
Saudi  Arabia  and  Russia
Discuss  Scaling  Back  Global
Oil Cuts

 Easing output curbs “on the table”; no decision yet:
Al-Falih
 OPEC, allies to discuss loosening supply caps in June:
Novak

Saudi Arabia and Russia, the oil producers who led the effort
to  shrink  a  global  glut,  said  they  are  discussing  easing
output curbs for the first time.30
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While scaling back the supply caps is “on the table,” no
decision has been made, Saudi Arabian Energy Minister Khalid
Al-Falih said in an interview early Friday morning in St.
Petersburg. The Organization of Petroleum Exporting Countries
and its partners will in June discuss loosening the curbs that
began in 2017, Russian counterpart Alexander Novak said at the
same interview after a meeting between the two officials.

Speculation  is  swirling  over  when  and  by  how  much  the
producers  will  scale  back  cuts  after  they  eliminated  an
inventory surplus that had sparked a price crash about four
years ago. Market uncertainty has risen following renewed U.S.
sanctions  on  Iran  that  may  curb  the  Islamic  Republic’s
exports,  and  as  economic  turmoil  in  Venezuela  drives  a
collapse of the OPEC member’s oil industry. Crude’s rebound is
also spurring concern that demand may falter.

Russia and Saudi Arabia share a common view on “consuming
countries’  anxiety  and  concerns  over  potential  supply
shortages,” Al-Falih said. “We will ensure that the market
remains in its trajectory towards rebalancing, but at the same
time we will not overcorrect.” The two nations will meet at
least two more times before OPEC and its partners gather in
Vienna next month, he said.

While Saudi Arabia has shown a desire for higher prices to
bankroll domestic economic reforms and underpin the valuation
of its state oil company in a planned initial public offering,
the top OPEC member and its allies are facing pressure from
consuming nations as well as crude producing companies.



High Enough
Indian Petroleum Minister Dharmendra Pradhan said earlier this
month that he expressed concern about rising crude and its
impact  on  consumers  to  Al-Falih.  He  added  that  the  Saudi
energy minister had assured him that the Middle East nation
and other producers would ensure that adequate supplies are
available and that prices remain reasonable. In developing
countries  from  Brazil  to  the  Philippines,  drivers  are
complaining  about  high  fuel  costs.

In Russia, some of the largest oil producers called for more
flexibility after almost 17 months of output curbs. The cuts
have achieved their goal and crude prices near $80 a barrel
are high enough, according to the bosses of Lukoil PJSC and
Gazprom Neft PJSC. Novak said that he will hold talks with the
nation’s  crude  producers  next  week  or  the  week  after  to
discuss the deal with OPEC.

“Earlier we said that we will monitor the market situation,
now we can say that we are looking into the issue” of a smooth
recovery in output to meet growing demand, Novak said in the
interview on Friday. He added that he and Al-Falih discussed
prices  and  the  market  situation,  including  Venezuelan



production  and  risks  related  to  Iran.

The Saudi minister said he’ll meet Novak again in Moscow on
June  14,  adding  that  another  meeting  between  the  two  is
possible before that.

U.S. Supply
In  Washington,  Democrats  are  using  high  gasoline  prices,
approaching $3 a gallon for the first time since 2014, as a
political tool, accusing the White House of not doing enough
to shield consumers.

Recent price gains have been driven by American actions such
as  President  Donald  Trump’s  withdrawal  from  a  2015  deal
between Iran and world powers that had eased sanctions on the
Persian  Gulf  state  in  exchange  for  curbs  on  its  nuclear
program. Earlier this month, Al-Falih and United Arab Emirates
Energy Minister Suhail Al Mazrouei said recent moves in oil
prices have been driven by geopolitics and that global supply
remains ample.

Additionally, record production in the U.S., which is not part
of the deal among global producers to cut output, is a key
issue that’s complicating strategy for OPEC and its allies.

Brent crude, the benchmark for more than half the world’s oil,
was down 0.4 percent at $78.49 a barrel at 7:31 a.m. in
London. Earlier this month, prices had traded above $80 a
barrel for the first time since November 2014. U.S. West Texas
Intermediate futures were at $70.49 a barrel in New York.

