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US airlines warn 
of harsh steps if 
Congress fails to help
WASHINGTON: The chief executives of the
largest US airline companies asked Congress
Saturday for urgent help avoiding wide-
spread layoffs among the industry’s 750,000
employees. 

“Unless worker payroll protection grants
are passed immediately, many of us will be
forced to take draconian measures such as
furloughs,” the CEOs said in a letter to leaders
of both houses of Congress distributed by the
Airlines for America trade group.

“The breadth and immediacy of the need to
act cannot be overstated,” it said. “It is urgent
and unprecedented.” Airlines for America rep-
resents American Airlines, United Airlines,
Delta Air Lines and Southwest Airlines as well
as shippers FedEx and UPS. 

“On behalf of 750,000 airline professionals
and our nation’s air l ines, we respectful ly
request Congress to continue to move expedi-
tiously to pass a bipartisan proposal that
includes a combination of worker payroll pro-
tection grants, loans and loan guarantees and
tax measures. Time is running out.”

The signatories appeared to be trying, in
part, to counter recent negative publicity over
reports that in recent years the airlines, while
taking in billions in profits, used stock buy-
backs and other measures to reward share-
holders rather than putting money into work-
ers’ salaries or a rainy-day fund.  

President Donald Trump seemed to allude
to those reports during Saturday’s White
House briefing on the coronavirus, saying of
plans to help US companies, “I want money to
be used for workers and keeping businesses
open, not buybacks. “I am strongly recom-
mending a buyback exclusion. You cannot buy
back your stock. You can’t take a billion dol-
lars of the money and buy back your stock.”

The letter said the sector had already taken
steps to protect itself from the catastrophic
effects  of  the coronavirus-which the
International Air Transport Association esti-
mates could wipe $30 billion in revenues from
the books of global airlines.

Over the past decade, the letter said, the
industry had reinvested 73 percent of its
operational earnings “in our personnel and our
products.”  But the letter added that the abili-
ty to renegotiate credits was waning amid the
panic seizing he debt market, given the ampli-
tude of the virus crisis. 

The pandemic has had a devastating effect
on air transport in the United States and else-
where, as several countries have imposed far-
reaching travel bans. The US Congress has
already passed two emergency rescue plans.
This weekend, it is working on another aid
package with a price tag of over $1 trillion,
which could be voted on in the Senate as early
as Monday if Democrats and Republicans
reach agreement.  —AFP

PARIS:  Confronted with a dizzying drop in prices,
oil firms face a real challenge as they try to cut
investment spending in order to survive a coron-
avirus-induced collapse in demand coupled with a
Russia-Saudi Arabia price war. Investment in oil
exploration and production was set to hit just over
half a trillion dollars this year according to the
French research body IFPEN, as firms sought to
maintain and expand output.

But the emergence of the coronavirus, which has
seen nations across the world confine citizens at
home and shutter businesses to slow its spread, has
upended all forecasts. The International Energy
Agency, which advises oil-importing nations on
energy policy, now expects the first annual drop in
oil demand since 2009 during the global financial
crisis, as the global economy tips into recession.

The main international benchmark, Brent crude,
has fallen from just shy of $60 per barrel to under
$25 this week, before regaining some lost ground.

The main US benchmark, WTI, tumbled from
nearly $54 to just over $20. Not all of the drop is
due to the coronavirus. The price of oil had been
supported for the past couple of years by produc-
tion limits agreed by the OPEC oil cartel led by
Saudi Arabia and a number of other producers
including Russia.

However Russia and Saudi Arabia failed to agree
earlier this month on deeper cuts to take account of
falling demand due to the coronavirus pandemic.
Saudi Arabia subsequently slashed prices and
announced it would boost output and Russia fol-
lowed suit, leading to the vertiginous drop in prices.

Cut and shift 
“All companies in the sector will be seeing what

more they can do to cut costs, shift their activities to
the lowest cost fields they can, trim investment and
think hard about what dividend they can pay,” said
Professor David Elmes at Warwick Business School.
While reducing investment is relatively easy in the
near term, the longer prices remain low the more

firms will need to look at shutting down production
that is more expensive, such as offshore. “For the
majors, the prospect of $30 per barrel of oil or
below for a period of time is an extreme challenge,”
said Biraj Borkhataria, an analyst at RBC Capital
Markets.

He said that if these prices persist more than six
months, then oil majors would need to cut into the
generous dividends they pay-which is why they are
prized by many investors-and that prospect has
already been partly incorporated into their share
prices.

