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THE/LEADERS OF NETFLIX,
SNAP, COCA-COLA AND
OTHER-COMPANIES
DISCUSSTHE CHANGES
OCCURRING-DURING THE
COVID-Tj9| PANDEMIC

WASHINGTON

The covid=15.pandemic and
the resulting lockdowns are al-
tering how businesses operate.
Hereishowsome leaders of the
world's-biggest-ecompanies des-
cribedinrecentdays the chan-
ges they are seeing.

INTEL'CORP. CEO ROBERT SWAN
“Near-term PC demand has
incredsed due to work-from-
home ‘and online learning, but
the second half demand pictu-
re is more uncertain. We con-
tinue-fo-assess\how Covid-19
impacts to the economy will
offset'the immediate catalysts
for mere remoté work and will
balance wafer start plans
aecordingly,” Mr. Swan said.

COCA-COLA CO. CEO|JAMES QUINCEY
“We may beaf the end of the
big gleballeckdown, but we are
still atengway from the new
normal,” Mr. Quincey said.
“It’s not so much of a time
for trying out all sorts of new
and different things if inco-
mes are under pressure,” Mr.
Quincey said. “You tend to go
back to what is known. There
will be some favoring of tried
and trusted in the short term.”

CHIPOTLE MEXICAN GRILL INC. CEO
BRIAN NICCOL

“Youspendalotof your time
ensuring how you can execute
your business in this environ-
ment in a safe way,” Mr. Niccol
said in an interview. “You look
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Snap Inc. CEO Evan Spiegel

“We believe that this will accelerate the digital transformation
across many businesses, and that the heightened levels of
activity we are seeing today will lead to a sustained uplift in the
digital economy over time,” Mr. Spiegel said.

back on history, and after 1918
flu came the roaring 20s. We
got through it then, and we can
get through it now. People are
resilient.”

TEXAS INSTRUMENTS INC. CEO
RICHARD TEMPLETON

Mr. Templeton said Texas
Instruments plansto keep chip
production at its factories
steady to be positioned for an
economic recovery, given its
experience in the 2008 finan-
cial crisis.

“With the benefit of
hindsight, our customers over-
corrected to the downside, and
we then spent a year and a half
chasing back up to support de-
mand,” he said of the lastreces-
sion. With this crisis, “we want
to ensure that we have the
highest degree of optionality so
that we can deal successfully
with any outcome.”

BLACKSTONE GROUP INC. PRESIDENT
JONATHAN GRAY

“We’re certainly not in the
V' camp. We've been deba-
ting what the shape is,” Mr.
Gray told The Wall Street
Journal. “I think it's an elonga-
ted recovery. That’s why we're
not rushing to invest.”

LAS VEGAS SANDS CORP. CEQ
SHELDON ADELSON

Mr. Adelson said the casino
operator is continuing with a
$2.2 billion capital investment
plan for its Macau resorts,
despite gambling revenue in
the Chinese territory being
down.

“Now is not the time to pau-
se or slow down investment in
Macau,” Mr. Adelson said. “We
see the opportunity and
possess both the financial
strength and the strategic
commitment to make additio-
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nal investment. With our
effort to accelerate investment
in Macau, we intend to play a
part in supporting the local
economy in the short term,
and ensure we are in the lea-
ding position to capture the
eventual recovery in tourism
spending.”

DOMINO'S PIZZA INC. CEO RITCH
ALLISON

“The restaurant industry is
facing an existential crisis, and
no one knows how many res-
taurants will survive, or what
form the industry will take,”
Mr. Allison said. “Wealsodon’t
know how consumer beha-
viors and purchasing patterns
may evolve.”

“Idon’t think consumers are
going to snap right back to the
old patterns and behaviors.”

KIMBERLY-CLARK CORP. CEO
MICHAEL HSU

“Idon’tthinkwe ever feltlike
wewould be arguing over epide-
miological models, and we are.
And we'reworkingthrough-ac-
tually through 11 of them-and
they all have different assump-
tions. While that makes it diffi-
cultforustocall thebusiness for
this purpose, Iwill tell you from
an operating perspective, we
are using those models to pre-
dict outcomes to drive scenario
planning and contingency
plans for all of our operations
around the world,” Mr. Hsu said.

