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Investor wrath sends Tullow Oil
shares tumbling by 70 per cent
Vincent Boland
The company has
given shareholders
an exciting ride
for a long time,
but Tullow has
never managed
the challenge
of shifting from
small explorer to
explorer-producer

E

verything has gone
horribly wrong at
Tullow Oil. The onetime darling of the
stock market has had a
painful reckoning with
the wrath of investors
in the past few days. Its
share price tumbled more than 70 per
cent last Monday after it announced
yet another downward revision to its
oil production forecast, eliminated its
dividend, and sent its chief executive
and head of exploration packing.
Such a steep fall in any company’s
stock market value in one day is invariably more than a blip. The question for Tullow and its shareholders is
whether it is terminal. The company
made its name, and a fortune for investors, in its heyday as a gutsy and
successful explorer for oil in unfashionable places. Now, as a very different type of oil company, its prospects
look grim. The best hope for Tullow’s
shareholders is that it is taken over.
One does not have to search too far
to find the causes of Tullow’s plight.
For starters, there is its recent habit of
changing its production forecasts. The
revision on Monday said production
would be a third lower than it had
forecast at the start of the year – between 70,000 and 80,000 barrels a
day next year, and 70,000 for 2021 to
2023, rather than the 100,000 initially
projected.
On the face of it, a one-third cut
in production forecasts might have
merited no more than a commensurate drop in the share price. The armageddon that the revision unleashed
suggested there was more to investors’
fury. One gets the sense, from the
comments of analysts who follow
Tullow, that investors had been
promised one thing and given some-

thing else entirely. If the share price
slump is overdone, the fault lies
with the management.
Another problem is the war of attrition Tullow has been fighting for much
of this decade with the government
of Uganda over tax issues related to
the Lake Albert field in that country.
Tullow entered the region when it
bought Energy Africa and Hardman
Resources in the 2000s. There are
1.7 billion barrels of recoverable oil
around the lake, which is on the border between Uganda and the Democratic Republic of Congo.
Yet Lake Albert is still little more
than a work in progress. This is because of the vast infrastructure required to get the oil to the market. And
it is also because of disputes over the
tax treatment of Tullow and its two
partners – Total, the French oil major,
and China National Offshore Oil Corp.
As a result, Tullow has been unable to
sell most of its remaining stake to its
partners. A decade and half after it was
discovered to great fanfare, Lake Albert
is returning mostly grief to Tullow’s
shareholders.
Finally, there has been bad luck.
Tullow had high hopes for its Jethro
and Joe fields off the coast of Guyana,
in South America, and told investors
as much earlier this year. There was
no reason to think that the oil would
be any different to the light variety
found elsewhere in the region. Yet last
month, Tullow had to tell shareholders
that the oil was heavy and sulphurous,
raising questions about whether it is
worth extracting.
Each of these problems, separately, began to kindle scepticism about
Tullow over the past couple of years.
Combined, they have tested investor
patience to breaking point. Yet in truth
they are distress signals pointing to a
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larger failure at Tullow. The root of this
failure lies in its days as a pioneer in
unexplored regions under the leadership of Aidan Heavey, its co-founder
and long time chief executive and (later) chairman, who left the company
last year.
In 2012, Tullow was at its peak. At
the time, its share price was above
£13, and it was valued at £14 billion.
The oil price was favourable, after recovering from its sharp tumble at the
end of the decade to trade at an average of $111 that year. Heavey referred
to Tullow as a “super-independent”
– an oil group that had a track record
of finding oil and the ambition and
operational heft to get it to the market. There was constant chatter about
Tullow being an acquisition target for
a larger rival, which added froth to the
share price.
Yet the transition from explorer to
producer is the point of maximum risk
for every independent oil company,
and it is a challenge that Tullow failed.
It is not a coincidence that Tullow’s
soaring share price coincided with its
days as an explorer, when it reported
only good news to investors.
Since 2012, when it tried to be both
an explorer and a producer, the shares
have been in decline as the bad news
accumulated. Tullow never convinced
investors as a producer because it
never really resolved the challenge of
shifting from being a relatively small
explorer to being a relatively small