‘Unprecedented’ 
Saudi Aramco says it will cut investment to $25-

$30 billion this year, a modest drop on the $32.8 bil-
lion it spent last year. “Based on this unprecedented
environment, we are evaluating all appropriate steps
to significantly reduce capital and operating expens-
es in the near term,” said Exxon Mobil Corporation’s
chief executive Darren Woods. 

British oil major BP is targeting a 20 percent drop
in spending this year, its chief financial officer Brian
Gilvary said in an interview on Bloomberg television.

There are also many smaller oil companies who
may struggle. “The medium-sized independent com-
panies will be hit hard,” said Moez Ajmi at auditing
firm EY in France. “Decisions will be taken to delay
projects and we’ll see restructurings of debt.” The
boom in shale oil production made the United States
the world’s top producer and even a net exporter,
but the industry is fragile. Many of the independent
shale firms have been built on debt and even before
the drop in prices had trouble turning a profit,
according to analysts. 

Poor returns 
Environmental activists can barely hide their joy

at the difficulties the oil industry faces. “We consider
it is pretty much good news considering that these
(exploration and development) projects shouldn’t
see the light of day given the urgency of climate

change,” said Cecile Marchand of the French chap-
ter of Friends of the Earth.

She acknowledged abandoning these projects
may not be permanent unless major political and
economic policy changes are made.  Marchand also
warned of the risk of “a concentration of the market
in the hands of the majors who are more resilient
that the small firms.”

Elmes at Warwick Business School said some
positive outcomes were also possible. The European
oil and gas majors have already indicated they
intend to reduce their reliance on these fuels and

become more active in renewables such as wind and
solar. “There will be intense discussions on what
they can do to move faster,” he said. The industry as
a whole may also find it is no longer the darling of
investors. “Bankers will throw up their hands and
bend to the pressure from institutional investors now
demanding transparency for the emissions associat-
ed with their investments,” said Elmes. 

“The profitability of the oil and gas sector used to
be attractively high but now it has the worst return
over the last five years across 33 different indus-
tries,” he noted.  —AFP

Investment in oil exploration and production falls sharply

Crude reality: Price crash means 
oil firms must slash spending

This photo taken on March 20, 2020 shows a police officer wearing a mask amid concerns over
the COVID-19 coronavirus while keeping watch as a Kuwaiti oil tanker unloads crude oil at the
port in Qingdao, in China’s eastern Shandong province. —AFP

Australia adds 
$38 billion in 
stimulus 
MELBOURNE/SYDNEY:  Australia’s
government will spend additional A$66.4
billion ($38.50 billion) as part of a second
stimulus package to shelter the economy
from the financial impact of the coron-
avirus, Prime Minister Scott Morrison
said yesterday, as states moved to impose
major lockdowns.

The new stimulus will go to individu-
als in need and small and medium-sized
businesses. Those businesses produce
about a third of the country’s annual
economic output and employ more than
40% of the workforce, according to
government statistics. “We will be
focusing on those in the front line, those
who will be feeling the first blows of the
economic impact of the coronavirus,”
Morrison said in Canberra yesterday.
“There will be more packages and more
support.”

The package, which dwarfs the A$17.6
billion ($10.20 billion) in initial measures
announced last week, came with a pledge
by the government to enforce social dis-
tancing rules after many Australians
appeared to disregard health warnings
and flocked to pubs and beaches amid a
warm autumn spell. After an initial rela-
tively slow spread, the number of coron-
avirus infections in Australia has been ris-
ing quickly in recent days, climbing to
1,098 confirmed cases as of yesterday
morning with seven recorded deaths
linked to COVID-19. Morrison said that
the government would help underwrite
loans to small and medium-sized busi-
nesses and boost unemployment benefits
as companies are forced to lay off staff.

Jobseekers will get extra money and
people in financial stress will also be able
access up to A$10,000 tax-free of their
pension funds for this and next year,
while some not-for-profits and small
businesses will have access to cash
grants to keep staff employed. Together
with more than A$100 billion announced
earlier in emergency banking measures
to prevent a credit freeze and the initial
stimulus package, Australia has now

announced financial measures equalling
about 10 percent of the country’s annual
gross domestic product, the government
said. “The degree of stimulus released in
such a short period of time highlights the

scale of the looming demand shock (due
to both containment measures, as well as
business and consumer confidence),”
economists at the National Australia
Bank said in a note. —Reuters

SYDNEY: A man walks past the Reserve Bank of Australia in the central
Business District of Sydney. Australia’s central bank cut interest rates to
record lows and moved to pump billions into the financial system in an emer-
gency bid to pull the economy out of a pandemic-induced free-fall. —AFP

Downgrade doom 
looms for virus-hit 
firms and markets 
LONDON/NEW YORK:  A wave of
credit rating downgrades in the corpo-
rate sector risks deepening a funding
crisis for company bosses and spreading
it to other markets.

