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US shale firms miss 
out on $70 oil after 
hedging at $55

Many top US shale oil producers are missing out
on the rally in oil prices to more than $70 a
barrel - because they sold their oil through

futures contracts at about $55 last year when that
looked like a good deal. Now, it looks cheap. Those
hedged bets will hold down revenues and further frus-
trate Wall Street investors, who have been disappointed
by slow returns from the booming Permian Basin in
west Texas. The top 25 shale producers will forego
about $1.7 billion in combined revenues in the second
quarter with oil prices at about $70, according to
Denver-based consultancy PetroNerds. Many of those
producers used hedges that guaranteed them between
$55 and $58 a barrel.

Some west Texas producers face a second profit-
limiting dynamic: They are forced to cut prices because
the region’s production is overwhelming its pipeline
network, raising transportation costs. West Texas oil
currently trades at a discount of $9 to US benchmark
futures, a spread that hit $12 earlier in the month. Some
firms earlier protected themselves from the widening
gap with hedges against the discount. 

But those that didn’t - and also hedged against
future prices at, for instance, at $55 - have been forced
to sell barrels at prices in the low-to-mid $40s.
Occidental Petroleum Corp, the biggest oil producer in
the Permian, hedged using west Texas crude futures
priced at about $59 a barrel, according to first-quarter
regulatory filings. The company did not hedge against
the Midland differential. Occidential, which produces
about 226,000 barrels per day (bpd) from the Permian,
declined to comment on its hedging strategy. It could
offset softer drilling revenues with better results from
its pipeline unit, which benefits from the rising trans-
portation costs.

Lost upside
Many firms sold their future output at prices in the

$50s last year, hoping to take advantage of short-term
rallies to lock in guaranteed income to cover drilling
and production costs. Those costs can be $30 a barrel
or less in west Texas, allowing the firms a healthy profit
even as they protected themselves against future price
slumps. But the cost of that protection is to forego the
potential upside of higher prices. 

The second problem, with pipeline capacity, stems
from surprisingly quick production growth that has
pushed pipeline capacity to the limit several months
before producers expected, said Michael Tran, global
energy strategist at RBC Capital Markets. Producers in
west Texas, the nation’s largest oilfield, are now pump-
ing more than 3.3 million bpd, compared with 2.4 million
bpd a year ago. With storage brimming and pipelines
full, producers have had to offer steep discounts to
compensate for rising transport costs. The large gap
between the US futures price and Permian Basin oil is
called the Midland differential - named for the town at
the center of the west Texas oilfield boom.

Until recently, firms had not hedged the discount
because the price of Midland oil and US futures have
historically tracked closely together. The market for
such hedging is also less active, compared with futures
hedging. But at the end of the first quarter, 14 shale
companies had hedged against 100 million barrels of
2019’s production in West Texas, compared with just 40
million barrels at the end of the fourth quarter, accord-
ing to a Reuters analysis of US regulatory filings. “It’s
really becoming a more widely used phenomenon,” said
Ben Montalbano, PetroNerds co-founder, who said
Midland hedging volume has increased tenfold in the
last two years. Coming into this year, Cimarex Energy
Co had hedged about 905,000 barrels of 2019 west
Texas production at a 47-cent discount to US bench-
mark futures. That means if US oil futures trade at $70
a barrel, Cimarex would sell oil at $69.53 - as opposed
to companies that didn’t hedge, and are exposed to the
entire Midland discount, now at $9. In the first quarter,
Cimarex increased its hedge against the differential to
3.1 million barrels, according to the firm’s filings. About
half of that, however, was hedged at a less favorable
discount of $4.83 per barrel - effectively selling oil at
$65 if futures are at $70. Cimarex produced about
50,000 bpd in the Permian in the first quarter. The
company did respond to a request for comment.

Pipeline problems
With major pipelines not expected to come online

until next year and production increasing, analysts
expect the Midland differential to remain high.
Occidental, in a recent presentation, said it expects this
gap to hit $20 a barrel by the third quarter. “For the
first time in three years, we have not had a pipeline to
come on to alleviate the bottleneck,” said Tran. Some
firms, including Apache Corp and Pioneer Natural
Resources, said they don’t have to worry about the dif-
ferential because they have reserved enough space on
pipelines to transport their oil. Apache said it has start-
ed to hedge its Midland exposure for 2019. Pioneer
does not have any such positions, said Rich Dealt, CFO.
“Pioneer has firm transportation in place over the next
few years to move nearly all of its Permian Basin oil
production to the Gulf Coast for export or sale to
refineries,” Dealt said. — Reuters 