AS PRICES PLUMMET, A HANDFUL OF COMPANIES AND CRUDE-DEPENDENT COUNTRIES ARE REAPING REWARDS

Some Qil Producers Have Secret Weapon in Hedging

WASHIGNTON

Not all oil companies are
equal when it comes to the pain
of sharply lower crude prices.
Some companies and national
producers around the world
bought insurance-in the form
of hedging strategies—for just
such a collapse.

This hedging tool kit allows
some companies such as Hess
Corp. HES 5.82% and Cairn
Energy CRNCY -2.29% PLC and
countries including Mexico to
continue selling their crude at
considerably higher prices
when benchmark U.S. and glo-
bal oil prices plummet.

Hedging isn't a cure-all. It is
complex and expensive, but for
some the strategies provide a hit
of short-term comfort.

Hedging contracts lock in a
price for a certain volume of
oil that a company plans to
deliver within a specific pe-

riod, often for as much as
three years from the date of
the contract. If market prices
drop below the agreed-upon
or “strike” price of such deals,
a bank or other counterparty
to the hedge agrees to cover
the difference.

It can be a risky gambit be-
cause hedgers pay banks and oil
companies toinsulate their pri-
ces against market fluctua-
tions-and they can lose money
when prices jump.

As the Saudi-led Organiza-
tion of the Petroleum Exporting
Countries hashed out a histo-
ricdealwiththe U.S., Russiaand
otheroil-producingnations this
month, Mexico nearly scuttled
the agreement, resisting OPEC's
demandsthatitjoininanemer-
gency production cut.

Unlike other countries in
the negotiations, America’s
neighbor to the south has pro-

fited handsomely from oil’s
pandemic-driven price rout.
The deal saw Riyadh, Mos-
cow and Washington agree to
lead a coalition of oil exporters
in keeping 13% of global supply
offthe market. Mexico eventua-
lly decided to join in. Yet the
pact, thebiggesteverofitskind,
has failed to spur a significant
price rebound as the coronavi-
rus pandemic saps oil demand.
On Friday, Brent crude oil
wasup2%at$21.77 abarreland
WTI futures are up 2.3% at
$16.89 a barrel in a volatile tra-
ding week. On Monday, U.S. oil
to be delivered in May ended
trading at negative $37.63, after
closing last Friday at $18.27 a
barrel. That effectively meant
that sellers had to pay buyers
to take barrels off their hands.
On Tuesday, the U.S. oil con-
tract for delivery in June tum-
bled 43% to $11.57 a barrel, its

lowest close in 21 years. Its re-
cordlowis $10.42 indata going
back to 1983. Brent crude, the
global benchmark price, has
dropped 68%.

Mexico’s hedging allows it to
sell oil at $49 a barrel. The tra-
de, called the Hacienda Hedge,
has been around since the
1990s, helping to insulate go-
vernment budgets from
commodity market fluctua-
tions. In the past, the Mexican
government has paid as much
as §1 billion a year in options
negotiated with banks and oil
companies. President Andrés
Manuel Lopez Obrador said
Wednesday that the hedge
would allow the couniry to reap
a $6.2 billion windfall.

“We protected the Ministry of
Finance,” hesaid. “Wewon'tlose
moneyduetothe oil-pricedrop.”

In recent years, Iraq’s State
Organization for Marketing of

0il and the Abu Dhabi National
0il Co. in the United Arab Emi-
rates have considered hedging
butgave up ontheideaafterbal-
kingatthe complexity and costs
of the transactions and re-
viewing projections that
suggested prices were headed
for a steady rise, according to
officials in these countries.

The practice is common
among independent North
American oil producers. These
companies don’t enjoy the fi-
nancial cushion that most ma-
joroilcompanies have and typi-
cally rely on high prices to keep
pumping.

Athird of North American oil
exploration and production is
hedged at an implied sales pri-
ce of $52 a barrel, according to
THS Markit.

New York-based Hess Corp.
says it has hedged about 80% of
its oil production, most of it at



—

lFrepBidaTo. | LUNES 27 DE ABRIL DF 2020

ANALISIS

World

International
Business Machines
Corp. CEQ Arvind
Krishna

“It was a-tough decision to
withdraw guidance. But
these are unprecedented
times, and this quarter is
not the time to declare
that we haveclarity—that
does not benefit us, and it
does not benefit you as
investors and analysts,”
Mr. Krishna said.

