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Malaysian Parliament
convenes under
pandemic settings
Malaysia’s new government looks much like its
scandal-stained old government. And under cover
of the coronavirus, its opponents have been
muzzled, the New York Times reported.
Last Monday, Malaysia’s Parliament convened in
the vast Lower House chamber for the first time this
year. King Sultan Abdullah Sultan Ahmad Shah
spoke for half an hour. No questions were
allowed. No votes were taken. Afterward,
Parliament was adjourned until July. This is
what passes today for democracy in Malaysia.
With an assist from the country’s king, politicians
from the previous government are back in power in
a new coalition. Like autocrats around the world
and across the region, Malaysia’s new leaders
have used the Covid-19 as a pretext to erode
democratic norms, suspend the rule of law and
consolidate power.
See Page 3

China's 'hermits' bets fill doubled oil storage

Chinese financial investors betting on a rebound in oil prices are filling commercial storage
tanks held by the Shanghai futures exchange just as fast as the exchange can find them.
Report on Page 7
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Is Covid-19 fatal for Singapore-Malaysia HSR?
May 31 was supposed to have been decision
day on the future of the high-speed rail link
between Malaysia and Singapore, but as the
neighbours count their pennies amid the
coronavirus-induced economic slowdown, all
signs point to a further delay on a final decision.
Analysts expect a lively debate in the months
ahead on whether the RM110 billion project –
once touted as a “game changer” for oftentesty bilateral ties – will remain viable in the
post-pandemic era. The two countries may
soon announce an extension to the deadline, with both sides still keen to carry on with the
development. Under the original agreement signed in 2016, construction on the project was
to have been well under way by now.
But the Pakatan Harapan alliance, unexpected victors of the 2018 polls negotiated an
extension until May 2020 to decide whether to go through with the project. The alliance
agreed to pay Singapore S$15 million (RM43.6 million) for costs incurred for the delay. A
unilateral cancellation would have triggered a far more hefty penalty, and Malaysia remains
liable for that fee if it decides to go down that route. Transport industry observers said
this was extremely unlikely, given the collapse of Pakatan Harapan government in March.
A study by researchers at Japan’s Institute of Developing Economies had forecast the
project would create an “annual economic benefit” of US$1.59 billion (RM6.9 billion)
for Malaysia and US$641 million (RM2.8 billion) for Singapore by 2030, when the line
was supposed to have been fully operational for four years according to the original plan.
Lee Ju Ye, an economist with Maybank Kim Eng, said financing the project could be a key
hurdle, with the two governments having poured billions of dollars into stimulus packages.
Singapore has rolled out US$45 billion (RM196.4 billion) worth of measures, while
Malaysia’s stimulus so far adds up to nearly US$60 billion (RM261.8 billion) – including
US$8 billion (RM34.9 billion) of direct fiscal injections.
Singapore-based transport economist Walter Theseira rebuffed the notion that the rail link
could have an immediate stimulus effect. “It’s unlikely that the spending will come in early
enough to make any difference for the local economy,” he said. Also on analysts’ minds was
the long-term feasibility of the project, amid a rising consensus that the postpandemic “new normal” would include a sizeable reduction in travel.
Experts say the use of videoconferencing tools, which have grown popular during
lockdown periods, is likely to linger long after the health crisis has passed, reducing
the need for business travel. In the investment world, the wholesale dumping of US airline
stocks by the famed American conglomerate Berkshire Hathaway – led by investment guru
Warren Buffett – has added to the bearishness about the future of travel.
James Su, an infrastructure analyst at Fitch Solutions in Malaysia, said the uniqueness of
travel between the two neighbours, with their intertwined economies and societies, was
reason to remain bullish about passenger loads even after taking into account the
pandemic’s effects. “Given that the KL-SG route is one of the highest trafficked international
air routes, we believe there is a strong business case for the high-speed rail link,” Su said.
24 May 2020, South China Morning Post1