“We will be coordinating closely, monitoring the market almost
on a daily basis,” Al-Falih said on Friday. “We’ll consult
with other countries. Each of them has a voice and their
voices matter to us.”



Under  Pressure  From  Trump,
Saudis  Put  Brakes  on  Oil’s
Rally

 Riyadh supports a gradual increase in oil output over
summer
 Middle East oil producers worried about U.S. anti-trust
laws

The world’s largest oil exporter just made quite a policy
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swerve.  Within  six  weeks,  Saudi  Arabia  has  gone  from
advocating higher prices to trying to stop the rally at $80 a
barrel.

The U-turn scrambled the outlook for oil markets, hit the
share prices of oil majors and shale producers and set up a
diplomatic wrangle with other members of the Organization of
Petroleum Exporting Countries.

What changed? The supply threats posed by the re-imposition of
U.S. sanctions on Iran oil exports earlier this month and the
quickening collapse of Venezuela’s energy industry are both
part of the answer, but they’re secondary to Donald Trump. On
April  20,  the  president  took  to  Twitter  to  lambaste  the
cartel’s push for higher prices. “Looks like OPEC is at it
again,” he tweeted. “Oil prices are artificially Very High!”

Trump’s  intervention  gave  typically  strident  voice  to  a
concern  held  more  widely  in  the  U.S.  and  other  consuming
countries: oil’s rally from less than $30 in early 2016 to
more than $80 this month risked becoming a threat to global
economic growth.

On  Friday,  Saudi  Oil  Minister  Khalid  Al-Falih  responded,
saying his country shared the “anxiety” of his customers. He
then announced a shift in policy that all but gave a green



light for a market sell-off, saying OPEC and its allies were
“likely” to boost output in the second half of the year.

“The tweet moved the Saudis,” said Bob McNally, founder of
consultant Rapidan Energy Group LLC in Washington and a former
White House oil official. “The message was delivered loud and
clear to Saudi Arabia.”

After Al-Falih’s comments, made following a meeting with his
Russian counterpart in St. Petersburg, saw crude drop more
than $3 to below $67 a barrel in New York on Friday. The
bullish tone of recent market chatter, increasingly punctuated
with talk about oil prices climbing past $100, $150 and even
$300, suddenly looks overdone.

Who’s Got the Juice?
Saudi Arabia and Russia could potentially return the most oil
to the market.

It wasn’t just the U.S. Other major buyers of Saudi crude also
put pressure on Riyadh to change course, albeit a little more
diplomatically  than  Trump.  Dharmendra  Pradhan,  the  Indian
petroleum minister, said he rang Al-Falih and “expressed my



concern about rising prices of crude oil.”

OPEC officials were in a meeting at the opulent Ritz-Carlton
hotel in Jeddah on Saudi Arabia’s Red Sea coast when Trump
tweeted his views and they immediately saw it as a significant
intervention.

“We were in the meeting in Jeddah, when we read the tweet,”
OPEC Secretary General Mohammad Barkindo said on Friday. “I
think I was prodded by his excellency Khalid Al-Falih that
probably there was a need for us to respond,” he said. “We in
OPEC always pride ourselves as friends of the United States.”

To read a story on how consumers are responding higher prices,
click here.

Diplomats  and  oil  officials  in  OPEC  countries  were  also
worried about the potential revival in Washington of the so-
called “No Oil Producing and Exporting Cartels Act,” which
proposes making OPEC subject to the Sherman antitrust law,
used more than a century ago to break up the oil empire of
John Rockefeller.

The bill first gained prominence in 2007 when George W. Bush
was president and oil prices were flirting with $100 a barrel
and made a comeback several years later under Barack Obama.
While it was opposed by those presidents, the risk for OPEC
was that Trump “could break with his predecessors and support
its passage,” said McNally.

In a sign that oil prices were climbing Washington’s agenda as
gasoline prices approached the $3 a gallon mark, last week a
sub-committee in the U.S. House of Representatives held a rare
hearing on the NOPEC act.



