US o1l demand 1s emerging
after months of Covid
paralysis

Bloomberg / New York

US oil demand is finally starting to emerge from the grips of
pandemic after months with Asia serving as the lone bright
spot in the global market market.

American refiners are processing the most crude since the
economy ground to a halt in March in anticipation of a
vaccine-driven boost in gasoline demand this summer. The
uptick means that the refiners are competing for domestic
barrels that for months were sent to more robust markets in
Asia. Prices for cargoes of grades 1like West Texas
Intermediate crude have picked up by at least 50 cents a
barrel from earlier this month.

The return of US demand, which began when a global vaccination
campaign kicked off in December, is the latest development in
0oil’s recovery from the depths of the pandemic. For months oil
prices were managed by Opec and its partners with production
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cuts, without the help of demand outside of Asia.

As domestic oil demand recovers, it could meet with supply
shortages. Economic-driven output declines took about 2mn
barrels a day of local crude off the market from the peak of
13.1mn, after dozens of drillers slashed budgets and filed for
bankruptcy. The US government sees production recovering to
only 11.5mn barrels a day in 2022.
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Rosneft Returns to Profit,
Signaling 2020 Dividend
Payments

-

e
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Russian o0il giant Rosneft PJSC returned to profit in the
fourth quarter of 2020 after signing a multibillion dollar
deal to sell a share of its Vostok 0il mega-project in the
Arctic to trader Trafigura Group.

The results signal that the producer will be able to pay a
dividend for 2020 even after historic crude-price declines and
production cuts. The company reported a record quarterly net
income of 324 billion rubles ($4.36 billion) in the three
months through December, above analyst estimates. That offset
earlier losses, resulting in a full-year profit of 147 billion
rubles.
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“Despite all the difficulties of 2020, the company has
achieved a net income, which will be the basis for the
distribution of dividends,” Chief Executive Officer Igor
Sechin said in a statement on Friday. Rosneft’s management
will recommend the board to make 2020 payouts to shareholders
fully in line with the company’s dividend policy, First Vice-
President Didier Casimiro said on a call with investors.

Big 0il has mostly reported disappointing fourth-
quarter earnings, signaling the industry’s recovery from the
pandemic will be long. While most international producers,
such as Royal Dutch Shell Plc or Exxon Mobil Corp., remain
committed to making or even raising dividend payouts,
investors question just how soon the sector will be able to
improve its cash flow.

Russian oil companies have been under even more pressure due
to output constraints that are part of the country’s deal with
the Organization of Petroleum of Exporting Countries.
Accounting for 40% of the nation’s total crude production,
Rosneft bears the biggest burden.

Based on its full-year results, the producer, which
distributes a half of its net income to shareholders, 1is set
to pay some 7 rubles per share in 2020, according to estimates
from BCS Global Markets and Sova Capital. That would be
Rosneft’s smallest shareholder payout since 2016. The company
scrapped its interim dividend for 2020 after losing money in
the first half of the year.

Rosneft shares advanced as much as 1.1% to 506.50 rubles, the
highest level in more than three weeks.

Arctic Foray

Rosneft expects Vostok O0il, an ambitious Arctic
development valued at $85 billion, to drive future dividend
yields and shareholder value, Sechin said.



Rosneft received 7 billion euros from Trafigura for 10% of
Vostok 0il in December, according to the financial statement.
The deal allowed “for the practical start of the execution of
the project,” Sechin said.

The Vostok project envisions production of some 25 million
tons of oil per year, or around 500,000 barrels a day, in
2024, and twice as much in 2027. At its peak, the remote
development is set to produce as much as 100 million tons per
year. That compares with Russia’s total crude oil and
condensate production of 513 million tons for 2020.

Rosneft is in discussions with other potential partners in
Vostok 0il, Casimiro said, adding that international trading
houses, global oil majors and crude-importing nations Llike
India are interested. Russia will keep a controlling stake in
the development, he said.

Qatar on track to be world’s
largest LNG producer: Rystad
Energy
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Qatar’s move to sanction the $28.7bn North Field Expansion
project puts the country on track to return as the world’s
largest LNG producer by 2030, the 0Oslo, Norway-based Rystad
Energy has said in a report.