1

https://www.scmp.com/week-asia/politics/article/3085720/coronavirus-fatal-us25-billion-singapore-malaysia-high-speed
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Muhyiddin Yassin, the newly
appointed Prime Minister, and his
allies have benefited from restrictions
intended to slow the spread of the
virus, but which have also limited the
ability of opponents to organise and
challenge them.
The new governing coalition includes
the former Prime Minister, Najib
Razak, now a mere MP, who
attended Monday’s session before
heading to court on Tuesday for a
hearing in his corruption case. He
faces dozens of criminal charges and
multiple trials, assuming the new government continues to prosecute him. Last week, the
government dropped money-laundering charges against Najib’s stepson, Hollywood
producer Riza Aziz, and it will apparently allow him to keep US$83 million of the quarterbillion in government funds he was accused of receiving.
In a blistering statement posted Thursday on his blog, Dr Mahathir Mohamad, the former
prime minister, criticised the new government for dismissing the charges against Riza. “He is
going to retain money stolen by him and be acquitted as well,” wrote Mahathir, who will
turn 95 in July. “The public is disgusted and angry. Is this justice practised in Malaysia?”
Anwar, now the leader of the opposition, has called the new ruling coalition a
“backdoor government” that took power in “a coup”. “The issue of legitimacy is still
hanging,” he said. “They don’t even have the courage to test their majority.”
The timing of the pandemic helped Muhyiddin consolidate power despite holding a
razor-thin majority in Parliament. He cancelled Parliament’s March session because of the
pandemic, and limits on public gatherings have prevented the kind of protests seen in the
Najib era, when tens of thousands of people took to the streets demanding his resignation.
Muhyiddin has been building support by handing out perks to MPs, making 73 of them
Ministers, Deputy Ministers or special envoys. He also named at least 19 lawmakers to key
positions in government-linked companies. If his leadership ever comes to a vote, he needs
the support of only 113 lawmakers to retain power. “Covid-19 allows them to do all sorts
of monkey business. Everything is up for grabs,” said James Chin, professor of Asian
studies at the University of Tasmania.
Last Friday, Muhyiddin entered quarantine at home after attending a meeting on Wednesday
with an official who later tested positive for the virus, his office said. It said Muhyiddin had
tested negative for the virus.
Parliament was required to convene by last week because it had not met for nearly six
months. Normally, sessions run for several days. But citing the virus risk, Muhyiddin kept the
session short and refused to allow motions, including an attempt by Dr Mahathir to call for a
no-confidence vote. “We cannot accept the reasoning that because of the pandemic we can
only meet for two hours,” said Mahathir. “This will spell the end of democracy, as we cannot
speak as representatives of the people.”
22 May 2020, New York Times2
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https://www.nytimes.com/2020/05/22/world/asia/malaysia-politics-najib.html?searchResultPosition=1
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World's smartest oil traders
have taken to the seas

Qatar is forging ahead with
the expansion of the
world’s largest liquefied
natural gas project and
eyeing investment
opportunities overseas
despite a slump in global
energy demand and the
collapse of oil prices.
Energy Minister and chief
executive of Qatar
Petroleum, Saad al-Kaabi,
said commercial bids for
the project in the North
Field, the planet’s
biggest natural gasfield,
would be delayed
because of the Covid-19
pandemic but insisted
that all contracts would
be awarded by end 2020.
“In my view, you continue
your plan and invest in the
bad times because these
projects are long term,”
Kaabi said.
The project will increase
Qatar’s production
capacity from 77 million
tonnes (MT) of LNG per
annum to 110 MT by
2025, which could rise to
126 MT two years later.
The move should help the
small Gulf state regain the
title of the world’s top LNG
producer from Australia at
a time when other projects
have been thrown into
doubt by the pandemic.
LNG prices have fallen to
record lows in Asia as the
economic impact of the
pandemic has curbed gas
consumption by industry.
25 May 2020, Financial
Times
Full report:
https://www.ft.com/content/e3
4141cb-c487-4a72-aba62de6c041574f

Around the world, a small flotilla of tankers full of crude is
idling near the busy shipping lanes that link the Atlantic and
Pacific Oceans. Their presence, along with similar
gatherings of ships worldwide, will be a potential
source of oil price volatility for months to come, as
global demand begins to recover amid the biggest
production shutdown in the oil industry’s 160-year
history.
Ships full of crude have been forced to anchor off the
coasts of the United States, China, Europe and elsewhere,
as refiners have cut back processing and onshore
storage tanks have been filled to near capacity. All over
the world, tankers are being used to store oil instead.
The reasons for most of this expensive excess storage is
obvious: the global supply glut. But there’s something
else at play here too as some of the world’s smartest
oil traders have filled up tankers to take advantage
once crude prices start motoring again.
The floating supplies of oil are vast. Tankers carrying
enough crude to satisfy 20% of the world’s daily
consumption gathered off California’s coast in April
with nowhere to go. Most are still there. At Durban, 800
miles to the east of Saldanha Bay, six giant Suezmax
tankers, each holding about one million barrels of crude,
have been anchored for up to six weeks. More tankers have
amassed off Africa’s northwest corner, around the entrance
to the Mediterranean Sea, after processors in Spain,
southern France and Italy all cut runs or shuttered refineries.
The vessels now off Saldanha Bay began to arrive in early
April, carrying crude from Nigeria, Angola and the Republic
of Congo. They have been joined over the past two weeks
(Continue on Page 5)
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by four more ships, each of
which loaded a similar
volume of crude in the US
Gulf Coast.
The area near Africa’s
southern tip has always
been a favourite place to
hold cargoes of West
African crude awaiting
buyers in far-flung parts of
the world. It is safer than
locations farther north,
where piracy has
increased. It also gives
owners the choice to send
cargoes to either Asia or
Europe, depending on
where the most profitable
opportunities arise.
Holding oil in ships is more
expensive than storing it in
onshore tanks, but owners
can respond much more
rapidly to selling
opportunities. Several of
the vessels off South
Africa were chartered by
leading oil-trading
companies, including Vitol,
the world’s biggest
independent oil trader; Glencore, through its ST Shipping subsidiary; and Mecuria Energy,
according to fixture data compiled by Bloomberg. The presence of such big-name traders
suggests that these aren’t all just cargoes waiting to discharge into congested tanks,
but are also the visible parts of trading strategies aimed at making the most of the
first signs of a recovery in global oil demand.
The eventual unloading of all of these floating supplies will have a significant bearing on the
oil price. The gradual drawing down of the huge offshore stockpiles owned by refiners will
help keep a lid on prices. But those held by canny traders will be sold whenever and
wherever they are most profitable, and that will keep prices volatile.
If you were hoping for a smooth recovery in crude prices as the initial disruption of
the coronavirus epidemic recedes, think again.
24 May 2020, Bloomberg3

