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Shale gas could solve Tunisia’s woes, oil CEO says

Tunis

T
unisia, a minor 
hydrocarbon 
producer 
situated 
between 
energy-rich 
Algeria and 
Libya, boasts 
huge shale gas 

potential that could help resolve 
its economic problems, a senior 
Tunisian oil executive said.

The country has to clear many 
hurdles, including high corporate 
taxes and a shaky security situa-
tion, to tap into its resources and 
become a prosperous nation, 
Director-General of British energy 
company Petrofac Tunisia Imed 
Derouiche said.

“The sole salvation of Tunisia 
lies in the shale gas. Preliminary 
estimates put Tunisia’s shale 
gas reserves at 20 trillion cubic 
feet, which are the equivalent of 
20 times the country’s current 
reserves,” said Derouiche, cit-
ing data from the International 
Energy Agency (IEA) and US-based 
Anadarko group, which have con-
ducted hydrocarbon operations in 
the region.

The reserves were found in 
southern Tunisia’s portion of Gh-
adames basin, he said. The basin 
stretches across Algeria, Tunisia 
and Libya, which are all indepen-

dently conducting exploration 
activities in the area. Some 700 ex-
ploratory wells have been drilled. 
At least 150 oil pools with 9,500 
million barrels of oil in place have 
been discovered.

“The potential reserves of shale 
gas in the Tunisian strip of Ghad-
ames hold a value of $50 billion, 
at the current prices of gas. That 
wealth could bring about a huge 
transformation of Tunisia, which 
could be energy independent and 
have a surplus to export,” Der-
ouiche said.

Tunisia’s energy situation has 
drastically changed in the last two 
decades as consumption has risen 
sharply and production from its 
main ageing fields has dwindled.

Consumption nearly doubled 
from 1992 to 2012, from 4,500 kilo-
tonnes of oil equivalent (KTOE) to 
8,500 KTOE and increased 6.2% 
annually for a long period begin-
ning in 1990. The rate of increase 
has been about 3% in recent years.

Tunisia’s oil production dropped 
from 120,000 barrels per day (bpd) 
in 1980 to 40,000 bpd in 2015. Gas 
output expanded from 570 million 
cubic metres (mcm) in the early 
1980s to 1,926 mcm, widening the 
gap between domestic demand 
and production to make the coun-
try a net energy importer.

The government has 
strong political support to 
tap the potential wealth, 
despite noisy opposition 
to the scheme. Derouiche, 
a hydrocarbon engineer by 

training and a Tunisian national, 
dismissed opposition concerns 
that shale gas exploration would 
irremediably harm the environ-
ment and deplete water reservoirs, 
which are needed for agriculture.

“Only 2% of the water table in 
Ghadames can be tapped for shale 
gas operations,” said Derouiche, 
noting that a desalination plant in 
the nearby coastal area of Zarzis 
could provide the needed water 
via pipeline.

As for northern Tunisia, Der-
ouiche said he expected promising 
potential in mountainous and mar-
itime areas in Bizerte and Tabarka 
(on the northern coast of Tunisia) 
if authorities offered incentives, 
such as trimming tax rates from 
75% to 50% for oil and 50% to 30% 
for gas.

Derouiche drew a grim picture 
of the business climate that he said 
discouraged investors from ex-
ploiting the oil and gas potential. 
Protests by unemployed youth 
disrupted Petrofac activities, caus-
ing it to lose more than 100 days of 
business in the 2011-15 period.

As a result, its profit was trun-
cated by $2.4 million annually to 
finance salaries for unemployed 
youth and other social schemes 

to “win social peace” at its 
business base in Kerkennah 
island, where it runs Cher-
gui gas field, which provides 
12.5% of Tunisia’s gas needs.

The business and secu-
rity climate in Tunisia after 
the toppling of the Ben Ali 

regime in 2011 created thorny se-
curity issues for foreign companies 
operating in the country.

“With falling oil prices, some 
energy companies operating in the 
southern regions and deep in the 
maritime zones are increasingly 
finding their businesses not profit-
able as high taxes and security 
costs weigh,” Derouiche said.

Derouiche said he is haunted 
by security concerns. Tunisia was 
rattled by three jihadist attacks in 
2015, including a suicide bomb-
ing in Tunis of a bus that killed 12 
members of the elite presidential 
guard on November 24th.

“Our operations in Tunisia ac-
count for 1% of the whole com-
pany shares but it represents 99% 
of the company’s problems,” he 
added.

Petrofac has had a presence in 
Tunisia since 2007, supporting 
projects in its Integrated Energy 
Services  and Engineering Con-
struction, Operations and Mainte-
nance divisions.

Petrofac has executed a variety 
of conceptual-FEED work and 
completed the Hasdrubal gas plant 
and has operations at the Chergui 
gas field concession on Kerkennah. 
L’Entreprise Tunisienne d’Activités 
Pétrolières, the national oil 
company of Tunisia, holds 55% of 
the Chergui facility with Petrofac 
controlling the other 45%.