There are also indications that Russia, whose decision to
participate in OPEC’s cuts helped turnaround the oil market,
has decided the rally has run far enough.

“We’re not interested in an endless rise in the price of
energy and oil,” Putin told reporters in St. Petersburg on
Friday. “I would say we’re perfectly happy with $60 a barrel.
Whatever  is  above  that  can  lead  to  certain  problems  for
consumers, which also isn’t good for producers.”
OPEC and its allies will gather in Vienna for a policy meeting
on June 22 to hammer out a deal. While Al-Falih and Russia’s
Novak have indicated that output will most likely increase,
the details — how many barrels from which countries — are
still a question mark.

“In an environment of low inventories and rising geopolitical
outages, raising some supply is prudent,” said Amrita Sen, oil
analyst at Energy Aspects Ltd.

Oil producers are debating an increase ranging from 300,000
barrels  a  day  at  the  low  end,  backed  by  Gulf  producers
including Saudi Arabia, and a larger increase of about 800,000
barrels a day favored by Russia, a person familiar with matter
said on Friday.



“It’s too early now to talk about some specific figure, we
need to calculate it thoroughly,” Novak said.

Even though Al-Falih’s comments brought about an immediate
price  reaction,  there  are  still  reasons  for  people  to  be
bullish as traders await the impact of U.S. sanctions against
Iran and wider political tensions in the Middle East.

And with global oil demand growing strongly, hedge funds will
shift their focus on diminishing global spare capacity as OPEC
returns barrels to the market. The U.S. government estimates
the cushion at just 1.34 million barrels a day next year,
below the 1.4 million reached in 2008 when oil prices surged
to nearly $150 a barrel.

In a letter to investors earlier this month, Pierre Andurand,
the  bullish  oil  hedge  fund  manager,  warned  that  if  Saudi
Arabia needs to “offset production declines from Iran and
Venezuela” global spare capacity would decline to perilous
levels.

“Oil prices could potentially surge to record high levels to
force demand destruction very quickly,” he wrote.

Looks  like  OPEC  is  at  it
again.
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Looks like OPEC is at it again. With record amounts of Oil all
over the place, including the fully loaded ships at sea, Oil
prices are artificially Very High! No good and will not be
accepted!



Sanctions  aren’t  stopping
Russia’s LNG ambitions

Despite the imposition of US and EU sanctions in the energy
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sector, new projects continue to flourish in Russia. Already
the world’s largest exporter of traditional natural gas, the
country is gaining a foothold in the liquefied natural gas
market. For the last 3 years, Russia’s LNG capacity has been
growing substantially.

Competition  from  Qatar,  Australia,  and  the  US,  the  world
leaders in LNG exports, coupled with the impact of political
tensions after the Ukraine crisis, have made Russia reconsider
its traditional pipeline exports. After Lithuania and Poland
built their own LNG terminals with gas from Norway, Qatar and
most recently the US, Gazprom’s conventional gas intake was
significantly diminished in both countries. Despite Gazprom’s
cheaper price, Lithuania and Poland preferred to pay a premium
for their LNG to reduce the dependency on Russia’s energy
resources.

Gaining a foothold
Novatek, Rosneft and Gazprom each set out to develop their own
unconventional gas resources. Novatek’s Yamal LNG is Russia’s
most ambitious project. Based on the Kara Sea in the Arctic
Circle,  gas  extraction  is  conducted  under  the  permafrost,
which  makes  it  incredibly  challenging.  Funded  by  Russia’s
Novatek, France’s Total, China National Petroleum Corporation,
and  China’s  Silk  Road  Fund,  Yamal  LNG  is  a  $27  billion
facility  that  will  start  full  operation  in  2018.  It  will
produce 16.5 million tonnes of LNG per year. Yamal LNG’s gas
plant will be finished in November. As a symbolic gesture,
Russia will send the first shipments to China, which supported
the project. Another four shipments will follow in December.