3 https://www.bloomberg.com/opinion/articles/2020-05-24/the-world-s-smartest-oil-traders-have-taken-to-the-highseas?sref=5FDdIvTK
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American oil market asks: 'Are We There Yet?'
This Memorial Day weekend
holiday in the United States, it’s
the oil market that’s asking “Are we
there yet?” Friday morning
delivered a weary “No”, with crude
futures giving up a chunk of this
week’s rally. That in part is due to
the sudden realisation American
roads wouldn’t be as clogged as
usual over the long weekend.
For the first time in two decades,
the American Automobile
Association (AAA) isn’t
comfortable putting out an
estimate for Memorial Day jams
this year. This captures the current state of the oil market to a tee. We are a month or so on
from the existential angst of negative crude oil futures, and while optimism hasn’t quite
flooded back in, the market is definitely chirpier.
April’s price plunge was due to oil production not being able to switch off as quickly as
demand did in response to Covid-19. This month, however, OPEC+ production cuts kicked
in. On demand, it’s clear we’re on the road to recovery, but the map’s offline and the
estimated time of arrival is unknown. Globally, too, traffic is creeping back up, although
it remains about 20%-40% below year-ago levels in most regions, Rystad Energy said.
America’s oil inventories tell the story. For the week ending May 15, crude oil stocks,
excluding the Strategic Petroleum Reserve, fell by almost five million barrels, and the
bulls certainly like that. But crude oil is essentially useless; it has to be refined into products.
And stocks of three big ones – gasoline, distillate and jet fuel – increased by more
than five million barrels. Gasoline actually snapped a streak of declines with an
unexpected rise, despite refineries making less of it.
This makes sense. Refiners have been buying crude oil at low prices in anticipation of
demand recovering; the upward slope in futures makes it economic to store barrels. That
demand, combined with supply cuts, has helped to push crude prices back up.
However, those higher crude prices ding refining margins. The spread between gasoline
and crude oil prices right now is around US$10.50 (RM45.80) a barrel, less than half the
average for the Friday before Memorial Day over the past five years. Ultimately, for May’s
recovery to continue gaining strength, those margins have to improve, or refiners will
ease off buying more barrels. That might cap the increase in stocks of refined products,
but we would be back to crude oil inventories increasing again, all else equal.
It’s worth pausing on the fact that virtually all of this week’s rally in crude prices took
place on Monday, when Moderna’s release of ultra-preliminary vaccine testing data
touched off a buying frenzy in virtually everything other than Treasuries. Like many, the oil
market yearns for a return to normality and, at this point, is apt to lose it at the first hopeful
sign. If cutting supply helps, then demand must ultimately provide the cure. Producers
are doing their part. Now, drivers, it’s over to you.
24 May 2020, Washington Post 4
4 https://www.washingtonpost.com/business/energy/memorial-day-oil-market-asks-are-we-there-yet/2020/05/22/82b6b11a9c40-11ea-ad79-eef7cd734641_story.html
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China's 'hermits' bets fill doubled oil storage
Chinese financial investors betting on
a rebound in oil prices are filling
commercial storage tanks held by the
Shanghai futures exchange just as
fast as the exchange can find them.
Despite a more than doubling of
storage capacity over the past six
weeks to 57 million barrels, with
tanks sourced from state and
private refiners, nearly all existing
storage is set to be filled by endJune, two industry sources with
knowledge of deliveries said.
The flood of purchases has come
from firms little-known to the oil
industry which have been bidding up Shanghai futures, China’s only oil futures contract,
since early April when global oil prices slumped as Covid-19 hammered demand. “We call
them ‘hermit’ investors. They are hedge funds backed by rich individuals, trading
affiliates of brokerages,” said a state oil official. The buying pushed Shanghai crude futures
prices above global benchmark Brent, encouraging state companies like Sinopec,
PetroChina and Zhenhua Oil to deliver Middle East crude into the contract, the sources said.
Between late April and the end of June, some 50 million barrels of oil valued at roughly
US$1.8 billion (RM7.85 billion) – equivalent to five days of China’s total purchases – are
expected to be pumped into a dozen delivery points managed by International Energy
Exchange (INE), the sources said. Most of the oil is Iraq’s Basra Light and Oman crude.
Chinese oil stockpiling is normally driven by state giants which sweep up cargoes to
fill the government’s strategic petroleum reserves or commercial reserves held by
refiners. However, in the current downturn, stockpiling has been driven by financial investors
who believe oil is set to bounce strongly off its lows, said the second official.
Along with increased purchases by Chinese refiners, the stockpiling has boosted China’s
crude imports this month to a record 55 million tonnes, or 13 million barrels per day
(bpd), according to an assessment of ship tracking data from Refinitiv’s oil flow forecasts.
This is up from an average 10.1 million bpd of imports in 2019.
Some analysts say a small amount of oil may be going into China’s Strategic Petroleum
Reserve (SPR), but others like Refinitiv senior analyst Emma Li say government tanks were
filled in late 2019, with no new tank space available. The speed of investor stockpiling –
at 50 million barrels in just over two months, or 700,000-800,000 barrels per day – is
faster than in previous buying bouts in 2018 and 2019 led by state firms, said analysts.
Investment interest has been supported by the International Energy Exchange’s (INE)
relatively cheap storage costs. It has boosted warehouse space to 57 million barrels by
adding tanks from Sinopec, PetroChina and Shandong Hongrun Group, the sources said. It
may also start allowing deliveries into ships. By comparison, Cushing, Oklahoma, the
delivery point for US oil has combined space of about 76 million barrels.
25 May 2020, Reuters5