Qatar’s liquefaction capacity will rise to 110mn tonnes per
year (tpy), or 18% of the global total, which is for now
estimated at 600mn tpy at the end of the decade. Still, more
projects are expected to be sanctioned as LNG demand will grow
faster than supply, it said.

The North Field Expansion (NFE) project is also making the
Middle East, the world’s top region for o0il and gas project
sanctioning in 2021, Rystad Energy said.

The independent energy research and business intelligence firm
expects rising oil prices to trigger sanctioning of global
projects worth about $100bn this year, of which the Middle
East is set to contribute almost 40%, or $40bn.

More than 26 Middle Eastern projects worth a total of about
$50bn have been delayed over the past year, with NFE making up
the lion’s share as it was pushed to 2021. As this year got
under way, the region had projects worth $98bn, due for
sanctioning from 2021 to 2023.

Among global LNG producers, Australia currently has the
largest operating capacity of 88mn tpy, but will be surpassed



by Qatar and the US in the coming decade as new liquefaction
capacity is commissioned.

The only Australian project Rystad Energy expects to reach a
final investment decision in 2021 is Woodside’s 4.5mn tpy
Pluto Train 2 project, which would be developed together with
the Scarborough upstream asset.

The US currently has 107mn tpy of sanctioned LNG capacity,
including 36mn tpy under construction. Port Arthur LNG,
Driftwood LNG, Plaquemines LNG and Freeport T4 have all signed
long-term contracts or secured equity from LNG buyers, but
would still need new deals to secure financing and move
forward.

According to Rystad Energy’s base case, global LNG demand will
reach about 580mn tonnes by 2030, leaving significant room for
bringing new LNG projects forward.

“We forecast that 104mn tpy of new LNG supply must be
sanctioned in the coming five years to meet the gap between
actual supply and demand in 2030,” says Sindre Knutsson, vice
president at Rystad Energy’s gas markets team.

To tap the supply capacity deficit, there are almost 1,000mn
tpy of new proposed capacity that will compete to attract
buyers and investors to secure financing in the years ahead.
After a “poor sanctioning year” in 2020, Rystad Energy
believes that the optimism is back in the market and that more
final investment decisions for LNG projects will follow after
Qatar’s NFE.

“Qatar, however, is also likely to add extra skin in the game,
as it aims to increase its LNG output capacity to 126mn tpy
from the current 77mn tpy through two expansion phases of the
North Field. The recently sanctioned first phase includes four
new liquefaction trains to raise capacity to 110mn tpy, while
the second phase will include another two new trains currently
in the front-end engineering design stage,” the report said.
Rystad Energy estimates the two phases collectively to reach
the capacity targets by 2028 or 2029, if the second phase also
gets the go-ahead.



Democrats to Push Clean-
Energy Tax Breaks in
Infrastructure Plan

A key House lawmaker unveiled plans to pursue tax breaks for
renewable energy as a way to ease the shift away from fossil
fuels in President Joe Biden’s upcoming infrastructure bill.

“Transitioning away from fossil fuels is going to require some
tax incentives,” House Ways and Means Chairman Richard Neal, a
Massachusetts Democrat, said Friday at a virtual tax policy
event.

The administration has already started engaging with top
lawmakers on Biden’'s economic rebuilding program — his longer-
term follow-up to the Covid-19 relief package. The $1.9
trillion aid bill is currently moving through the House, and
Biden is expected to unveil his second initiative later this
month; some economists see it weighing in at $2 trillion.
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Neal said he’s looking at tax incentives for clean energy and
renewable technologies, an approach that dovetails with
Biden’'s campaign promises to boost subsidies for green
investments, energy efficiency and electric vehicles. Biden
has also directed federal agencies to stop subsidizing fossil
fuels and plans to ask Congress to zero-out oil and gas
industry incentives.

“I don't think the federal government should give handouts to
Big 0il to the tune of $40 billion in fossil-fuel subsidies,”
Biden said Jan. 27.

A likely Democratic objective is expanding a tax credit
currently valued at as much as $7,500 for the purchase of an
electric vehicle, such as those made by Tesla Inc. and Ford
Motor Co. Automakers have encouraged lawmakers to expand the
incentive by lifting a per-manufacturer cap on available
credits.