Korean-Americans hopeful and wary of Trump-Kim summit

Ex-spy or genteel 
diplomat? N Korea’s 
choices for nuclear 
talks with Pompeo

Two of North Korean leader Kim Jong Un’s closest
aides - a former military intelligence chief and the
country’s foreign minister - are being talked of as

the most likely candidates to negotiate with US Secretary
of State Mike Pompeo on denuclearization. Whether Kim
will plump for his hardline former spy chief Kim Yong Chol
or genteel career diplomat, Foreign Minister Ri Yong Ho,
could provide a clue on what approach Pyongyang will
take at the talks, political analysts and experts on North
Korea said. Kim Jong Un vowed in a joint statement at
Tuesday’s historic summit in Singapore with US President
Donald Trump to work for denuclearization, and Trump
promised security guarantees for North Korea in
exchange.

They offered few details, and agreed to hold talks “at
the earliest possible date” to implement the outcomes of
the summit with Pompeo leading the US side. But the
statement did not specify his North Korean counterpart by
name, saying it would be a “relevant, high-level” official.
That would restrict the possible candidates to a handful of
men trusted by Kim within North Korea’s highly opaque
leadership circle. Both Kim Yong Chol and Ri accompanied
Kim Jong Un to Singapore for the summit and were seated
with him at the table during talks that included the two
delegations. 

Kim Yong Chol’s centre-stage presence before and
during the recent thaw between the two Koreas and
Pyongyang and Washington indicate he is one of the most
powerful, closest aides of the young leader.  But he has
chiefly dealt with inter-Korean relations, rather than
nuclear issues, which have mostly been handled by the for-
eign ministry.  

“The absence of the North Korean name in the joint
statement, despite the role that Kim Yong Chol has played
so far, could mean Kim Jong Un is agonizing over whether
he should now charge diplomats to do the job,” said Shin
Beom-chul, a senior fellow at the Asan Institute for Policy
Studies in Seoul.

Spy chief or diplomat?
Kim Yong Chol, 72, is a four-star general, vice chairman of

the Central Committee of the ruling Workers’ Party, and direc-
tor of the United Front Department, which is charge of inter-
Korean ties. He visited Trump in Washington in late May, and
has met Pompeo four times, twice in Pyongyang, once in New
York and then during the summit.

“Kim should be the most likely partner of Pompeo, having
worked with him before and knowing well about what Kim
Jong Un wants,” said Cheong Seong-chang, a North Korea
leadership expert at the Sejong Institute south of Seoul. Kim
Yong Chol has spent nearly 30 years in the intelligence com-
munity, including a stint as chief of the Reconnaissance
General Bureau, North Korea’s main spy agency. The United
States and South Korea blacklisted him for supporting the
North’s weapons programs in 2010 and 2016, respectively.
Seoul accused him of masterminding deadly attacks on a
South Korean navy ship and an island in 2010. He was also
linked by US intelligence to a devastating cyber attack on
Sony Pictures in 2014. North Korea denied any involvement in
any of the incidents. A hawkish army commander, he has steered
a series of inter-Korean military talks since the late 1980s. He
was “best at pressing and humiliating” his opponents during
negotiations, according to a retired South Korean diplomat who
met him. In 2014, he “stormed out of the room” during military
talks when the South demanded an apology for the 2010
attacks, said former South Korean military officials involved in
the meeting. “He’s known as a hard-liner, as much as Pompeo in
Washington, but both people are realists who can make a com-
promise if necessary,” Cheong said.

Westernized, professional
In contrast, Ri Yong Ho is seen as a genteel, soft-spoken

career diplomat who is polite and humorous but can also be
tough with sharp debating skills. He called Trump “President
Evil” at the UN General Assembly last year, but such rhetoric
is usually out of character for him, according to former coun-
terparts and colleagues. A fluent English speaker, the 62-year-
old Ri has held a number of high-level posts dealing with the
West, including as envoy to the now defunct six-party talks
aimed at dismantling Pyongyang’s nuclear programs. 

Following a rare party congress in 2016, Ri was appointed
foreign minister and promoted to the party’s politburo, the
opaque, all-powerful party organ where top state affairs are
decided. It was the first time in two decades that a career
diplomat was named to the politburo, Cheong said. “It would
be reasonable for the foreign ministry that has professional
expertise and experiences to take over nuclear talks,” said
Chun Yung-woo, a former South Korean representative to the

six-party talks. “The summit’s joint statement simply heralded
the start of working-level negotiations, where all key, complex
issues will be discussed, including the timeline of the North’s
dismantlement, its verification and corresponding US action.”