5 https://www.reuters.com/article/us-china-oil-stockpiling-ine/chinas-hermit-investors-fill-doubled-oil-storage-with-crude-betidUSKBN2310GS
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Positive sign: Oil is flirting with 'backwardation'
Oil prices have been trading in a pattern
known as contango this year, where spot
prices and near-term futures are worth
less than futures expiring several months
from now. Demand is weak today
because fewer people are driving and
flying, but it will likely be higher in later
months as economies open up from
Covid-19 restrictions.
The contango in the past few weeks was
so steep: June futures briefly traded at
half the value of January 2021 futures, for instance. That has analysts calling it “super
contango”. When oil went negative on April 20, the spread between the May and June
contracts was as wide as US$58, an unprecedented gap.
But suddenly this week, the super contango pattern shifted into a pattern called
backwardation, if only briefly. Backwardation means oil today is worth more than oil in
the future. As June West Texas Intermediate (WTI) crude futures were about to expire on
Tuesday, they actually traded higher than July futures, by as much as 90 cents (RM3.93) per
barrel. With WTI trading at about US$30 (RM131), that 90 cents is significant.
Backwardation is theoretically a bullish sign for oil. Is it bullish today? The answer is a
qualified yes. In the current pandemic, backwardation is a somewhat trickier sign, because
oil use is depressed and likely will remain that way. But it is at least a sign of somewhat
better times for producers. Analysts had been predicting that oil demand would be
depressed for months as lockdowns slowly lift. But early signs have pointed to a slightly
faster recovery in the global economy, and thus in oil demand. In some Chinese cities,
for instance, auto traffic is actually higher than it was before the pandemic hit.
To be sure, backwardation may not be here to stay. After that brief shift into backwardation
when the June contract expired on Tuesday, the market settled back into contango and has
remained there. At Wednesday’s settle, WTI futures for July delivery traded at US$33.49
(RM146), while futures for January delivery were at US$35.48 (RM155).
“S&P Global Platts Analytics believes backwardation is not sustainable in the near
term and that WTI’s structure should stay in contango, despite all the supply cuts in
North America,” said Rick Joswick at S&P Global Platts. But with the curve so much flatter
now, backwardation has at least become a realistic possibility. A shift from super contango
to backwardation in a matter of weeks would shock the market. Super contango forced the
leading exchange- traded-fund for oil futures to completely change its investment strategy.
For oil companies, backwardation could complicate hedging strategies that had
depended on oil rising considerably in later months. It is a particularly important issue for
shale producers who try to lock in prices during volatile markets. Oil prices of US$35
(RM153) for January 2021 aren’t high enough to fund producers’ expansion plans.
They need US$45 (RM196) oil or more to make money in the longer-term.
The move toward backwardation has been bullish because it points to a healthier
market where demand is returning. Oil stocks are lately surging, though most remain
about 20% lower for the year. A more dramatic reversal would make most investors happy.
21 May 2020, Barrons6