Lawmakers also may restructure the credit to better target it
to lower-income motorists and ensure its benefits don’t flow
mostly to wealthy Americans; that could come in the form of a
phase-out for higher-income taxpayers.

Existing tax credits help support construction of energy-
efficient commercial buildings, wind farms and solar arrays,
as well as the capture of carbon dioxide. But some clean-
energy advocates have asked Congress for tax incentives to
better support the development of large, grid-scale power-
storage systems that can help bolster intermittent renewable
energy production.

Neal said he believes that an infrastructure bill could get
bipartisan support. That’'s a view shared by Republican Senator
Shelley Moore Capito of West Virginia, who was one of several
lawmakers to meet with Biden about infrastructure on Thursday.
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Bipartisan Outreach

“The president listens. He’'’s interested in a give and take,”
Capito, the top GOP member of the Senate Committee on
Environment and Public Works, told reporters after the
meeting. “It’s been very sincere and very clear. No promises
made, but he knows that our committee could work.“

Capito said the lawmakers are still discussing how to pay for
such a plan, a challenge that’s halted infrastructure talks in
the past. Lawmakers have resisted increasing the tax on
gasoline, which since 1993 flows to the Highway Trust Fund,
and the scope of the plan will likely require other tax hikes,
including on U.S. businesses and their foreign profits.

Neal signaled that any tax increases wouldn’t immediately go
into effect, citing the continuing Covid-19 crisis.

“We need to put the pandemic and the recession behind us
before we have this conversation,” he said.

— With assistance by Erik Wasson

Russia energy stocks get a
boost from Biden’s green push
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Bloomberg /Moscow

US President Joe Biden’s push to slash carbon emissions may
inadvertently give a short-term boost to energy companies in
one of the world’s biggest polluters.

Investors are betting that Russian oil giants such as Lukoil
PJSC, Rosneft PJSC and Tatneft PJSC will rally as they mop up
market share from rivals in the US and other countries seeking
to switch to clean energy. An index of Russian energy stocks
has returned 8% in dollar terms so far this year as crude
prices rallied, compared with 2% for European oil and gas
companies.

“Governments will likely limit global companies’ capacities to
drill and extract resources,” said Eduard Kharin, who helps
oversee $1bn of assets at Alfa Capital Asset Management in
Moscow. “The global majors are entering a new market, a new
industry where there are a lot of unknowns, and the return on
capital is unclear.”

Russia 1is the world’s fourth-biggest carbon emitter, but
unlike other major polluters, the government doesn’t have a
plan to transition away from fossil fuels. Instead, its state-
owned energy companies benefit from some of the world’s lowest
production costs and tax breaks, making them well placed to



gain in the short term.

Global oil companies will stop investing in exploration and
shift to clean energy, “but somebody still needs to produce
oil,” said Ekaterina Iliouchenko, a money manager at Union
Investment Privatfonds GmbH in Frankfurt, who increased
exposure to Russian oil stocks last year. “That’ll be the
Russians and Saudi Aramco”.

Rosneft and Lukoil have been among the best performers in
Russia’s benchmark equity index so far this year, handing
investors total returns of 15% and 12% in dollar terms.
They’ve also outperformed an index of global energy stocks.

Of course, any benefits will be short lived if major economies
are serious about speeding up the shift to clean energy to
limit global warming. Biden is planning to set a net-zero
target for the US for 2050, meaning that 70% of the world
economy will soon have made commitments to be carbon neutral
by the middle of the century.

Many international funds are also coming under increasing
pressure to cut companies that contribute to global warming
from their portfolios. President Vladimir Putin was quizzed at
an online investment forum late last year over how his country
plans to cut emissions, and Swedbank Robur subsequently
excluded oil and gas companies from its Russia and Eastern
Europe funds.

Rosneft this month signed an agreement with BP Plc to co-
operate to produce “low-carbon solutions,” but critics pointed
out that the plan is at odds with the Russian company’s focus
on expanding hydrocarbon production.

Biden signed an executive order late last month suspending new
0il and gas leases on public lands, directing federal agencies
to purchase electric cars by the thousands and seeking to end
fossil-fuel subsidies.