Lamine Ghanmi is an Arab Weekly 
correspondent in Tunis. He has 
covered North Africa for decades.
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Little impact
seen on Saudi 
economy from US 
Fed rate hike
Rob L. Wagner

Jeddah

A 

s Saudi Arabia grap-
ples with implement-
ing radical measures to 
boost its economy in 
the wake of plunging oil 

prices, economists cast a wary eye 
to whether the US Federal Reserve’s 
interest rate hike in December will 
have an effect on the kingdom’s 
economy.

The likely answer is it will have 
little or no immediate impact on 
the Saudi economy but that does 
not mean there will not be fallout 
by the end of 2016.

“Right now there will probably 
not be a strong effect but we will 
have to see what happens in the 
second half of 2016,” said Turki H. 
Fadaak, a research and advisory 
manager for Albilad Investment 
Company in Jeddah.

The Fed raised interest rates 
0.25% in December, the first in-
crease in nearly a decade. The 
agency rejected an increase on 
January 27th but has indicated that 
there might be “gradual” increases 
ahead.

The rate hike could play a role 
in the Saudi economy because 
the riyal is pegged to the US dollar 

and Saudi banks traditionally fol-
low Fed action with their own rate 
hikes. In December, the Saudi Ara-
bian Monetary Agency increased its 
reserve repurchase rate from 0.25% 
to 0.5%, matching the Fed rate hike.

Fadaak said he was cautiously 
optimistic the hike would have 
minimal repercussions on the Sau-
di economy.

“Implementing the repurchase 
by the monetary agency is just an 
adjustment to go along with the 
rate increase on the American dol-
lar and will have no direct effect on 
investments or attracting invest-
ments from foreigners,” Fadaak 
said.

However, there is a ripple ef-
fect. The US dollar is exceptionally 
strong with the euro losing about 
1.1% of its value and the British 
pound about 0.5% against the dol-
lar since January 1st. A strong dol-
lar, coupled with the rate hike, is 
affecting US manufacturers export-
ing products, which have become 
more expensive and thus more dif-
ficult to sell.

Ehsan M. Ahrari is adjunct re-
search professor for the Strategic 
Studies Institute, Army War College 
in Pennsylvania and tracks Saudi 
domestic policies. He said low oil 
prices and a rising Fed rate may 
force Saudi Arabia to choose be-
tween reducing oil output and re-
moval of the riyal-dollar link, which 
is an extreme long shot.

“First, (Saudi Arabia) might have 
to at least trim oil production,” Ah-
rari said. “Second, it will have to 
consider de-pegging the riyal from 
the dollar. The latter option would 
send shock waves through the 
world economy and will also have 
deleterious effects on the Saudi 
economy. Trimming oil production 

appears most promising and least 
harmful but I have doubts that the 
Saudis would take that route.”

Ahrari said the problem was “the 
decision to flood the oil market is 
taken by Saudi Arabia to compete 
with Iran, which is “devoid of eco-
nomic rationality”.

In other words, a strong US dol-
lar, a higher interest rate and low 
oil prices could wreak havoc on the 
economy of Gulf countries with 
shrinking liquidity. If the cost of 
funding loans by banks increases 
due to this combination, then for-
eign and Saudi investors would 
stay away because funding projects 
would become cost-prohibitive.

Fadaak, however, said the econ-
omy region-wide was growing, 
which reduces the threat.

“The rate increase will not affect 
local consumption in a great way 
because the economy (in the Gulf 
region) at this stage is expanding 

and there are no fears of a shortage 
of liquidity or from the negative ef-
fects of decreased government 
spending, especially in relation to 
bank loans,” Fadaak said.

It is difficult to determine the role 
Saudi Arabia plays in this scenario 
but the timing is awkward as the 
government embarks on its auster-
ity programme to make up a 2016 
budget deficit of about $97 billion, 
about 15% of the country’s gross 
domestic product (GDP). It has al-
ready raised gasoline and electric-
ity prices, a sales tax is planned and 
Riyadh is likely to privatise govern-
ment hospitals.

Although Saudi Arabia is facing 
new challenges in closing the budg-
et deficit, it does have experience 
in dealing with oil gluts. In 1986, 
crude oil prices fell to less than 
$10 per barrel — about $22 in 2016 
dollars — due largely to reduced 
demand. Initially the kingdom cut 

production and tried to keep prices 
up. By the mid-1980s, it reversed 
and increased output while cutting 
prices. The result was a slow but 
steady recovery that lifted Saudi 
Arabia out of debt.

Saudis are using a similar strate-
gy today. “I believe the decreases in 
oil prices were the main motives for 
today’s economic reforms,” Fadaak 
said.

Ahrari noted that the opposite 
strategy is needed today. “Trim-
ming oil production might push the 
price of oil closer to $50 per barrel 
but it will take a while,” he said. “I 
am not certain whether the Saudis 
would do that barring any politi-
cal agreement with Iran to do the 
same. However, it does not look 
like there is any public move in that 
direction from either side.”

Rob L. Wagner is an Arab Weekly 
contributor based in Saudi Arabia.

“The rate increase 
will not affect local 
consumption in a 
great way because 
the economy (in the 
Gulf region) at this 
stage is expanding.”

A Saudi man looks at the trading board at the Tadawul Saudi Stock Exchange, in Riyadh, Saudi Arabia.


