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Dubai presents 
Expo 2020 plans

Qatar’s Energy 
minister wants 
‘fair’ oil price

Turkey cuts key 
rate as markets 
welcome new 
cabinet

Dubai presented ambitious plans 
for 2020 World Expo, the first in the 
Middle East, with organisers hop-
ing to attract 25 million visitors.

“For the first time in the history 
of World Expos, each country will 
have an individual pavilion, en-
hancing the ability of nations to 
showcase themselves,” organisers 
said in a statement.

The Expo site will cover 438 hec-
tares next to Dubai’s smaller second 
airport, Al-Maktoum International, 
which opened in 2013.

Panel discussions and workshops 
were conducted during the two-
day planning meeting aimed at pro-
viding potential participants with 
details on the Expo 2020 plan and 
highlighting “business opportuni-
ties in the UAE for innovation, trade 
and investment, and knowledge 
transfer,” the statement said.

The fair will take place from Oc-
tober 2020 to April 2021.
(Agence France-Presse)

Qatari Energy Minister Moham-
med bin Saleh al-Sada said a mini-
mum price of $65 a barrel is “badly 
needed” and he cautioned that the 
security of future supplies is at risk 
because of the price slump that has 
squeezed oil producers since 2014.

“The oil market is recovering 
slowly but steadily,” Sada told the 
Associated Press. “Luckily, the fun-
damentals show it is heading in the 
right direction. 

I don’t think we are yet at a fair 
price. We need to have a fairer price 
so that we can have the ability to in-
vest more in order to secure the en-
ergy supply to the world and avoid 
any price shock.”

Sada, speaking ahead of the regu-
lar June meeting of the Organisa-
tion of the Petroleum Exporting 
Countries (OPEC), did not rule out 
reviving talks of a freeze in produc-
tion among major producers after 
similar negotiations collapsed in 
Doha in April.

Even without an output freeze, 
prices have been clawing upward, 
although they are less than half 
their level less than two years ago.
(The Associated Press)

Turkey’s central bank cut a key 
interest rate after a cabinet line-up 
was unveiled by a new prime min-
ister, a loyalist of President Recep 
Tayyip Erdogan.

The central bank said the over-
night lending rate was trimmed to 
9.5% from 10% and its one-week re-
purchasing rate remained at 7.5%. 
The overnight borrowing rate, at 
which banks lend to each other at 
the end of the day, was also kept in-
tact, at 7.25%.

The announcement came shortly 
after Prime Minister Binali Yildirim 
unveiled his cabinet, with most key 
ministers keeping their jobs. Those 
include Mehmet Simsek, deputy 
prime minister in charge of econo-
my.

Investors had been closely watch-
ing the composition of the new cab-
inet amid speculation that market-
friendly Simsek might be replaced 
by the president’s son-in-law Berat 
Albayrak, who, however, remained 
Energy minister.
(Agence France-Presse)
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il prices have increased 
since the first quar-
ter of 2016, climbing 
from $27-$30 a barrel to 
$45-$49 a barrel. Fore-

casts following the Doha accord to 
freeze production levels to those 
of last January reached between 
the Organisation of the Petroleum 
Exporting Countries (OPEC) and 
non-OPEC producers envisioned 
a free-for-all collapse of prices as 
Iran repudiated the draft agree-
ment by Saudi Arabia, Russia, Ven-
ezuela and Qatar.

Doomsday predictions were 
made as Saudi Arabia then refused 
to sign the accord, demanding that 
all producers — particularly Iran — 
should also sign. The Iranian-Saudi 
dispute did not bode well for an 
intra-OPEC consensus, particular-
ly for the forthcoming ministerial 
conference in Vienna.

Consequently, predictions were 
made that prices would fall to $10 
a barrel. Instead, prices made a U-
turn and started heading towards 
$50 a barrel.

Why did prices change course? 
While producers could not agree on 
reducing production, circumstanc-
es outside their control reduced 
substantive supplies from the glob-
al markets.