The move could hurt US shale producers, whose output helped
put a cap on gains in global oil prices in recent years.

A raft of European oil companies have recently set climate
targets, with BP stunning investors by promising to eliminate
emissions from its operations by 2050.



Denmark moves forward on
North Sea ‘energy island’

AFP/ Copenhagen

Denmark has said that it has approved plans to build an
artificial island in the North Sea that could generate wind
power for at least 3mn households.

Parliament in June adopted a political environmental framework
aimed at reducing the country’s C02 emissions by 70% by 2030,
which included plans for the world’s first “energy hubs” on
the island of Bornholm in the Baltic Sea and in the North Sea.

On Thursday, parliament went further by approving a plan to
place the North Sea hub on an artificial island, with a wind
power farm that will initially supply 3GW of electricity.

That could later be scaled up to 10GW — enough for 10mn
households — according to the ministry of climate, energy and
utilities, much more than needed for Denmark’s population of
5.8mn.
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“Clearly this is too much for Denmark alone and this also why
we see this as a part of a bigger European project,” Climate
Minister Dan Jorgensen told AFP, adding that Denmark wanted to
also export excess energy to the rest of Europe.

Plans also include the use of “electrolysis” to extract
hydrogen for use in the production of renewable fuels for
things like maritime transport.

The island, “the largest construction project in the history
of Denmark”, is to be majority owned by the Danish government
in partnership with private companies and is expected to cost
around 210bn Danish kroner ($34bn, €28bn).

Rather than a traditional offshore wind power farm, the island
will function as an “energy hub” allowing connections from
other countries’ wind power farms and cables to efficiently
distribute the incoming energy.

Its final size is yet to be decided but it is expected to
cover between 120,000-460,000sq m, according to the ministry.
The total number of wind turbines has not been finalised
either, but estimates range between 200 and 600 units at “a
previously unseen scale”, with the tip of the blades reaching
as high as 260m (850’) above the sea.

While the project is a step in the plan to provide enough
energy to electrify Denmark, Jorgensen also said they hoped
the project could offer guidance for bigger countries looking
to transition their societies in the face of climate change.
“We know that as a small country, only responsible for about
0.1 percent of the world’s greenhouse gas emissions, it
doesn’t matter that much to the climate what we actually do in
Denmark,” he said. “We hope that it will have a bigger
influence by influencing others.”

The project’s next steps include environmental impact
assessments and talks with potential investors, so
construction is still some years off.

According to the ministry, initial construction is likely to
begin around 2026 and finished sometime between 2030 and 2033.



Europe open: Shares lower as
rally runs out of steam

(Sharecast News) — European shares were slightly lower on
Tuesday as the rally of recent days ran out of steam.

The benchmark pan-European Stoxx 600 index fell 0.10%, after
gains driven by vaccine roll-outs and hopes the US Covid-19
relief package would make swift progress through Congress.
Germany’'s DAX index was down 0.13%, despite official data
showing German exports rose in December.

In equity news, shares in Danish hearing aid maker Demant
topped the gainers. The company said it expected to return to
strong growth in 2021 as Covid-19 lockdowns were lifted and
reported earnings for the second half of 2020 above
expectations.

Shares in German leasing firm Grenke rebounded after Monday'’s
slump, gaining 7% after chief operating officer Mark
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Kindermann, resigned. He told the firm’s supervisory board
that it would be necessary to revise “preliminary assessments”
of the firm’s financial performance once audits had been
completed.

UK online supermarket and logistics provider Ocado slumped
despite reporting a 68.8% rise in full-year core earnings.

Spreadex analyst Connor Campbell said “it appears investors
have potentially been put off by Ocado’s planned £700m 1in
capital expenditure, and a subdued outlook for UK retail
growth in the coming 12 months”.

TUI ticked higher even as the travel company slumped to a
€699m first-quarter loss as Covid-19 lockdowns continued to
hammer demand.

Total SE rose 1.1% after the company said earnings recovered
in the fourth quarter as oil prices recovered, although a hit
from writedowns on assets due to the Covid-19 pandemic saw it
plunge to a $7.2bn net loss for fiscal 2020.