SCHLUMBERGER LD, CEO OLIVIER LE
PEUCH

Despite-the’ recent agree-
mentby-the world’s largest oil
producers to cut production,
“Q2 is likely to be the most un-
certain and disruptive quarter
thattheindustryhaseverseen,”
Mr. Le Peuch said.

“It will require a level of res-
ponse and depth of resilience
thathaveyettobe fullyrealized.
Theactionswe have taken so far
have been focused on those
things we can control in protec-
ting our business—with a clear
priority on cash and liquidity—
in an uncertain industry and
global environment,” Mr. Le
Peuch said.
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AT&T Inc. CEO Randall Stephenson

The pandemic will probably have “long-lasting implications for
many things we used to take for granted, like how we congrega-
te, work, travel, interact” But “[blottom line, we have very little

visibility,” Mr. Stephenson said.

“We bring in the smartest and the most genius economists in the
world, and you can bring a dozen of them in, and the range of
possible outcomes just for the second quarter of 2020 is unbelie-

vably wide," he said.

Netflix Inc. CEO Reed Hastings

“We had an increase in subscriber growth in March. It's essentia-
lly a pull-forward at the rest of the year. So, our guess is that subs
will be light in Q3 and Q4 relative to prior years because of that.
“But we don't use the words guess and guesswork lightly. We use
them because it's a bunch of us feeling the wind. And it's hard to
say. But again, will internet entertainment be more and more
important over the next five years? Nothing has changed in that”

Mr. Hastings said.
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Mexico is able to sell oil at $49 a barrel, well above the benchmarks.

$55 per barrel for West Texas
Intermediate, the main U.S.
benchmark. That means the
company will make a profit on
most of the 200,000 barrels a
day it plans to pump this year
and will be able to fund its con-
tribution to an 8-billion-barrels
Guyana project led by Exxon
Mobil Corp.

Thanks to its hedging pro-
gram, spending cuts and a new
loan, “our company is well po-
sitioned for this low-price en-

vironment,” said Hess’s Chief
Executive John Hess in mid-
March. “Our focus is on preser-
ving cash and protecting our
world-class investment oppor-
tunity in Guyana.”

Laredo Petroleum Inc., of
Tulsa, Okla., and SM Energy Co.,
of Denver, said they have their
production hedged at WTI pri-
cesof $59 abarrel and $36 aba-
rrel, respectively. Oil and gasin-
dependent Antero Resources
hedges most of its production,

and recently said it would cut
13%ofspending, while maintai-
ning its output guidance in the
U.S. and Canada.

Southwestern Energy Co. of
Spring, Texas, another compa-
ny with a significant hedging
strategy, predicted recently that
its oil production would increa-
se by 25% this year.

In the North Sea, Cairn
Energy says it will be able to
maintain its output of up to
23,000 barrels a day after
hedging its production at $62
abarrel. Africa-focused Tullow
0il PLC said in January that it
had hedged the equivalent of
45,000 barrels a day-more
than half its expected output
of 75,000 barrels a day this
year, at a minimum of $57.28
a barrel.

Now hedging is virtually
unavailable to companies that
are looking to mitigate losses
from the price crash. “The
downward shift in the curve
and the increase in volatility
will make it much more cha-
llenging to add hedges for the
remainder of 2020,” THS said.
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AMLO Tries to Capitalize
on Coronavirus

The Fitch Ratings downgrade
of Mexico’sforeign-currency debt
to BBB- last week surprised no
one. The Mexican economy was
already weak going into the Co-
vid-19 pandemic because Presi-
dent Andrés Manuel Lopez Obra-
dor's economic agenda is
antigrowth. His strategy for dea-
ling with crumbling demand at
home and abroad from the coro-
navirus is making things worse.

It's hard to know how sick Me-
xicoismedically, because Covid-
19testingisverylimited. But the
economy is deathly ill. The
World Bank forecasts a 6% con-
traction this year. The peso has
fallen 22% against the dollar in
thepasttwomonths, robbing mi-
llions of Mexicans of savings and
purchasing power.