6

https://www.barrons.com/articles/3-stock-ideas-from-short-selling-maven-mark-roberts-51590088593
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Quietly, Saudi Arabia goes on shopping spree
Saudi Arabia’s US$325 billion
(RM1.42 trillion) Public Investment
Fund (PIF) has not been shy about its
ambitions since it fell under Crown
Prince Mohammed bin Salman’s
stewardship five years ago. It boasts
of becoming the world’s “most
impactful investor” and the largest
sovereign wealth fund. As the Covid19 pandemic wreaks economic
carnage across the globe, PIF has
stepped up a gear to become the
most publicly active sovereign
investment vehicle, unabashedly
seeking out bargains amid the panic.
Recently, PIF made one of its
biggest bets on a company
battered by the global crisis,
snapping up a 5.7% stake worth
around US$500 million (RM2.18 trillion) in Live Nation, a US-based entertainment
company. Likewise, PIF also pounced when the shipping industry was sinking to build
what is now a 7.3% holding in Carnival, making it the second-largest shareholder in the
world’s biggest cruise line operator.
It has also invested in about 20 US and European blue-chip companies, such as BP,
Royal Dutch Shell, Total, Boeing, Citigroup, Disney and Facebook, acquiring smaller
stakes worth at least US$7.7 billion (RM33.6 billion) in the first three months of the
year. And those were just the investments made public. Separately, it agreed to buy
English football club, Newcastle United, for £300 million (RM1.6 billion).
This flurry of activity has brought increased scrutiny for a neophyte global investor, which is
at the forefront of Prince Mohammed’s bold plans to modernise Saudi Arabia and reduce the
kingdom’s dependency on oil. Critics fear it has become the personal tool of Prince
Mohammed, a state-within-a-state that threatens to crowd out the private sector at
home while advocates argue that its role is vital for incubating and developing new
industries to spur the diversification of the economy.
For sure, Riyadh investment puzzled some analysts. Buffeted by a combination of
coronavirus and the collapse in crude oil prices, Riyadh is slashing government spending,
raising debt and imposing painful austerity measures, including tripling value added
tax (VAT) to 15%. Although the world’s top oil exporter has foreign reserves of
US$470 billion (RM2.05 trillion), it needs to preserve the bulk of those funds to stave
off speculation on the riyal’s dollar peg.
PIF expects to increase its assets under management to US$400 billion (RM1.75 trillion) by
the end of 2020 and plans to open an office in New York this year, followed by others in
London and Asia. It says it has “ample” liquidity but questions remain about how it intends to
finance its grandiose plans, which include three giant projects especially US$500 billion
(RM2.18 trillion) megacity, Neom.
25 May 2020, Financial Times 7

7

https://www.ft.com/content/af2deefd-2234-4e54-a08a-8dbb205f5378
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China denies using virus to
grow presence in South
China Sea
China’s Foreign Minister is dismissing claims that
the country is exploiting the Covid-19 outbreak to
expand its footprint in the South China Sea,
labelling such accusations as “sheer nonsense”.
State Councillor and Foreign Minister Wang Yi told a
news conference on Sunday that China was
cooperating closely on anti-virus efforts with
Southeast Asian nations, several of whom have
overlapping territorial claims with China in the vital
waterway.
While China has long been stepping up its presence
in the region, Wang said other countries, implying the
United States and its allies, have been creating
instability with military flights and sea patrols. “Their
ill-intentioned and despicable moves are meant to
sow discord between China and (Southeast Asian
countries) and undermine the hard-won stability in
the region,” Wang said.
China says it will increase its defence spending by
6.6% in 2020, despite a major downturn in the
country’s economic growth due to the Covid-19
outbreak. The increase is the lowest in years, but
will still allow China to expand its ability to
enforce its territorial claims in the South China
Sea and grow its military presence in the Western
Pacific and Indian Ocean. Another key priority is
maintaining a credible threat against Taiwan, which
China considers its own territory to be brought under
its control by military force if necessary.