Fed chief warned of nihilistic forces
undermining ‘concept of truth itself’
Paul Volcker, who died last week, was head
of the US Federal Reserve in the Reagan
years. He was critical of the then president’s
credo of small government, sceptical of the
markets and suspicious of the banks
Paul Volcker, the chairman of the
US Federal Reserve from 1979 to
1987 who died last week aged 92,
hailed from an era now so distant
that it is hard to believe we ever
lived through it.
When the then US president
Jimmy Carter appointed him
to the Fed, inflation in America
was nearly 15 per cent. Taming
inflation became Volcker’s mission – he lifted the prime rate
and federal funds rate, the
two benchmark US interest
rates, to over 20 per cent at
one point.
It took several years for
inflation to fall back to the
low single digits, and
it did so only after a
period of austerity
the likes of which
Americans had not
experienced since
the Great Depression in the 1930s.
Unemployment
in the early 1980s
rose to 10 per cent,
and there was a
recession between
1980 and 1982. Today,
inflation and interest
rates are as close to

zero as dammit.
Volcker chaired the Fed for
most of the Reagan years, an
achievement that probably
surprised both men. They were
hardly ideological bedfellows:
Ronald Reagan wanted smaller
government, but Volcker wanted
better government, or at least
governance – a cause he championed throughout his long life in
public service.
Much has been made of
Volcker’s commitment
to sound money and
public service. Yet he
had another quality
that made

Paul Volcker

him seem ahead of his time – he
was sceptical about the financial
markets and especially about the
alleged importance of financial
innovation. He once observed
that the only successful financial
innovation he had ever seen was
the ATM.
Volcker, who was 6 feet 7
inches tall and the grandson of
German immigrants, was an
early backer of former US president Barack Obama and served
as chairman of the Economic
Recovery Advisory Council after the crash of 2008. There he
honed further his suspicion of
banks, arguing for the separation
of commercial and investment
banking. He was mostly unsuccessful, but it is an argument that
has not gone away.
Like the best public servants
– TK Whitaker comes to mind –
Volcker was an internationalist
in the best sense. In an afterword
to the forthcoming paperback
edition of his memoirs, he wrote
that Reagan’s credo of small government had mushroomed in
today’s America into something
more sinister.
He warned against the “nihilistic forces” undermining
the principles for which the US
stands – not just its
regulatory architecture, but
the separation of powers, the
rule of law, “and the concept of
truth itself”. Volcker didn’t name
Donald Trump, but he didn’t
need to.

explorer-producer.
One reason it failed to manage the
transition is the unfavourable oil price,
which tumbled again in 2015 to roughly half its level of 2012. Every oil company needs a minimum oil price to finance its production, and the mid-50s
looked too low for independents such
as Tullow. And as explorers at heart,
Heavey and his team were unused to
raising the vast capital investment, or
to finding the relentless cost discipline
necessary in spending it, required to
manage the new-look Tullow. That
is the nub of the company’s problem
today.

Tullow faces some immediate hurdles. The production cut will shrink
its free cashflow; hence the axing of
the dividend as its financial flexibility
vanishes. It is likely to have net debt of
$2.8 billion at the end of the year, with
roughly $1 billion to be repaid by 2022.
It may have to sell some assets, but
they will come with a distressed tag.
A rights issue looks unrealistic after
recent news.
A takeover would be the easiest
exit route for those shareholders still
hanging in there. Tullow’s once-exalted valuation used to deter buyers.
But perhaps rivals were also sceptical

about the real potential of its
assets. If so, they have been proven
right – Tullow’s fields are posing a
more difficult production test than
anybody had thought, least of all the
company’s managers.
There is also a further deterrent for
possible buyers – the global backlash
against fossil fuels that is forcing a
complete rethink in the energy industry, especially among the majors.
Tullow may be one of the last of the
maverick and phenomenally successful oil explorers. Those days may well
be over, but what a thrill they were
while they lasted.
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Visionary or thug: would you
buy oil shares from this man?
Vincent Boland
Crown Prince
Mohammed bin
Salman has high
hopes for Aramco’s
stock market
listing, but potential
investors may
baulk at the idea of
buying into one of
the world’s most
repressive states