The coronavirus’ suckerpunch to the
global economy has prompted Moody’s
rating agency to review its corporate
ratings, the agency told Reuters this
week, with a slew of downgrades or
downgrade warnings on the cards. A
credit rating cut is a blow for a company
in any circumstance, making it more
expensive to raise fresh debt or refi-
nance existing bonds. But it is potentially
devastating when markets are in a panic
and company cashflows are shrinking.

A downgrade to ‘junk’ status, the low-
est credit rating indicating a higher risk
of default, forces investors to scatter

because many asset managers cannot
hold junk-rated debt. Without any will-
ing buyers, the risk is a panicked sell-off
which could also spread to other mar-
kets.

Moritz Kraemer, a former top sover-
eign analyst at S&P, likened the risk to
when Greece lost its investment grade as
the eurozone debt storm was whipping
up. “There was no one to catch the knife
when it fell,” he said. “As the ratings get
pushed down there are not enough junk
grade investors to absorb it all.” S&P
upped the ante on Friday cutting two of
Europe’s biggest flag carriers British
Airways’ owner IAG and Germany’s
Lufthansa to the last notch of investment
grade and warning they could be down-
graded again. With certain sectors such
as airlines, travel and energy badly hit,
S&P has said it now sees default rates in
the United States surging past 10 per-
cent having only last month expected 3.5
percent, and Fitch is firing warnings too.

Adding to the sector’s vulnerabilities,
the squeeze on ratings comes when the
corporate sector is more vulnerable than
it was 10 years ago. Low interest rates

have encouraged companies to gorge on
record amounts of cheap debt-globally
corporate debt has risen more than 50

percent since 2008 to over $72 trillion,
Bank for International settlements (BIS)
data shows. — Reuters

NEW YORK: A man makes a delivery near the New York Stock Exchange
(NYSE) in New York City. Trading on the floor will temporarily become fully
electronic starting today to protect employees from spreading the coron-
avirus. —AFP

EU eyes use of 
bailout fund to 
unlock ECB plan
BRUSSELS: The European Commission
next week is likely to present a tool for
the euro zone’s ESM bailout fund to fight
the effects of the coronavirus epidemic
that could unlock unlimited ECB sover-
eign bond purchases, Vice President
Valdis Dombrovskis said.

The EU executive arm has been

asked by euro zone finance ministers,
the European Stability Mechanism
(ESM) and the European Central Bank
to come up with a instrument to involve
the fund in supporting economies hit by
the coronavirus, he said. The ESM has
410 billion euros ($438 billion) of unused
lending power. “This work is ongoing,”
Dombrovskis said. “One of the issues is
the size of ESM programs, which may be
limited given it was primarily created to
respond to asymmetric economic shocks
and here we have a symmetric shock
which affects all member states.” “From
that point of it is important to have a
dedicated ESM tool which would help in

case of necessity to unblock Outright
Monetary Transactions of the ECB,
which can buy bonds in unlimited quan-
tities if necessary,” Dombrovskis said.

The Commission expects the pan-
demic, which has triggered lockdowns
in most EU countries and put whole
sectors of the economy out of action, to
mean a 1 percent-2.5 percent EU reces-
sion or worse versus the previously
expected 1.4 percent economic growth
this year. The ESM now has the
Enhanced Conditions Credit Line
(ECCL) which it can extend to a gov-
ernment in need under certain condi-
tions, but some officials worry the offer

could carry a stigma of financial trouble
in the eyes of the market.

Yet securing the ECCL, together
with the possibility of the ESM buy-
ing a government’s bonds at primary
auctions, would make the government
eligible for the ECB’s OMT program.
This is key because given the scale of
support needed in case the whole
euro zone needs help, the ESM’s
resources would not be enough, top
eurozone officials said. But the size of
an ESM credit line would be irrele-
vant i f  i t  paved the way for ECB
action - enough to calm down mar-
kets. —Reuters