Three factors driving
dramatic oil rebound
Although the negative price seen near
the expiration of the May contract was
a brief anomaly, the June contract
steadily gained strength throughout the
month of May, expiring above US$30
(RM131). So, what has changed in the
oil markets in the course of a month?
This can be attributed to three factors.
The first is the US oil rig count is falling
at the fastest rate on record. From
March 13, the rig count was cut in
half in just over six weeks and is
now down 65% since that date.
Second, at end March, the US was still
producing 13 million barrels per day
(BPD) of oil. By mid-May, it fell more
than 10% to 11.5 million BPD.
The third factor that has helped oil
prices rebound is that demand has
shown signs of recovery. According to
the Energy Information Administration
(EIA), in early March US
consumption of petroleum products
had reached 21.9 million BPD. That
was one of the highest weekly demand
numbers on record.
24 May 2020, Forbes
Full report:
https://www.forbes.com/sites/nicholasreima
nn/2020/05/22/biden-facing-backlash-aftersuggesting-you-aint-black-if-you-supporttrump/#712e268e2544

Double-digit percentage increases of just a few
years ago that have given China the second biggest defence budget in the world
behind the US. Spending this year will total 1.3 trillion yuan (RM785.4 billion), according to
the website of the National People’s Congress, which opened its annual session last Friday.
In comparison, Southeast Asian countries are cutting defence spending as a result of the
economic crisis brought on by the pandemic, potentially opening up room for China to further
assert its claims in the region. Aristyo Rizka Darmawan, a maritime security expert at the
University of Indonesia, writes Indonesia will slash its defence budget this year by
nearly US$588 million (RM2.56 billion). Thailand has likewise reduced its defence
allocation by US$555 million (RM2.42 billion). Malaysia, Vietnam, and the Philippines all
face similar pressure. Darmawan wrote in the online journal of the Lowy Institute, an
Australian think tank that less defence spending will invariably mean less patrols at sea.
Recent frictions include Chinese ships shadowing Malaysian mineral exploration operations
and the sinking of a Vietnamese fishing boat by a Chinese maritime security vessel.
24 May 2020, Associated Press8

8

https://apnews.com/adbebf057ea51f3bf05366196f259cf3
Page 10 of 14

OIL WATCH : 26 May-1 June EDITION

A publication of

Iraq turns to neighbours to
ease economic strains
Under pressure from low oil prices, Iraq is seeking
billions of dollars in debt relief from Kuwait and moving
to bolster ties with Saudi Arabia, as the Covid-19
pandemic compels Baghdad to court allies that could
help it stave off an economic crisis.
Finance Minister Ali Allawi, who is also deputy prime
minister and acting oil minister, said he was
proposing that Kuwait delay or cancel some US$3
billion (RM13.1 billion) that Iraq owes in
reparations for the 1990-91 Gulf War, when dictator
Saddam Hussein burned Kuwaiti oil fields. Iraq
stopped making payments in 2014 as it battled Islamic
State militants who had seized control of a third of the
country but resumed in 2018. Now, 3% of oil export
revenue goes to wealthier Kuwait, which is also
suffering from depressed oil prices. “That will help
our cash flow very significantly,” Allawi said.
Iraq has avoided a major outbreak of Covid-19, with
fewer than 150 deaths. But it faces an economic crisis
as the pandemic further weakens demand for oil,
sales of which account for more than 90% of state
revenue, after a Saudi-Russian battle over market
supply crashed crude prices.
Iraqi Prime Minister Mustafa al-Kadhimi, who formed a
new government two weeks ago, dispatched his
Finance Minister on the weekend trip aimed at
resetting the country’s position in the region. In Saudi
Arabia, Iraq sought to revive proposed investments
in its electricity, telecom and agricultural sectors,
and remove bureaucratic obstacles to commercial
projects, Allawi said. And while Baghdad hasn’t
sought short-term budgetary support from Riyadh, it
may do so in three or four months, he added.
Kuwait’s state news agency said Allawi delivered a
letter from Iraq’s Prime Minister about supporting
bilateral relations. The Saudi Finance Ministry said on
Twitter that discussions focused on trade and
investment. The kingdom and United Arab Emirates
have wooed Iraq to combat rival Iran, which has
amassed influence over Iraqi politics and business
since the US-led invasion in 2003. Riyadh reopened its
Baghdad embassy in 2017 following a 25-year freeze
triggered by the Gulf War.
24 May 2020, Wall Street Journal9

