is at less than half
the level it was for the May contract at the same point, Dutch banking and financial services
unit, ING, said on May 7. That has made the June contract less precarious. If most traders
move out early, there won’t be many stuck looking for storage on the date of expiration again.
The new dynamic suggests that “market participants who do not have the capability
to take physical delivery will likely not hold their position in the final days of the
contract’s life,” said Warren Patterson, head of commodities strategy at ING.
Beyond the trading dynamics, the oil market has been moving closer toward balance in
recent days. Producers around the world have cumulatively reduced their output by
more than 10%, and demand has slowly started to return as countries have begun
reducing restrictions on movement. As oil held in storage starts getting used for gasoline
and diesel, Cushing tanks may open up too.
Nonetheless, some analysts think the recent rally in oil prices could fade. Glickman
doesn’t expect oil to go negative but he also doesn’t see things to be hunky-dory for a while.
7 May 2020, Barrons11

11 https://www.barrons.com/articles/oil-futures-negative-june-contract-west-texas-intermediate-brent-storage-cushing51588881608
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If tank is full, where does the
oil go?
South Korea’s leading oil refinery and gas station
operator SK Energy is running out of storage space for
crude oil due to low demand amid the pandemic,
according to industry sources. According to SK Energy,
90% of its storage capacity for crude oil was used
up in April, leaving the refiner with only one option
– keeping the oil on the sea.
“If there is no place to unload the oil imports shipped
from an oil tanker, refiners have to leave them inside
the oil tanker floating on the sea indefinitely. In return,
they have to pay the oil tanker tens of thousands of
dollars per day,” a SK Energy official said. And bad
timing makes the situation worse for SK Energy
compared to other refiners, as maintenance is due
sometime in May or June.
Currently, SK Energy processes 840,000 barrels of
crude oil every day, which equals some 24 million
barrels a month. However, its total storage
capacity, measured at 20 million barrels, actually
falls to 12 million barrels ahead of periodical checkups
that come around every five or 10 years. This means
that SK Energy has no choice but to keep their plants
rolling for the time being, and to sell the product for
whatever low prices it can get. It has, however, cut
operations to 85% since March from 95% usually.
Other Korean refiners such as GS Caltex and Hyundai
Oilbank were able to mitigate the demand shock, as
their regular maintenance was scheduled in April.
During the regular maintenance, those refiners could
take a breather and halt their facilities. Hyundai
Oilbank lowered its operating rate to 30% while
repairing its plant in Daesan in April.

Hedge fund oil bulls
switch to buying Brent
Hedge funds continued to buy
petroleum last week, extending
a six-week buying cycle on
expectations that the oil industry
has now moved through the
worst point in the crisis brought
on by the volume war and
pandemic. Hedge funds and
money managers bought a
further 35 million barrels in
the six most important
petroleum futures and options
contacts in the week to May 5,
according to regulatory data.
Portfolio managers have now
bought a total of 281 million
barrels since March 24, having
previously sold 688 million
barrels from the start of the
year. In a continuation of the
pattern evident in recent weeks,
last week’s purchases were
concentrated in crude (+36
million barrels) with no
significant buying or selling in
refined fuels such as gasoline
and middle distillates.
11 May 2020, EconomicWorld.com
Full report:
https://energy.economictimes.indiatimes.co
m/news/oil-and-gas/opinion-hedge-fund-oilbulls-switch-to-buying-brent-kemp/75676506

“It’s difficult to proceed with regular maintenance because SK Energy still has to abide by
supply contracts with clients. Also, crude oil imports are coming in as scheduled, so if SK
Energy begins regular maintenance, there is no way to process imports,” SK Energy said.
The other refiner in Korea, S-Oil, is maintaining a 100% operating rate, though its regular
maintenance is scheduled in the second quarter. The difference for S-Oil is that Saudi
Arabia’s state-run oil giant Saudi Aramco owns 63.4% stake, gives them a global market.
Another industry source explained that though the oil price is low, Korean refiners can’t really
stock it up in oil tanks because their business models are primarily based on processing the
oil and selling petroleum products right away. To support the situation, Korea National Oil
Corp has temporarily lowered fees for renting state oil reserve facilities to provide extra
storage space for domestic refiners. KNOC’s capacity for crude oil is 127.5 million barrels.
10 May 2020, Korea Herald12

