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Economy

OPEC happy with 
oil market, Saudi 
Arabia says

Dinar’s fall hits 
Algerian finances

Libya: France
announces $500 
million upgrade 
for oil site

Saudi Arabia expressed confi-
dence that oil prices will recover, 
cementing expectations that the Or-
ganisation of the Petroleum Export-
ing Countries (OPEC) would remain 
divided and keep crude flowing.

“Everybody is very satisfied with 
the market. The market is rebal-
ancing as we speak,” said Khalid 
al-Falih, newly appointed as Saudi 
Arabia’s Energy minister.

“Demand is extremely healthy 
and robust. Non-OPEC supply is de-
clining. Prices will respond to the re-
balancing of the market,” