
WASHINGTON: US President Donald
Trump yesterday called on the Federal
Reserve to cut the benchmark interest rate
significantly, moments before the central
bank was due to open its two-day policy
meeting. “I would like to see a large cut,”
Trump told reporters at the White House,
his latest move in a constant campaign to
pressure monetary policymakers. “I’m very
disappointed in the Fed,” he said.

Markets overwhelmingly expect the
central bank today will cut in the key
lending rate by 25 basis points-the first
cut in more than a decade-amid a slowing
global economy impacted by trade uncer-
tainty and sluggish business investment.
That would undo the Fed’s most recent
increase in December, which was the last
of four in 2018 and the US economy
picked up steam.

But Trump seems to be calling for a
deeper cut of 50 basis points or perhaps
more. But a cut of that size is typically used
only when the economy is experiencing a
steep slowdown. The current economic
expansion is now entering its 11th year,
making it the longest on record. And with
steady job growth, low unemployment and
asset prices running high, economists are
split as to whether the world’s largest econ-
omy needs stimulus.

But the Commerce Department yester-
day also reported that inflation remained
tame last month, confirming that there is
slim likelihood of a breakout in price pres-
sures. Other economists say rate increase in
December was a mistake. 

Fed Chairman Jerome Powell, the target
of Trump’s ceaseless barbs, has signaled the
bank is likely to lower rates due to econom-
ic uncertainties. Trump has constantly
berated the Fed and its chairman for failing
to provide additional juice to the economy,
which he has promised will grow by three
percent and more each year. The central
bank’s challenge is to tune out politics
ahead of today’s announcement, and base

the direction of monetary policy on the
economic data.

Why cut rates now? 
Powell and other Fed officials have said

repeatedly they expect the US economy to
continue to grow and for inflation to even-
tually pick up, which makes the course cor-
rection now a bit unusual. Unemployment,
one of the two metrics the Fed is required
by law to focus on, is at the lowest in nearly
50 years.  A strong jobs market would nor-
mally cause wages to rise, fueling inflation,
the second key metric for the Fed. 

However, inflation has been largely
absent, hovering below-sometimes well
below-the two percent target. And Trump’s
aggressive trade tactics have brought busi-
ness investment to a screeching halt, at a
time when major economies are slowing,
and Brexit is weighing on Britain and the
European Union.

That gives the Fed space and justifica-
tion to inoculate the US economy. Traders
see a rate cut as a certainty, with less than a
quarter still betting on a 50 basis point cut-
something usually reserved for a dire situa-
tion. And many economists say another cut
is likely this year, and as many as three by
early 2020. The Fed raised the key lending
rate nine times from December 2015 to
December 2018, including four times last
year, as the US economy picked up steam.
Officials wanted to raise the policy rate to a
more normal level, so it would have ammu-
nition available to help stimulate a recovery
with rate cuts.

The December hike was somewhat con-
troversial given indications the trade wars
were starting to impact the economy, and
amid sharp declines in stock prices.
However, in the face of Trump’s vocal
attacks, the Fed may have wanted to show it
could ignore the political pressure. Now the
Fed is caught in a dilemma of doing what
Trump wants while convincing observers it
is the right thing to do.

Political pressure
The problem with a central bank doing

the bidding of politicians, is markets no
longer believe monetary policymakers will
act as needed-even if unpopular-when
prices start to rise.  Once that inflation-fight-
ing credibility is lost, it takes years to recov-
er, as the United States saw in the late 1970s
and early 1980s, and many countries have
seen since. That means the Fed would have
to hike rates much more aggressively to
clamp down on price increases, which would

be likely to harm businesses and slow the
economy. The federal funds rate is the inter-
est banks charge each other for very short
term loans, and sets the base for all other
types of lending such as mortgages and
credit cards. Lowering borrowing rates
makes it easier for businesses to get loans to
invest in new projects, and for consumers to
buy homes, cars and other items, which cre-
ates demand that keeps the economy hum-
ming.  US demand also helps support the
global economy, through solid imports.

Powell’s predecessor, Janet Yellen, said
over the weekend that she favors a cut now
given low inflation and a weakening global
economy. The Fed has limited weapons in its
arsenal and has been struggling lately with a
key one: communication.  Powell and other
officials have stumbled recently with confus-
ing and contradictory statements amid the
changing economic environment. Markets
will be listening closely to Powell at the press
conference today to see what signals he
sends about future moves. — AFP

BP says quarterly
profit sinks on 
lower oil prices
LONDON: BP’s profits slumped by 35 percent in the
second quarter on the back of sliding crude oil prices,
the British energy major said yesterday. Profits after
taxation tanked to $1.8 billion (1.6 billion euros) in the
three months to the end of June from $2.8 billion a
year earlier, BP said in a results statement, adding that
this partly “reflects lower oil prices”.

Weaker crude prices translate into falling profits
and revenues for the energy sector. The energy major
also took a $634-million impairment charge on the
back of asset sales in Egypt and the United States.

BP added however that its underlying replacement
cost profit-a widely-watched measure which strips out
exceptional items and changes in the value of oil
inventories-was broadly unchanged at $2.8 billion.
That beat the average analyst forecast of $2.48 billion,
according to Bloomberg.

BP noted that this reflected the company’s “contin-
ued good operating performance” thanks to its growth
strategy that was launched in 2016. “At the midpoint of
our five-year plan, BP is right on target,” said BP Chief
Executive Bob Dudley in yesterday’s earnings release.
“Reliable performance and disciplined growth across
our businesses are delivering strong earnings, cash
flow and returns to shareholders.