Overcoming climate challenge
to human development
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By Kanni Wignaraja/New York

In his autobiography, Singapore’s founding father, Lee Kuan
Yew, told the story of how leadership and grit transformed a
tiny nation on a sandbar into an open, competitive, and
prosperous metropolis.

In the decades since, Singapore has been governed by a
famously efficient and graft-free political class, and it now
boasts a highly skilled workforce. In the United Nations
Development Programme’s latest Human Development Index (HDI) —
first conceived 30 years ago by the Indian Nobel laureate
Amartya Sen and the Pakistani economist Mahbub ul Haq — the
country ranks eleventh out of 189 overall.

But when the HDI is adjusted to consider carbon dioxide
emissions and so-called material footprint (which measures the
share of global extraction of raw materials in a country’s
final demand), Singapore’s rank drops by 92 positions. No
country has ever managed to reach a high level of human
development with low resource use, and Singapore, having
virtually no natural resources of its own, imports almost all
of the commodities it needs. There 1is nothing unusual about
this; Singapore is emblematic of growth across the planet. But
the natural environment cannot sustain this form of growth and



development.

The intense pressure that our current development models are
putting on local ecosystems 1is perhaps most clearly
illustrated by the Covid-19 pandemic. A tiny pathogen has laid
bare massive vulnerabilities and gross inequalities in even
the strongest and most prosperous societies, with economic and
social imbalances reinforcing the damage inflicted by the
pandemic. As the disease spread, we learned that the
collective action needed to confront such a challenge becomes
far more difficult when domestic divisions and international
rivalries prevail over global solidarity.

But while Singapore-style development is not sustainable, nor
is it feasible to reframe development as a trade-off between
people’s livelihoods and saving trees. That is a central
argument in the UNDP’s new Human Development Report (HDR),
which examines new or underused pathways to achieving human
and environmental well-being. In the future, we must encourage
countries to pursue prosperity while minimising their carbon
footprint by applying the knowledge, science, and technology
now at our disposal.

The report reimagines the future role of governments, but it
is clear that they will not bear sole responsibility for the
vital choices that must be made in the coming years. The HDR
also calls for a socially and environmentally responsible
private sector that regards embracing nature as being in 1its
own interest and helps to reshape norms and incentives for
climate action.

Four important areas for action stand out. First, cities —
which account for 85% of energy output and 75% of CO02
emissions (estimates vary) — now need to pave the way for
green renewal. The HDR highlights a role for cities as
theatres for green action: pricing the true social cost of
carbon, protecting green spaces and planting trees, and
cleaning waterways and seas of the plastic garbage that 1is
devastating marine life.

Second, in addition to action by cities and national pledges —
including in the Asia-Pacific region — to become carbon-



neutral over the next few decades, ordinary citizens must
adapt their ways of life. The HDR urges people to reconsider
what they value highly, and to change what they consume and
how they produce, commute, and invest. This is not impossible.
Throughout history, we have seen that social norms and
behaviour can change. Tobacco use, for example, has become
socially stigmatised, leading to a decline in smoking, and
mask-wearing has become the norm in many places during the
Covid-19 pandemic.

Third, while behavioural change can stem from hard incentives
(say, higher tobacco taxes) and regulations, it can also be
inspired by collective calls to action, such as those urging
large and small institutional investors to finance new green
technologies.

Private money must match public funding, reinforced by
plugging local and international tax loopholes and withdrawing
unnecessary subsidies. The subsidy on fossil fuels alone costs
the world economy $5 trillion a year. In the Asia-Pacific
region, such subsidies can equal more than 50% of a country’s
health or education budget. The right taxes on carbon,
financial transactions, and extreme wealth can raise an
additional $200 billion annually for green investments,
according to the Sustainable Development Solutions Network'’s
report on SDG costing and financing for low-income countries.
Financial constraints clearly need not impede the transition
to a green economy.

Finally, we must understand that nature is not our adversary.
The HDR documents 20 cost-effective actions related to
forests, wetlands, and grasslands that can lead to 37% of the
mitigation needed to keep global temperatures within 2°C of
pre-industrial levels. Reforestation alone accounts for two-
thirds of this potential. Recognising and protecting the local
communities that are nature’s stewards will be key. The
contribution of the Amazon’s indigenous peoples to preserving
forest storage capacity, for example, now equals the per
capita greenhouse-gas emissions of the top 1% of global
emitters.