Only an ideologue like Mr. Lo-
pez Obrador could see this hu-
man tragedy as opportunity. He
won election in July 2018 on a
pledge to usher in a new era of
socialism thathe calls the Fourth
Transformation. Now he’s trea-
ting the pandemic-caused spike
inunemployment, lostwages and
business failures as a chance to
advance his agenda.

In a press conference earlier
this month AMLO, as the presi-
dent is known, said that it would
be “absurd” to stay the economic
course ofhis predecessors. The vi-
rus,headdedwith asmirk, hasac-
celerated “the collapse of the neo-
liberalmodelin theworld,"which
“already doesn't work.”

AMLO has the upper hand
now. But here’s betting that the
market will have the lastlaugh.
Sadly, by the time he’s forced
toacknowledge his folly, agene-
ration of middle-class gains
may be lost.

Covid-19 is an international
challenge, and economists across
the globe favor government
efforts to soften the economic
blow caused by stay-at-home
edicts. Nosolutionisperfect. One
popularidea, toextend forgivable
loans to employers who continue
to pay employees, misses other
operating costs. The Federal Re-
serve’s aggressive bond-buying
has heen criticized for favoring
corporate America over midsize
firms that could face bankruptey
if shutdowns drag on.

Yet AMLO’s insistence that
aid to midsize and large busi-
nesses is a handout to corrupt
elitesis preposterous. As former
Salvadoran Finance Minister
Manuel Hinds has written, the
virus is like a tsunami bearing
down on a fishing village. The
boats must be saved so that
when the storm passes, thevilla-
gers can go back to work and
earn their livelihoods.

Mr. Lopez Obrador isn’t inte-
rested in saving the boats. He fra-
mes government support to en-
trepreneurs as harmful to the
poor because it would add to the

debt. That argument would be
more persuasive if he weren't
spendingbillionsof dollarsonhis
ownpetprojectswhiledestroying
wealth at the government-owned
oil company Petroleos Mexica-
nos, ak a Pemex.

Pemexwas once apowerful oil
company and the symbol of Me-
Xican corporatism. Mr. Lopez
Obrador wants to make it so
again. But the company is suffe-
ring the effects of the global oil
glut and drowning in debt impli-
citly backed by the government.
Pemex’s outstanding debts top
$100 hillion. It owes another $10
billion tosuppliers and has some
$77 billion in unfunded pension
obligations.

Creating value ought to be job
No. 1 at the company, but to do
that it needs the flexibility to ma-
nage its portfolio of oil fields. This
impliesletting private investment
bid on projects and exploit reser-
ves where Mexico lacks the te-
chnology orthe capital todoiton
itsown. Or Pemex could enterinto
joint ventures with other compa-
nies, whichwould provide know-
how and money.

Some of this had been happe-
ning since Mexico opened its oil
and gas resources to private in-
vestment via a 2013 constitutio-
nal reform. But the Lopez Obra-
dor government slammed on the
brakes last year. In June it forced
thecancellation of tendersforde-
velopment of seven onshore
areas. These areas, according to
Natural Gas Intelligence, contain
392 million barrels of oil equiva-
lent in “proved, probable and
possible . . . hydrocarbon reser-
ves” and 683 million barrels in
“unrisked prospective resour-
ces” as of June 2018.

By closing down the auctions,
AMLO gave up the opportunity to
enhance the value of Pemex pro-
perties. Butforthis president, oil
is azero-sum game and inviting
entrepreneurs to share in the
profits is forfeiting Pemex re-
sources, which he stresses are
nonrenewable.

Meanwhile he’s sinking $8 bi-
Ilion into a new Pemex gasoline
refinery in his home state of Ta-
basco, eventhoughallsixexisting
refineries have surplus capacity
and lose money. If Pemex has a
comparative advantage, it's in
upstream crude production, not
downstream refining. But that
doesn'tfitMr. Lopez Obrador’svi-
sion for Mexican autarky.

Last week Fitch further down-
graded Pemex debt,whichwas al-
readyatjunkstatus,and onFriday
Moody’s cut Pemex debt to junk.
Thismeansmany institutionalin-
vestors won't be allowed to hold
the bonds.

Highyieldsmayalreadybe an-
ticipating a restructuring. AMLO
doesn’t like markets. But he
should worry about markets that
don’t like him.