“And this is also allowing us to grow businesses that
can make a significant contribution in the energy tran-
sition, helping deliver the energy the world needs with
lower carbon.”

Revenues dipped four percent to $73.747 billion in
the second quarter, but production rose four percent
to 3.8 million barrels of oil equivalent per day. Output
remains boosted by last year’s vast purchase of US
shale oil and gas operations from mining titan BHP.
Benchmark Brent crude oil prices averaged $62.63 per
barrel in the reporting period. That was down from
$67.24 a year earlier. —AFP 
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WASHINGTON, DC: In this file photo, US President Donald Trump walks with Jerome Powell, Federal Reserve chairman, at the White
House in Washington, DC. — AFP

Political pressure complicates Fed’s expected rate cut

Trump wants ‘a large cut’ from US Fed

Texas shale 
pioneers 
face stark
challenges
MIDLAND, Texas: Seven years ago,
Diamondback Energy Inc went public
with a modest parcel of drillable land in
the Permian Basin of West Texas. Like
dozens of other Permian startups, the
firm then pursued a classic wildcatter’s
strategy - borrowing to buy up
acreage, acquire competitors and
quickly boost output in the booming
shale field. Today, Diamondback is the
7th largest producer in the top US oil
region, according to researcher Wood
Mackenzie.

But Diamondback differs from most
of its peers in a crucial way - it’s poised
to make more cash than it spends. The
firm promised to reward investors by
buying back up to $2 billion in shares
and delivering $750 million in free cash
flow next year if US oil prices remain at
about $55 per barrel. It started paying
shareholders a dividend last year and
raised it by 50 percent this spring.

“That’s a big pivot for our industry,
living within cash flow and not being
part of that ‘drill, baby, drill’ crowd,”
Diamondback Chief Executive Travis
Stice said in an interview.

Only a handful of independent shale
firms collect more than they spend.
Total overspending by a group of 29
such firms totaled $6.69 billion in 2018,
according to Morningstar data provid-
ed to Reuters by the Sightline Institute
and the Institute for Energy Economics
and Financial Analysis. Diamondback

was among the outspenders, but
Morningstar projects it will produce
free cash flow this year.

The stark challenges facing the
companies that pioneered the Permian
signals a seismic shift in the shale econ-
omy - driven by investor demands for
returns and a flood of investment from
major oil firms including Chevron,
Exxon Mobil, BP and Royal Dutch
Shell, with their boundless budgets and
integrated operations stretching from
the oilfield to the service station. To
survive and thrive, independent shale
drillers must continue expanding pro-
duction while slashing costs, returning
profits to shareholders, and expanding
into new operations such as pipelines
to achieve efficiencies, according to
interviews with a dozen shale execu-
tives and financiers.

Not all will make it. Six North
American exploration and production
firms have filed for bankruptcy this year
and others are on the brink, according
law firm Haynes and Boone LLP. Smaller
producers on average plan to spend 20
percent less this year than last, with
some slashing budgets as much as 60
percent, according to researcher
Drillinginfo. The industry’s new focus on
cash flow requires scrutinizing every
cost down to “pennies,” Stice told
Reuters, and shifting into what shale
firms increasingly call a “manufactur-
ing” strategy for drilling.

That means placing multiple wells on
one patch of gravel and fracking them
one after the next, then connecting
them to a pre-built processing systems
that link to pipelines.

A Diamondback rig that Stice can
see just behind his backyard will stay in
that location for six months, moving 30
feet at a time to drill eight wells in four
oil layers stacked on top of each other
like a pile of books. With horizontal

drilling technology, the rig targets oil
from a few miles away, beneath a
Midland, Texas, shopping mall.

“It used to be we’d do one well, and
it took 60 truckloads to move a rig,”
Stice said. Now it takes four to eight
hours to start on the next well. “The guy
that wins the game in manufacturing is
the guy that can manufacture at the
lowest cost,” Stice said.

Cash is king 
Shale firms used to lure investors

with bold talk of newfound oil reserves
under the ground. Now they talk about
how cheaply they can get it out -
emphasizing the flow of cash over the
flow of crude. Exploration firms for
decades saw their stock prices surge on
new discoveries. Investors assumed oil
was scarce and prices would rise. But
the West Texas shale boom has upend-
ed that mindset with a flood of output
that has made the United States the
world’s top oil producer, overwhelmed
domestic refiners, sent exports soaring
- and kept a tight lid on prices.

Today’s shale investors want quick

profits and have little use for statistics
on reserves or soaring production. Two
years ago, Permian bellwether Pioneer
Natural Resources said it would target 1
million barrels of daily production by
2026. This year, Pioneer CEO Scott
Sheffield told analysts that goal was “no
longer a focus.”

Investors had warned the company
that they would dump its stock if it
“added any rigs at all this year,”
Sheffield said in the first-quarter call
with analysts. In May, the shale compa-
ny disclosed it had laid off a quarter of
its staff to save $100 million and
“remain competitive.”

Smaller, private-equity backed firms
have traditionally assembled acreage,
proved the reserves and sold out fairly
quickly to a bigger firm. That strategy
needs a “complete rethink,” said Todd
Dittmann, a managing director at
investment firm Angelo Gordon.

Energy investors, he said, are now
more interested in firms that prove
themselves capable of the operational
“blocking and tackling” needed to prof-
itably grow production. — Reuters 

MIDLAND: Pump jacks operate at sunset in an oil field in Midland, Texas. — Reuters