Sen and Haq’'s original index of human progress introduced a
new way to measure how well societies manage to reach their
potential. When adjusted for planetary stress today, however,
the index shows how their choices are being radically
constricted. Instead of passively awaiting our fate, we must
use our knowledge, reason, and agency to establish new
development models and shape our collective fortunes. -
Project Syndicate

* Kanni Wignaraja is UN Assistant Secretary-General and UNDP
Regional Director for Asia and the Pacific

Solar Stocks Have Been
Thriving—-Here’'s Why That
Could Continue

o ——
|

The solar industry has been on a tear. Several stocks in the
sector hit all-time highs last month. Investors seem eager for
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more solar companies to go public. But is this surge more
sustainable than prior booms?

Earlier boom times ended painfully. Several renewables
companies went public in 2014 and 2015-or spun off their
operating power-plant units—amid a clean-tech wave. But
the collapse of SunEdison Inc.-the world’s largest renewables
company before its 2016 bankruptcy-stung the solar industry.
Some investors began prioritizing profitability over growth.
No solar companies went public in the U.S. between late 2016
and early 2019, according to Bloomberg data.

Now, clean-tech companies are going public at a dizzying pace.
Since October, at least two solar companies have gone public
via initial offerings and another agreed last month to do so
through a merger with a blank-check company. They join several
electric-vehicle and battery companies that have also gone
public with special purpose acquisition companies. There have
been 32 clean-tech SPAC deals over the past 12 months,
according to Pavel Molchanov, an equity analyst at Raymond
James.

One big reason: It became clear early in the pandemic that
solar wouldn’t just weather this difficult time, but possibly
thrive during it. By mid-December, the U.S. was projected to
install a record 19 gigawatts of new solar capacity last year,
according to Wood Mackenzie and the Solar Energy Industries
Association. Meanwhile, a sustainability-focused index that
includes some solar companies, the WilderHill Clean Energy
Index, last year surged more than 200%, topping the 58% gain
in 2019. California-based SunPower Corp. rose as much as 14%
on Friday, and is up about 70% this year. And the underlying
drivers propelling clean tech look sturdy in the near-term:
supportive policies in Europe and the U.S., a push to green
electric grids as well as trillions of dollars in funds
focused on the energy transition.

“It's a mega-trend that'’s essential for the future of this
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world,” says Jeff McDermott, head of Nomura Greentech.

But the success and future promise of the industry doesn’t
mean that solar has become an easy business for executives—or
for investors. Active Solar, for instance, was the best-
performing stock-picker in Europe last year with a 183%
return, but did so after twice losing most of its investors’
money. Guinness Atkinson Asset Management, an investment
management firm, found that the total rate of return of the
median stock among solar-equipment companies was 98% last
year, but -32% in 2018. In fact, among all of the clean-tech
sub-sectors it studied, the total rate of return for solar
equipment was the lowest between 2010 and 2020 at 65%.

Installation “volumes are going through the roof, but
profitability can be quite different,” Molchanov says. “We
have seen countless companies that have grown revenue rapidly
over the years but profitability has been pressured.” There
remains “relentless commoditization including margin
compression” that affects multiple solar segments, including
modules, inverters and power-supply agreements.

The overlapping trends of decarbonization and
electrification—plus the struggles of oil-attracted many
investors to solar last year. That's a far cry from 2016, when
the experience of SunEdison soured many on the industry. The
company had fueled its ascent on financial engineering and
cheap debt before its 2016 bankruptcy.

Nearly five years later, the price of solar power has fallen
markedly, such that the resource is now the cheapest in many
markets. (This 1s obviously a plus for solar’s
competitiveness, but not necessarily the best development for
manufacturers). Solar companies are increasingly confident
that investors will reward them for focusing on just a few
things—power-plant ownership, installations, panel-making, or
components—rather than feeling the need to be vertically
integrated like once before.



One major change is how clean power and other climate-forward
businesses are now seen outside the industry. More than ever
before, these companies are seen as a financial
opportunity—not just good public relations.

— With assistance by Drew Singer, and Will Wade