T

he prospectus for the
stock market listing of
Saudi Arabia’s national
oil company is an awesome document – all
658 pages of it. Then
again, Saudi Aramco is
an awesome thing. Not only is it the
world’s biggest oil producer; it is the
world’s most profitable company – it
makes twice as much profit, roughly,
as Apple, the world’s most valuable
company.
For the past four years, Crown
Prince Mohammed bin Salman, Saudi
Arabia’s de facto ruler, has been on a
mission to get this gigantic enterprise
listed on the stock market. He says he
wants the sale of a stake in Aramco
to be the catalyst for a programme to
reform the kingdom’s economy and
state, make Saudi Arabia more modern
and open, attract foreign investment,
and eventually to lessen its dependence on crude oil.
Now the crown prince is on the
brink of achieving the stock market
listing he craves. The publication of
the prospectus on November 9 fired
the starting gun for the biggest initial
public offering ever. If the battalions
of banks and advisers managing the
transaction can persuade investors
to buy them, Aramco’s shares will be
listed on the Saudi stock exchange
some time next month.
At that moment, Aramco will be
valued – or so those backing the IPO
hope – at more than $1,000 billion
(one trillion dollars). Prince Mohammed had demanded a valuation
of $2,000 billion for the kingdom’s
crown jewel, and went to astonishing
lengths to try to achieve it, including
arm-twisting local tycoons to become shareholders and dangling the
prospect of an annual dividend of $75
billion in front of the company’s new
investors.
The crown prince, who usually gets
what he wants, has apparently now
come to terms with the fact that even

an absolute ruler cannot dictate to the
stock market, and is ready to accept
the lower valuation. He has also accepted that the stake to be sold will
be less than he envisaged. Despite its
length, the prospectus is vague on how
big that stake will be, but reports suggest it will be no more than 5 per cent
of the company.
As the sale process gets under way
this week, investors around the world
can expect to be bombarded by banks
offering them shares in Aramco. There
is a lot of substance to the company.
Between 2016 and 2018, according
to the prospectus, it produced one in
every eight barrels of oil globally. Its
proven reserves are five times bigger
than the combined reserves of the
five biggest oil majors – ExxonMobil,
Chevron, Shell, Total and BP. It had $86
billion of free cash flow last year.
And so on. Aramco makes every
other oil producer look like a nodding
donkey. The prospectus is good at setting out one of the two most basic facts
about the company – its enormous
size. Yet it is silent on other issues.
These include the price at which the
shares will be offered, and the ultimate
relationship between the company
and its owner. The prospectus devotes
only 18 pages to risk factors, and a few
paragraphs to the drone attacks on its
facilities two months ago which interrupted production.
The biggest problem with the prospectus, though, is that it obscures
rather than reveals the other basic fact
about Aramco, which is that, to all intents and purposes, it is Saudi Arabia
in corporate form. Oil is almost the
only thing the kingdom produces. So
this is an IPO unlike any other. Any
investor buying a stake in Aramco is
buying a stake in Saudi Arabia. Indeed,
investing in Aramco is tantamount to
buying a stake in Prince Mohammed.
And that ought to give investors pause.
Since he emerged nearly five years
ago as the power behind the Saudi
throne – his father, King Salman, is
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the official head of state – Prince Mohammed has presented himself as a
reforming, western-minded, vaguely
liberal figure cutting a modernising
dash through the medieval world of
the Saudi royal family. He has promised to curtail the powers of the kingdom’s religious police, to soften its
strident and austere Wahhabi strain
of Islam, and to emancipate Saudi
women.
He has initiated an annual investment conference dubbed “Davos in
the Desert” to woo foreign investors
and to tout the kind of modernity he
has called Vision 2030. Investors, and
especially bankers, flock to this event,
anxious to get a slice of business from
the Saudi sovereign wealth fund. Most
importantly, he has been courted assiduously by the Trump administration. Jared Kushner, US president Donald Trump’s son-in-law, is in thrall to
him to such an extent that he seems to
think the road to peace in the Middle
East runs through Riyadh.
Every so often, though, the 34-yearold prince reveals another, more sinister side of himself. Since 2015, at his
direction, Saudi Arabia has been a party to a monstrous civil war in Yemen
which has killed thousands of civilians, become a proxy battlefield in the
confrontation between Saudi Arabia
and Iran, and led to the worst outbreak
of cholera in recent years.
In October last year, Jamal Khashoggi, a Saudi citizen and columnist for
the Washington Post, was murdered
in appalling circumstances inside the
Saudi consulate in Istanbul by a Sau-