Rosneft is developing its Far East LNG project in Sakhalin,
which aims to produce 5 million tonnes of LNG gas. Its goal is
to deliver supplies to the Asia-Pacific region, in particular
to Japan and South Korea.

Gazprom is pushing LNG as in-house transport fuels. Russia’s
gas giant signed agreements with Avtodor, the Russian highways



state company, and Gazprom Gazomotornoye Toplivo, a Gazprom
subsidiary, to grow a network of LNG and compressed natural
gas filling stations for locomotives and trucks. Expanding its
reach, Gazprom also launched small-scale LNG projects abroad
in places like Vietnam, Belarus, Ghana and Bolivia.

Bypassing Western sanctions
The impact of Western sanctions on Russia’s LNG development
proved  to  be  rather  limited.  Despite  the  restrictions  on
financial borrowing and export of Western technologies (e.g.
drilling and hydraulic fracturing), Russia managed to keep its
LNG projects afloat. Loopholes in the sanctions regime and new
partners allowed Russia to bypass legal implications and to
find new funding.

While both oil and gas exploration projects were prohibited
under US sanctions, the EU sanctions exempted gas projects.
This allowed European investors to further participate in the



development of Russia’s LNG gas plants. Both French Total and
Dutch Shell preserved their 20% and 27% shares in the Yamal
and Sakhalin projects, respectively.

Despite  Western  restrictions  on  capital,  Russian  energy
companies  still  manage  to  attract  European  investments.
Italy’s Saipem is set to be a subcontractor for Arctic LNG 2,
Novatek’s second gas plant on the Kara Sea. In 2015, Shell
agreed to invest in the expansion of Gazprom’s Sakhalin II,
while in 2017, a Dutch company set up a joint venture with
Gazprom to design and construct the Baltic LNG project in the
Leningrad Region. However, Rosneft’s Far East and Gazprom’s
Vladivostok LNG projects were delayed until 2020 due to a lack
of funds and low fuel prices. Partnered with ExxonMobil in
2014, the Far East project was stalled due to looming Western
sanctions over the Ukraine crisis. Recently, Rosneft announced
that  it  may  build  the  LNG  plant  using  its  own  resources
exclusively.

Russia’s  pivot  to  Asia  and  the  Middle  East  lessened  the
country’s dependence on Western lending. In March 2017, having
difficulties raising funds from Western banks, Novatek sold a
9.9%  stake  to  China’s  Silk  Road  Fund.  Similarly,  Rosneft
turned  to  Chinese  investors  after  Glencore  and  the  Qatar
Investment Authority cut their stakes. A 14% stake of Rosneft
was  bought  by  CEFC,  China’s  Energy  conglomerate,  for  $9
billion. Recently, investors from Japan and the Middle East
showed interest in Gazprom’s Baltic and Novatek’s Arctic 2 LNG
projects.

Making strides in the LNG market
With  the  latest  reports  predicting  13%  growth  in  the  LNG
market by 2025 and an overall 53% share in long-distance gas
trade by 2040, Russia is under further pressure to develop its
LNG projects on time. Currently, Russia exports 10.8 million
tonnes and has a 4.2% market share.

Following the completion of the Arctic 2 LNG project, the



country  might  challenge  the  dominance  of  Qatar,  which
currently occupies 30% of the market. By building the second
gas plant on the Gydan peninsula, Russia could produce up to
70  million  tonnes  of  LNG  annually,  just  below  Qatar’s  77
million. The construction of Arctic 2 is slated to commence in
2019, with the first shipments due on the market in 2023.

Challenging Qatar’s dominance in the LNG market would make
Russia not only the world’s largest exporter of conventional
natural gas, but also of liquefied gas. The conditions for
that are favourable. With funding from China and Saudi Arabia,
Russia can bypass Western restrictions on capital. Russia’s
LNG exploration sites are strategically close to the Asian
market.  Located  in  the  Far  East,  LNG  would  be  easy  to
transport  via  sea  to  Japan  and  South  Korea,  the  world’s
largest LNG importers.

EU settles seven-year Gazprom
dispute without imposing fine
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The EU has settled a seven-year dispute with Gazprom after the
Russian state-controlled energy giant agreed to change its
operations in central and eastern Europe.