Another potential negotiator is Ri Su Yong, a former for-
eign minister who is currently responsible for international
affairs at the party. While serving as ambassador to
Switzerland, the 78-year-old Ri oversaw the young Kim’s
European education, which helped him earn the trust of the
leader, but he is seen as a long shot compared to the other
two. A senior South Korean official, who spoke on condition of
anonymity, said the candidate chosen could be a factor in the
approach to the negotiations, but not in North Korea’s posi-
tion. “Whoever sits at the negotiating table, any solid, specific
decision on denuclearization would be made by Kim Jong Un
himself,” he said. — Reuters 

Korean-Americans in the Los Angeles area, which has
the largest number of Koreans outside Asia, appeared
cautiously optimistic on Tuesday following the historic

summit between President Donald Trump and North Korean
leader Kim Jong Un. “It was a good meeting,” said Yuri Kim
as she stood outside the South Korean consulate in
Koreatown, holding her two-year-old son in her arms. “It’s
just the beginning I hope.” Kim, who immigrated to the
United States four years ago, said she was hopeful the
unprecedented summit between the two leaders will lead to
the denuclearization of North Korea.

“I don’t know much about him but he doesn’t commit to
big corporations because he’s rich, he doesn’t have a political
background, he doesn’t need to persuade his party,” she said,
referring to Trump. As to Kim Jong Un, she believes that since
his meeting with his South Korean counterpart “he’s trustable
and consistent.”Kwang Yoon, a 59-year-old engineer, said the
summit marked a “first step” toward a lasting peace. “I’m
excited but you can’t solve everything in one time,” he said.
“If you don’t (talk), you get into many misunderstandings.”
The encounter between Trump and Kim Jong Un led to a joint
statement in which both countries pledged to pursue the
denuclearization of the Korean Peninsula. Trump also said the
US would halt military exercises with Seoul-something long
sought by Pyongyang, which claims the drills are a rehearsal
for invasion.

‘I used to hope’ 
Sean, who was born in North Korea, said he has lived

through many failed attempts at peace on the Korean
Peninsula and was hopeful this latest bid would be successful.
“I used to hope,” said the 90-year-old, who refused to give
his last name for fear of the regime in Pyongyang. He said he
was pinning his hopes on the youthful age of the North
Korean leader, who is in his mid-thirties and seems ready “to
change his position.” For Jeffrey Wang, who works as a cook
at a restaurant in Koreatown, Monday’s summit was a wel-
come development though he remains skeptical about the
final outcome. “I don’t trust Kim Jong Un, we don’t trust
North Korean people,” he said. “We are at war.”

North and South Korea remain technically at war after the
1950-53 conflict ended in an armistice that Seoul’s then

leader refused to sign and divided the peninsula along the
Demilitarized Zone. The conflict has also divided many fami-
lies that have never been re-united.  “It’s very painful to have
to live like that,” Yoon said. 

“I hope both Koreas can eventually live together. “It’s one
nation with the same language, the same culture, the same
people.” Born in 1928 in what is now North Korea, Sean fled
to the South in 1947 with his parents at the age of 18 and set-
tled in the United States in 1978. He said his older sister
stayed behind in North Korea.

“She is probably dead,” he said, matter-of-factly, adding
that there was no way to communicate with her since they

were separated. “So many people have had the same experi-
ence,” he sighed.  “I feel terrible about North Korea,” he
added. “They have no freedom, they cannot even talk to each
other. They cannot trust each other.  “I don’t know how they
can change their policies, educate people.” Roy Lee, 18, who
was born in the US to Korean immigrants who own a restau-
rant, said he felt little concerned by the summit though he
cared about the safety of his extended family in South Korea.
“Uniting Korea would be a good thing but I don’t really trust
Kim Jong Un because he never talked about uniting Korea
before Trump,” he said. “And I feel that after Trump backs off,
it will be the same thing again.” — AFP 

Commuters read the latest edition of the Rodong Sinmun newspaper showing images of North Korean leader Kim
Jong Un meeting with US President Donald Trump during their summit in Singapore, at a news stand on a subway
platform of the Pyongyang metro yesterday. — AFP 

US Secretary of State Mike Pompeo disembarks from
his plane as he arrives at Osan Air Base in
Pyeongtaek yesterday. — AFP 