It started with a three-day strike 
by Kuwaiti oil workers, reducing 
supplies 2 million barrels per day 
(bpd). This was followed by Shell 
declaration of force majeure on 
1.4 million bpd of Nigeria’s Bon-
ny Light production. Wildfires in 
Canada caused the shut-in of 1.2 
million bpd of production capac-
ity. Venezuela and Libya saw lower 
oil production because of domestic 
political turbulence.

Also, non-OPEC production is 
more than 800,000 bpd lower than 
this time last year, mainly due to a 
reduction of non-conventional oil 
(shale oil) in North America.

On the demand side, India’s has 
shot up due to better industrial 
performance. India’s oil demand 
was up 400,000 bpd year-on-year, 
representing nearly 30% of global 
demand increase.

The main threat to the markets 
during the Doha meetings was 
Iran’s plan to increase produc-

tion to 4 million bpd (the level 
Iran reached before international 
economic sanctions). Iran has in-
creased production from 3.2 mil-
lion bpd to 3.6 million bpd and is 
expected to reach the 4 million bpd 
target this summer.

The question is: Can it raise pro-
duction much beyond this level 
and how soon? Can it increase pro-
duction significantly without up-
stream agreements with Interna-
tional Oil Companies (IOCs)?

Iran produced approximately 6 
million bpd during the late 1970s 
before the Islamic revolution. The 
IOCs were negotiating with Tehran 
even before sanctions were lifted 
but there are issues with reaching 
agreements with Tehran.

Iran’s oil industry is operated 
and owned by companies linked to 
the Islamic Revolutionary Guards 
Corps (IRGC), which is a very close 
supporter of Iranian Supreme 
Leader Ayatollah Ali Khomeini.

The relinquishment of oil as-
sets to IOCs would be a blow to the 
IRGC’s domestic influence and the 
many benefits that senior IRGC of-
ficers have. A lessening of their 
power and influence could cause 

an imbalance in the domestic Ira-
nian political system.

As for the IOCs, financial transac-
tions with the IRGC can run afoul of 
US boycott laws. Despite the long 
negotiations that have taken place, 
no upstream agreement has been 
signed. This delay limits produc-
tion levels that Iran can reach in the 
near future.

Iran has pursued a policy in OPEC 
in which it would have an equiva-
lent production quota to Iraq, 
which is producing more than 4.6 
million bpd, with incremental pro-
duction increases expected in the 
second half of 2016.

If Iran’s production does not 
reach that of Iraq, it should be ex-
pected that Iran would veto a new 
OPEC quota system. An agreement 
requires unanimity. The absence of 
a quota system is one of the main 
reasons behind the quarrels within 

OPEC.
Current market speculation ex-

pects oil prices to rise to more than 
$50 a barrel by year-end. Several 
projections see prices in the $60-
$70 a barrel range by the end of 
January.

Caution is necessary with such 
forecasts. How soon will Canadian 
tar sand production resume? How 
much damage has been inflicted 
on surface facilities? Shale oil in-
dustry executives project that their 
industry can stabilise production 
at a West Texas Intermediate (WTI) 
price of $55 a barrel. They also say 
they can increase production if the 
WTI price stays in the $60-$70 a 
barrel range.

This means that not only most of 
the non-OPEC production decline 
would cease but that one should 
expect incremental supplies back 
in the market. It is the huge non-
conventional oil supplies that 
tipped the global supply-demand 
balance and led to the 2014 oil price 
crash.

Walid Khadduri is an Iraqi
writer on energy affairs based in 
Beirut.

Oil prices defy expectations
Walid Khadduri

A worker checks the valves at Al-Sheiba oil refinery in the southern Iraqi city of Basra.

Current market 
speculation expects 
oil prices to rise to 
more than $50 a barrel 
by year-end.

Algeria tries to diversify economy as oil prices decline
Lamine Ghanmi
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lgerian officials have de-
vised a plan to diversify 
their hydrocarbons-de-
pendent economy and 
energise growth as fall-

ing oil prices threaten to unravel 
the de facto petrostate’s status quo.

The ambitious scheme, to be im-
plemented by 2019, aims to open 
the economy, of which the oil and 
gas output accounts for approxi-
mately 30%, to increase the role of 
the private sector, boost foreign in-
vestment and ease a business envi-
ronment hampered by red tape and 
a heavy welfare state.