The  deal,  announced  on  Thursday  by  the  EU’s  competition
commissioner, Margrethe Vestager, comes at a time of tensions
between  Russia  and  Europe  over  Ukraine,  Syria  and  the
poisoning  of  the  Skripals  in  Salisbury,  which  has  taken
British-Russian relations to a new low. Meanwhile there is
division  within  the  EU  over  the  construction  of  the  Nord
Stream 2 pipeline between Russia and Germany.

Vestager  sought  to  isolate  the  case  from  the  political
turmoil. “This case is not about Russia, this case is about
European  consumers  and  European  businesses  and  making  the
market serve them,” she said. “This is about what rules to
play by, no matter your flag, no matter your ownership.”

Under the terms of the deal, Gazprom will be banned from
imposing restrictions on how its customers in central and
eastern Europe use gas. Bulgaria, the Czech Republic, Estonia,
Hungary, Latvia, Lithuania, Poland and Slovakia will no longer



be banned from exporting gas to another country.

The  deal  aims  to  answer  concerns  that  customers  in  five
countries were being over-charged for their gas. From now on,
customers in Bulgaria, Estonia, Latvia, Lithuania and Poland
have the right to demand a price in line with those in Germany
and the Netherlands.

If Gazprom fails to respond, these customers can take their
complaint to an arbitration body in the EU, which is empowered
to impose a lower price.

Some governments are unhappy about the commission’s decision
not to fine Gazprom for its past behaviour. Lithuania’s prime
minister,  Saulius  Skvernelis,  described  the  proposed
settlement  as  “strange”,  Reuters  reported.

Acknowledging that some would have liked to have seen Gazprom
fined, Vestager said that option was not in the best interests
of European consumers.

“With today’s decision, Gazprom has accepted that it has to
play by our common European rules, at least if it wants to
sell its gas in Europe. It has accepted to play by a rulebook
that is tailor-made to ensure that European customers can
benefit from the free flow of gas this very day.”

She said failure to comply could lead to a fine of up to 10%
of global turnover, a step that can be taken without another
lengthy legal investigation.

“This  is  not  empty  theory,”  she  said.  “In  2013  we  fined
Microsoft over half a billion euros when the company broke its
obligation. In other words, the case doesn’t stop with today’s
decision.  Rather,  it  is  the  enforcement  of  the  Gazprom
obligations that starts today.”

Gazprom’s deputy chief executive, Alexander Medvedev, said he
was satisfied with the settlement, describing it as “the most



reasonable  outcome  for  the  well-functioning  of  the  entire
European gas market”.

Russian Oil Giants Get Record
Prices,  But  Not  Profits  to
Match

The price of crude in rubles has surged to an all-time high,
but  Russian  oil  producers  will  miss  out  on  record  first-
quarter profit because of a rising tax burden.

Investors in Lukoil PJSC or Rosneft PJSC — which is due to
publish earnings on May 14 — will probably have to wait until
later in the year to see the full benefit of the surge in
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crude. So far, Russia’s government has done a better job of
translating record prices into revenues, said Denis Borisov, a
director at the Ernst & Young Oil and Gas Center in Moscow.

“The golden rain will likely fall on the companies in the
second quarter if key conditions — the oil price and ruble
exchange rate — remain in place,” Borisov said on Thursday.

The  price  of  international  benchmark  Brent  crude  averaged
3,823 rubles a barrel ($67.23) in the first quarter, just a
hair away from the previous quarterly record in 2014. It’s
risen further to as high as 4,881 rubles this month. Yet the
price of Urals crude in Russia’s currency, net of taxes, was 3
percent lower from January to March compared with the fourth
quarter  due  to  higher  oil-extraction  levies,  according  to
Deutsche Bank AG.