9 https://www.wsj.com/articles/iraq-turns-to-neighbors-to-ease-economic-strains11590312488?mod=searchresults&page=1&pos=6
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Iran ships fuel to
Venezuela, flouting
US pressure on foes
The first of five tankers
carrying Iranian fuel has
reached gasoline-starved
Venezuela in a show of defiance
by two United States adversaries
flouting American sanctions
aimed at unseating their
authoritarian governments.
As the first vessel entered
Venezuelan waters late Saturday,
Iran’s national anthem sounded
on Venezuela state television
against images of the late Islamic
revolutionary Ayatollah Ruhollah
Khomeini as veiled women march
with an Iranian flag – jarring sights
for the rum-and-beauty-pageantloving South American country.
Venezuelan officials claimed
triumph in the face of warnings by
US officials of possible new
actions to impede trade between
the countries on top of existing
sanctions on both countries’
energy industries. The Trump
administration, wary of further
escalation with Iran, doesn’t
plan to use force to stop the
vessels, US officials said.
Despite a punishing economic
crisis and spreading malnutrition,
the tanker’s arrival gave
Venezuela’s government
another reason to celebrate
three weeks after it put down a
botched raid by mercenaries,
including two former US
soldiers now detained in
Caracas.
24 May 2020, Wall Street
Journal
Full report:
https://www.wsj.com/articles/iranships-fuel-to-venezuela-flouting-u-spressure-on-its-foes11590356201?mod=searchresults&pa
ge=1&pos=2
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Covid-19 sets repair headache for O&G industry
The coronavirus pandemic has
disrupted maintenance at oil
and gas (O&G) projects and
refineries from Russia’s Far
East to the coast of Canada,
storing up problems for an
industry already reeling from
slumping prices, analysts say.
Lockdowns to stop the spread
of Covid-19 have snarled the
supply of spare parts and have
prevented maintenance
workers from doing their job.
Regular repairs are needed to
keep wells pumping, pipelines
and refineries functioning and
ships moving. Without
maintenance, the risk of
glitches or unplanned outages
increases and delays risk driving up the cost of work later – partly because there will be a
rush to do maintenance when lockdowns ease, and partly because plants have lost the
optimal timing and weather for work during the northern hemisphere spring.
“When the virus and the quarantine measures have been eased and it is safe to get back to
work, it doesn’t mean the same work can be done because the weather windows could be
missed,” said Matthew Fitzsimmons at research firm Rystad. Meantime, companies which
service the oil industry are being hit by the lack of work. “A lot of service companies are not
getting the revenues they had otherwise expected in 2020. That is going to have a huge
impact on the health of the service industry,” said Fitzsimmons.
O&G companies involved in exploration and production spent an average of US$80
billion (RM349 billion) a year on maintenance between 2015 and 2019, according to
Rystad. The industry typically takes advantage of periods of slow demand to do repair work
but with oil prices nearly halved since the start of the year, this is no ordinary trough. Many
companies lumbering with high debts are slashing all but the most essential work. Some
units were shut down for maintenance but the work never started according to Amanda
Fairfax, at Genscape, a firm that monitors refineries activities with cameras.
“They don’t want either to invest the capital expenditure into the maintenance project or they
don’t want to have as many contract workers on sites as the additional workforce might
compromise people who have to remain at the refinery as essential personnel,” she said.
A large maintenance programme in Russia’s Far East Sakhalin-2 project faces delays as the
firm could not get pre-ordered pieces of machinery, two sources told Reuters. “There was a
major headache with parts manufactured in China,” an industry source told Reuters.
The lockdown in Italy has reverberated across the energy sector because it is a
leading valve manufacturer. An industry source said until recently less than 10% of Italian
producers remained active, struggling to supply even strategic valves to overseas clients.
19 May 2020, Reuters10

10 https://www.reuters.com/article/us-health-coronavirus-oil-maintenance-an/coronavirus-creates-repair-headache-for-oil-and-gasindustry-idUSKBN22V0LT
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China's 'Crude Oil Treasure' promised riches.
Now investors owe the bank
The pitches, from one of China’s biggest and
most established banks, made the
investment seem like a sure bet. “Oil is
cheaper than water” was the slogan for an
investment product, called Crude Oil
Treasure and sold by Bank of China, that
was pegged to the price of petroleum. In one
cartoon ad, two men at a gasoline station
lament the price of fuel when a third tells
them that they should buy barrels of crude
instead. “You can make money no matter if the price rises or falls,” he says.
That was not exactly true. When global oil prices crashed last month, investors in Crude Oil
Treasure lost their money and then some. Because of a quirk in global oil markets, Bank of
China said, Crude Oil Treasure investors owed the lender even more money, specifically
US$37.63 (RM164.20) for every barrel they had bought. The outrage that followed has
exposed the plight of small investors in the world’s second-largest economy. They
have few safe places to park their money. They enjoy limited legal protections
compared with investors in other countries. And when they protest, they are often
silenced by the authorities.
For Beijing, the timing is problematic. Its people are struggling to overcome the economic
devastation caused by the Covid-19 outbreak. Its lawmakers met on Friday for their delayed
annual legislative session. Angry, outspoken investors make for an unwelcome image.
China’s carefully cultivated image of a strong government that can shield its citizens
from the whims of the global market is at stake.
It is not clear how many people invested or how much they bought, but the bill for Bank of
China could be as much as US$1.4 billion (RM6.1 billion), according to Shujin Chen, an
analyst at the brokerage Jefferies, based on reports that the lender had 60,000 investors in
the product. The authorities have moved to limit the damage. China’s banking regulator said
it was investigating. The country’s top leadership has spoken out about the lack of investor
protections in volatile markets.
On May 4, the Financial Stability and Development Committee, led by Liu He, China’s vice
premier, issued a statement highlighting the risks in international commodities market and
the need to “protect the legitimate interests of investors.” A few days later, various Bank of
China branches made settlement offers, according to investors. Some promised to pay 20%
of their original investment. Those who took the deal agreed to stop any legal action.
Moreover Crude Oil Treasure investors worry that they would face severe consequences if
they did not pay the bank, like being added to a blacklist of debtors who cannot buy train
tickets, travel or even attend certain events. The Financial News, a newspaper affiliated with
China’s central bank, said four-fifths of investors had agreed to a settlement, citing an
official with China’s banking regulator that it did not name. The banking regulator did not
respond to a request for comment.
21 May 2020, New York Times11