12

http://www.koreaherald.com/view.php?ud=20200510000230
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Rockefeller heirs to Big Oil
find dumping fossil fuels
improved bottom line
Five years ago, members of the Rockefeller
family walked away from the fossil fuels that
made them rich, alarmed that burning oil and
gas was causing climate change. Now it also
seems like a smart financial move. The
US$1.1 billion (RM4.77 billion) Rockefeller
Brothers Fund, largely free of oil and gas,
has outpaced financial benchmarks,
defying predictions of money managers.
Stephen B. Heintz, president of the fund, said
the financial performance should bolster
those trying to stop investment in industries
linked to climate change. “This has become
not a symbolic gesture, as might have been
viewed at the time we announced,” Heintz
said. “It’s become a movement.”
No other name reverberates in the oil industry
quite like Rockefeller. John D. Rockefeller Sr
built the Standard Oil empire 150 years ago
and became one of the richest Americans in
history. An antitrust case in 1911 resulted in
the breakup of the trust into the companies
that became Exxon, Mobil, Amoco and
Chevron, among others.
Since changing its strategy, the Rockefeller
Brothers Fund has cut its endowment’s
exposure to fossil fuel companies from
about 7% in 2014 to less than 1% of its
holdings today. It had ramped up
investments consistent with the fund’s
mission – including renewable energy in
Africa, workforce housing in the United
States, services for the poor in India and Latin
America, and pollution control in Europe – to
US$178.2 million (RM772.3 million) by March.
At the same time, the fund’s assets grew at
an annual average rate of 7.76% over the
five-year period that ended Dec 31, 2019.
The fund’s benchmark investment portfolio,
made up of 70% stocks and 30% bonds,
would have returned only 6.71% annually
over the same time frame.

Oil falls on fears of Covid-19
second wave
Oil prices fell on Monday as a new wave of
Covid-19 infections in some countries and
concern over a persistent glut cancelled out
support from supply cuts by the world’s
biggest producers.
Brent crude was down 74 cents (RM3.21),
or 2.4%, at US$30.23 (RM131) a barrel by
1012 GMT, while West Texas Intermediate
crude fell 55 cents (RM2.38), or 2.2%, to
US$24.19 (RM104.90).
Possible signs of a second wave of infections
worried investors as Wuhan, the epicentre
of the Covid-19 outbreak in China, on
Monday reported its first cluster of
infections since the city’s lockdown was
lifted a month ago. New infections are
accelerating in Germany only days after it
loosened social restrictions, raising
concerns that the pandemic could again slip
out of control. South Korea also warned of
a second wave.
“Concern over a second wave, the nearly
50% year on year drop in Indian oil
demand in April and likely further oil
inventory builds this week are likely
weighing on oil prices at the start of the
week,” said UBS analyst Giovanni Staunovo.
Indian fuel demand in April was down 45.8%
year on year because of a nationwide
lockdown.
Consumption of fuel, a proxy for oil demand,
totalled 9.93 million tonnes, its lowest since
2007, government data showed on Saturday.
Global oil demand has slumped by about
30% as the pandemic has curtailed
movement across the world, building up
inventories globally. To reduce the
oversupply, the Organisation of the Petroleum
Exporting Countries (OPEC) and allied
producers – a grouping known as OPEC+ –
agreed to cut production from May 1 by about
10 million barrels per day in an effort to
support prices.

10 May 2020, Washington Post

11 May 2020, Reuters

Full report:
https://www.washingtonpost.com/climateenvironment/2020/05/09/rockefeller-heirs-big-oilfind-dumping-fossil-fuels-improved-bottom-line/

Full report: https://www.reuters.com/article/usglobal-oil/oil-prices-fall-on-supply-glut-fears-of-secondvirus-wave-idUSKBN22M0SG
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