Authorities called the plan Alge-
ria’s “new economic model”. It is 
expected to be endorsed June 5th 
at a gathering of business groups, 
the main trade union UGTA and Al-
gerian Prime Minister Abdelmalek 
Sellal’s cabinet.

“The new economic model that 
will be adopted by Algeria for the 
next three years is built on eco-
nomic investment away from fi-
nancing economic ventures from 
the state budget,” said Finance 
Minister Abderrahmane Benkhalfa. 
“It aims to recycle national savings 
into the economy’s dynamic and 
achieve an average growth  [of 7%] 
per year.”

Algeria has economic breathing 
space until the end of 2017 with 
enough foreign reserves to finance 
imports for up to 23 months, for-
eign debt is at 1.8% of gross domes-
tic product (GDP) and domestic 
debt at 8% of GDP — the lowest lev-
els in North Africa.

The relatively healthy economic 
balance sheet is mainly due to a 
cautious management of oil and 
gas export revenues since 2000 
when the government set up the 
rainy day Receipts Regulation 
Fund.

“This fund was at $77 billion in 
2013. It was halved in 2015. If we 
do not diversify the economy over 
the next three years, no single dol-
lar will remain in this fund,” said 
finance expert Lies Kerrar.

The World Bank expects low oil 
prices, which represent 60% of 
budget revenues, will weaken Al-
geria’s outlook. GDP growth is seen 
at 1.7% in 2016 and 2.2% in 2017. 
Growth was 3.9% in 2015.

Algeria’s Saharan Blend crude 
averaged $37 a barrel from Janu-
ary through April. The government 
had forecast $35 a barrel in drawing 
up its budget.

Algeria faces more challenges 
than the shrinking of its financial 
cushion. More than 10 million peo-
ple will enter the job market in the 
coming years and rising domestic 
consumption of gas and oil will eat 
away at potential export volumes.

Algeria has attempted econom-
ic diversification in the past but 
fears of creating instability have 
hindered the efforts. The heavy 
economic central command and 
the burden of subsidies were more 
hurdles.

Officials are haunted by their ex-
perience with the Algerian version 
of the “Arab spring”. In October 
1988, Algeria opened its single-
party system allowing resurgent 
Islamists and other parties to com-
pete over the country’s political 
future. Global oil prices collapsed 
at the time, forcing Algiers to curb 
subsidies.

The country plunged into civil 
war for more than a decade after 
1992 at the cost of 250,000 lives 
and more than $60 billion in eco-
nomic damage and lost develop-
ment opportunities.

The leadership continued to fear 
social repercussions from deeper 
economic reforms because Algeria 
spends an average of 30% of GDP 
on subsidies.

The domestic price of gas is ten 
times lower than its export value, 

making it the cheapest in the Arab 
world. Residents of Algeria — even 
foreigners and wealthy locals — 
enjoy the benefits of subsidies, 
including free health care and edu-
cation along with cheap consumer 
goods and energy products.

“The new plan’s priorities are de-
veloping farming, tourism, indus-
try and services,” Sellal said of the 
new economic plan.

Agriculture contributes about 
10% of GDP and industry output 
accounts for around 5% with con-
struction and public works repre-
senting 10.4% thanks to increased 
spending on infrastructure projects 
over the past ten years.

The total of the three main sec-
tors is dwarfed by the 30% of GDP 
from hydrocarbons, suggesting 
the country has a huge potential to 
generate growth even with timid 
steps.

The new model is unlikely to af-
fect subsidies as the country is 
going through delicate political 
circumstances stemming mainly 
from the transition of the rigid rul-
ing system after the end of Presi-
dent Abdelaziz Bouteflika’s term 
in 2019, were he to finish his term 
despite his frail health.

Benkhalfa attempted to calm 
worries that the new model may 
upset the economic and social 
status quo saying: “The transition 
of the new model will provoke no 
shock to the economy.”

The World Bank 
expects low oil prices, 
which represent 60% 
of budget revenues, 
will weaken Algeria’s 
outlook.
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