11

https://www.nytimes.com/2020/05/21/business/china-oil-investors.html?searchResultPosition=1
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Nordic investors turn up
heat on coal in climate
campaign
Five years after first ditching some coal
companies, Nordic investors are turning their
focus to bigger carbon emitters in a range of
industries, paving the way for other funds to
follow. Norway’s sovereign wealth fund,
managed by Norges Bank Investment
Management (NBIM), last week excluded
five companies, including Glencore, from
its holdings after putting a hard limit on
coal-related emissions.
Investors in the Nordic region have been
among the vanguard of environmental, social
and governance (ESG) investing, with
Norway’s NBIM grabbing most of the
attention due to its size. The US$1 trillion
fund this week also evicted four oil firms
for “unacceptable” emissions, putting any
laggards in sectors including cement and
steel on notice.
Although some smaller funds have been
more ambitious, NBIM was one of a small
group of investors to exclude in 2015 all
firms that derived more than 30% of
revenues from thermal coal. More than 50
investors have since introduced some form of
revenue-based limit and, after several years
of political debate in Norway, NBIM’s rules
are expected to bolster such efforts even if
they are not uniformly adopted.
Norwegian pension fund KLP has already
applied the new volume limits on coal, its
head of responsible investments Jeanett
Bergan told Reuters, adding it had been
interested to see what criteria were used for
“unacceptable” emissions.
Finnish pension fund Varma said it had
already moved to tighten its climate policy
in late 2019, aiming to be carbon neutral
by 2035 and fully divested from some sectors
such as oil exploration by 2030. Sweden’s
AP, meanwhile, said in March it would exit
fossil fuels completely.
25 May 2020, Reuters
Full report: https://www.reuters.com/article/usclimatechange-funds-norway/nordic-investors-turnup-heat-on-coal-in-climate-campaign-idUSKBN2310IZ

Oil is unlikely to go much
higher
Oil prices have climbed nearly uninterrupted
since late April, but the gains could be coming
to an end. Last Friday, oil prices fell sharply,
hitting the pause button on a rally that saw
West Texas Intermediate (WTI) rebound from
-$37 (-RM161.45) per barrel on April 20, to
nearly US$34 (RM148.36) per barrel on May
21, a more than US$70 (RM305.44)-perbarrel swing in just a few weeks. Of course,
the plunge deep into negative territory was
likely a unique, one-off phenomenon.
Nevertheless, the rally back into (positive)
US$30 (RM131) territory was impressive.
Of note, China’s oil demand has climbed
back to about 13 million barrels per day
(mb/d), a swift rebound that undergirded
improving market sentiment. With China’s
demand back to about 90% of pre-pandemic
levels, oil traders are clearly holding out
hopes of a quick rebound elsewhere.
Meanwhile, the rapid shut in of production in
North America combined with the
Organisation of Petroleum Exporting
Countries Plus (OPEC+) production cuts has
meant that the supply side of the equation is
doing its part. More than 2.2 mb/d of US oil
production has been shut in, according to
comments from the US Secretary of Energy,
a faster curtailment than expected. There has
been a raft of investment bank forecasts
that have predicted a supply deficit in the
second half of 2020.
But the optimism surrounding the oil market,
such as it is, may be going too far. Last
Friday, the Chinese government said that it
would not offer up a GDP growth target for
2020, highlighting the serious challenges
facing the world’s second largest economy.
Beijing pointed to “great uncertainty” because
of the coronavirus. The government also
declined to undertake massive stimulus in
the same way that it did in the wake of the
global financial crisis a decade ago.
Rystad Energy sees oil stabilising in the
US$30-US$35 (RM131-RM153) range, with
“potential 40s” later in the year.
24 May 2020, OilPrice.com
Full report: https://oilprice.com/Energy/OilPrices/Oil-Is-Unlikely-To-Go-Much-Higher.html
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