di death squad. Western intelligence
agencies suspect they were acting
on the orders of Prince Mohammed.
If a dissident Saudi national can be
murdered with impunity in a Saudi
consulate in a foreign city, imagine the
horrors being perpetrated against dissidents inside the kingdom.
Anybody who doubts what happens in Saudi Arabia’s hellish prisons
should read the report two weeks ago
from Human Rights Watch detailing
the arbitrary arrest, detention, torture

and abuse of Saudi writers, activists
and dissidents. It described the torture
of four prominent Saudi women activists using “electric shocks, whipping
the women on their thighs, forcible
hugging and kissing, and groping”.
Yet this is the man claiming to be
selling Aramco as a prelude to the
emancipation of his people and his
country. Perhaps he is sincere in this
ambition, but if he is, he has a habit of
undermining his own cause. Investors
thinking of buying shares in Aramco

should ask themselves which crown
prince they will get if they do so: the
so-called visionary, or the capricious,
erratic thug who rules the most repressive state outside of North Korea.
There may be a good investment
case for buying Aramco, given its producer-of-last-resort role in the global
oil markets. But make no mistake, if
investors buy Aramco shares, they are
also buying Prince Mohammed. He is
an inescapable part of the bargain he is
asking the world to make.

Khalaf, the first female editor
of the FT, to succeed Barber
BY VINCENT BOLAND
The best job I will ever have was at
the Financial Times, a great British
newspaper which employed me
between 1994 and 2017. In those
years I was posted to Prague, New
York, Ankara, Milan and Dublin,
and did two extended periods in
London. I had a memorable, thrilling, educative and sometimes exhausting time.
Last week, in a much-anticipated announcement, the FT said that
Lionel Barber would step down as
editor in January after 14 years, and
named Roula Khalaf, the deputy
editor and one of the FT’s most
experienced journalists, as his
successor. The change of editor is
the first key appointment made by
Nikkei, the Japanese media group
that bought the FT for £844 million
in 2015.
Barber is an intense and driven
man, inquisitive, demanding and
imaginative, and fluent in French
and German. He saved the FT,
which had racked up £64 million
of losses in the three years prior to
his appointment in 2005, by turning it into the benchmark for digital-first journalism with a pricey
but indispensable website. Today, a
million subscribers pay to read the
FT daily either digitally or in print,
compared to about 425,000 then.
He also reinvigorated it, by
making it more than the voice of
the City of London or the house

The numbers

the big issues is agenda-setting,
and on Brexit it is essential reading,
even if, sadly, its editorial board
appears to have reconciled itself to
the inevitability of Britain leaving
the EU.
The sum paid by Nikkei, the
It is unlikely that the FT will
Japanese media group that bought
change much under Khalaf, who is
the FT in 2015
the first woman to edit the paper.
She grew up in Beirut and is fluent
in English, French and Arabic. She
is perhaps less intense than Barber,
though equally driven. She was an
Subscribers pay to read the FT daily
outstanding reporter during the
digitally
Arab Spring, one of the biggest stories the paper covered definitively
under Barber.
While at Forbes magazine in the early 1990s,
Print subscribers
Khalaf profiled Jordan Belfort, the
fraudster played
by Leonardo di
Caprio in the
movie The Wolf
journal of Brussels. It
of Wall Street,
has correspondents
and in which
in all the right placa character
es – its coverage of
based on Khalaf
Brazil, for example, is
makes an apunrivalled. It pursues
pearance.
scoops, news and inIf the esvestigative journalism,
sence of
and has widely read
being a great
columnists such as
journalist is
Gideon Rachman
being in the
on world affairs
right place at
and Martin Wolf on
the right time,
Roula Khalaf
economics.
Roula Khalaf
Its coverage of
has it.
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The fund manager who fell to earth
Vincent Boland
As recently as four
months ago, Neil
Woodford was a
rock star of the
finance world.
Now his name
is a byword for
spectacular failure.
So what happened?