Tighter Burden
Tax costs of Russia’s producers have been rising since last
year

The industry also faced a jump in petroleum-product excise tax
— an additional support to the state budget to fund road
construction  that  may  reach  40  billion  rubles  this  year,
according  to  Finance  Ministry’s  estimates  made  last  year.
However,  Russia’s  domestic  gasoline  price  increases  lagged
crude in the first quarter, possibly showing that companies
were  holding  back  from  shifting  part  of  this  burden  onto
consumers ahead of presidential elections in March, said Ildar
Davletshin, an energy analyst at Wood & Co.

The revenue of state-run Rosneft, which pumps more than 40
percent of Russia’s oil, could have hit a record of 1.73
trillion rubles in the first quarter, according to Renaissance
Capital. However, it expects net income to drop 19 percent
from the fourth quarter to 81 billion rubles.

Rosneft plans to start its first-ever share buyback program



this quarter, spending $2 billion over three years. That means
investors will also be closely watching cash flow. Renaissance
Capital expects the company to generate 75 billion rubles in
the first quarter, almost 16 percent lower than a year ago,
Bloomberg calculations show.

Several  of  Rosneft’s  peers  are  planning  or  implementing
buybacks as a way to share the rewards from rising crude
prices with investors. Lukoil announced a five-year repurchase
scheme worth as much as $3 billion back in January — four
months before Rosneft. The move boosted the stock’s appeal to
investors and helped close the gap in the market value of the
rivals.

For 2018 as a whole, Lukoil and Gazprom Neft PJSC are expected
to  post  big  gains  in  net  income,  according  to  analysts
surveyed by Bloomberg. Rosneft’s cash flow should more than
double to some 550 billion rubles, which is enough to cover
interest  payments,  dividends  and  as  much  as  half  of  the
planned share purchases, Davletshin said. Another Rosneft plan
— to cut its debt by 500 billion rubles this year — may need
proceeds from selling non-core assets, he said, a move the
company is already considering.

Still, the size of the tax burden remains a risk, particularly
as Russia forms a new government. President Vladimir Putin’s
administration will soon lay out targets for the economy and
budget for his fourth term. While the state has promised to
avoid  significant  changes  in  oil  taxes  this  year,  Prime
Minister Dmitry Medvedev said this week that Russia will need
at least 8 trillion rubles in additional spending to fulfill
its plans

 



GECF  Doha  meet  seeks  to
further strengthen gas marke
The 18th ministerial meeting of the Gas Exporting Countries
Forum (GECF) in Doha tomorrow will further explore ways to
strengthen  the  global  gas  market,  which  faces  numerous
challenges including lower prices.

The Doha-headquartered GECF currently accounts for 42% of the
global  gas  output,  67%  of  the  world’s  proven  natural  gas
reserves, 40% of pipe gas transmission, and 85% of global LNG
trade.
The  GECF  seeks  to  increase  the  level  of  coordination  and
strengthen the collaboration among member countries, and to
build a mechanism for a more meaningful dialogue between gas
producers and consumers to ensure stability and security of
supply and demand in global natural gas markets. 

It also aims to support its members over their natural gas
resources and their abilities to develop, preserve and use
such resources for the benefit of their peoples, through the
exchange of experience, views, information and coordination in
gas-related matters.
Saudi Arabian Energy Minister Khalid al-Falih is expected to
travel to the Qatari capital, Doha, this week for meetings
with oil-producing countries on the sidelines of an energy
forum, three sources familiar with the matter said, according
to a Reuters dispatch. Al-Falih is expected to meet other
energy  ministers  from  Opec  and  possibly  Russian  Energy
Minister Alexander Novak on Friday, the sources said, speaking
on condition of anonymity.
It  was  not  immediately  clear  whether  al-Falih  would  meet
Iranian Oil Minister Bijan Zanganeh, the sources said, as
there was no confirmation from Tehran yet on whether Zanganeh
would attend the gas forum.
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Qatar and Russia are members of the GECF, while Saudi Arabia
is not.
The natural gas market is very dynamic and requires liquidity,
flexibility and transparency for it to function effectively,
GECF  noted.  It,  therefore,  needs  multiple  supply  sources,
users and comprehensive infrastructure for transmission and
distribution. The natural gas market is highly developed in
the US Europe and Asia.