N

eil Woodford once
wanted to be a Royal Air Force pilot.
The fund manager’s
trim build meant he
could meet the first
requirement for the
job – fitting in the cockpit of a fighter
jet – but his reflexes were his undoing.
He could not react quickly enough in
such a fast-moving environment.
Perhaps that slow reaction time offers a clue to Woodford’s spectacular
flame-out. Last week, the one-time
star of the investment management
business in the City of London was
fired as the manager of his flagship
fund. It had been in crisis since June,
when investors were prevented from
taking their money out as the fund’s
value fell and it was unable to sell
assets to meet the increasingly panicked demand. He has now severed all
remaining ties with the business that
bore his name.
Woodford’s humiliation represents
one of the most dramatic falls from
grace in the recent history of the City.
Of course, he is not the only victim in
this affair. The reputations of regulators
and independent financial advisers
and “fund supermarkets” such as
Hargreaves Lansdown, which funnelled their clients’ money to his funds
in return for fees, have also taken a hit.
The biggest losers, naturally, are the investors themselves, whose cash is still
trapped in Woodford funds that are
heavily invested in illiquid stocks.

Shredded reputation

The question is how one of the best
fund managers of the era could be
laid low in such ignominious fashion,
with his reputation in shreds. That
reputation was forged between 1988
and 2014 at Invesco Perpetual, one of
the big City asset management firms,
where he had an uncanny ability not
just to pick the right stocks, but to get
the big calls right.
If one had invested £1,000 with him
when he started at Invesco, it would
have been worth £25,000 when he
left five years ago to set up on his own.
That is an enormous outperformance
measured against the British stock
market: the Ftse 100 index roughly
trebled in that time.
Luck may have played a part, but
so did intuition, fundamental research and self-confidence. Woodford
shunned technology stocks in the
late 1990s, and navigated the dotcom
blowout unscathed. A few years later, he avoided bank stocks, and was
proved right when the sector collapsed
in 2008.
At Invesco, Woodford invested his
clients’ money mainly in the traditional stock market, and the stocks he
picked were those of companies with
a large, liquid pool of listed shares. One
of the underestimated advantages of
stock market investing is the relative
ease of cashing out. You can call your
broker in the morning, your shareholding will be disposed of within
minutes, and your cash will be in your
bank account shortly afterwards.
Woodford’s strategy at his eponymous investment management
business was different. He was still
a stock-picker, but now he selected
small companies across many sectors,
often in start-ups or niche operators
whose growth prospects he liked.
Often, he liked the growth prospects
so much he bought stakes of 25 per
cent or more. Today, the fund portfolios he constructed are stuffed with
large stakes in small companies where
Woodford is the largest shareholder.
An astonishing number of those
companies, if reports are to be believed, are chronic under-performers.
Some of the companies are in untried
sectors such as artificial intelligence
and rarified parts of the technology industry. Others are in traditional sectors
such as healthcare – Woodford was an
investor in some of the assets owned
by the Irish healthcare investment
company Malin, and also in the company itself.

Large stakes

In a video on his company’s website,
Woodford explained the rationale for

the large stakes: “In optimising the
portfolio and in capturing the best
economic opportunities in the portfolio I need to own significant stakes and
have been comfortable owning significant stakes in businesses both large
and small.”
Yet he appears consistently to have
overrated the prospects of some of
these companies. If they are listed,
their share prices have often underperformed. If they are unlisted, they
are illiquid and hard to sell, and their
early-stage valuations have shrunk
dramatically. As the underlying value
of the Woodford funds began to fall,
investors began a rush to exit.
Woodford’s funds are open-ended,
meaning that investors can exit daily.
But because so many of the stocks that
the funds own are illiquid, he could
not meet that commitment. Hence the
decision last June to “gate” his flagship
fund.
One wonders whether Woodford’s
outsized presence as a shareholder in
small companies contributed in some
way to their underperformance. A
large shareholder can be an intimidating presence, looming over management and second-guessing executive
decisions. Woodford has insisted he

Neil Woodford, fund manager and former head of UK equities at Invesco Perpetual, one of the top performing fund managers in the British market
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was a supportive shareholder. No
doubt he was, from his perspective. Yet
his strategy tied him in knots, leaving him unable either to help create
value or extract himself when things
went wrong. That is a fundamental
and colossal failure in an investment
manager.
Woodford has been compared to
Warren Buffett, the legendary US
investor who has made himself a fortune by investing in the stock market,
picking stocks and buying companies
outright. Buffett has become a cult figure for his many followers, yet he has
never cultivated such a persona. He is
too down-home for all that nonsense.

Macri likely to walk
the plank as Argentina
continues to flounder

Furious investors

A better comparison for Woodford
might be with Bill Gross, the so-called
bond king, who transformed the way
investors see the bond market during
his 40-year career at the fund manager Pimco.
Like Woodford, Gross was beset in
his later stages by chronic under-performance and a series of dud calls
that left Pimco reeling and investors
furious.
Woodford was an influential voice
in the City. He opposed Pfizer’s bid
to buy AstraZeneca in 2014, arguing
that the takeover was an example of
putting short-term profit-taking over
long-term investment. That takeover
deal deserved to fail and Woodford’s
opposition ensured it did.
He also opposed the merger of BAE

Woodford’s
humiliation
represents one
of the most
dramatic falls
from grace in the
recent history of
the City
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People walk past a poster of Mauricio Macri, incumbent president of
Argentina, in Buenos Aires
Getty

In 2015, Mauricio Macri was
elected president of Argentina on
a wave of optimism that he was
the man who would finally turn
this wonderful but chaotic country’s fortunes around. Four years
and one ill-judged International
Monetary Fund (IMF) intervention later, opinion polls suggest
he is likely to be ousted when
Argentinians choose their next
president a week from today.
The IMF and Argentina are
locked in a fatal embrace. The
country has sought 21 rescue
packages from the fund since
it joined in the 1950s. Yet none
has ended the cycle of boom
and bust, followed by currency collapse, hyperinflation and
occasional default, that makes
Argentina so unstable. The IMF’s
$57 billion standby facility in
June last year – its biggest for
any country – was meant to restore financial stability. Instead
it seems to have exacerbated
Argentina’s underlying economic
problems.
Macri’s rival in the presidential
campaign, and the favourite to
win, is Alberto Fernández, from
the Perónist opposition.
Steeped in the authoritarian
populism of the 1950s and the
cult of personality, perónismo –
named for former president Juan
Perón and his wife Evita – has an
enduring appeal for Argentinians, despite its wretched record
over many decades in government.

Macri was once the anti-Perónist: urbane, upper-class,
smart and centrist. Now he has
lost the confidence, not just of
the country’s vast number of
poor citizens, but of its rich ones
too. Argentinians are fiercely
patriotic, but they have almost
no loyalty to the economy or the
peso. Since that economy and
currency have impoverished
them through the decades, who
can blame them?
The problem in the IMF-Argentina relationship is that it is
all tactical, designed to address
short-term problems – and IMF
help often arrives when it is just
too late.
There seems to be no longer-term strategy. To develop
one, Argentinians need to help
themselves: they cannot live
forever in a fantasy that they
have an entitlement to be rich, as
opposed to just normal. And the
IMF must stop throwing money
at a problem that money alone
cannot fix.
The IMF-World Bank annual
meetings have been taking place
in Washington DC in the past few
days.
Kristalina Georgieva, the
fund’s new managing director, is
a former head of the World Bank.
She is ideally placed to get the
two institutions and Buenos Aires
to make a fresh start, one based
on realism, but also on aspiration
for a country with immense and
frustratingly untapped potential.

Systems and Airbus in 2012. I think he
was wrong on that one – the failure of
that deal represented a missed opportunity for Europe to create a defence
and aerospace champion to compete
with US rivals.
Too many fund managers are in
thrall to the lure of mergers and acquisitions, or are unwilling to state their
reservations (if they have any) on the
record. In that sense, Woodford was a
breath of fresh air. His long-term focus
is exactly what the stock market needs
– one of his funds even had the words
“patient capital” in its title.
Sure, he contributed to the cult of
the star stock-picker, and ended up
believing his own publicity. But his
mistakes were tactical and rather basic. That makes his failure all the more
bewildering – and unforgivable.
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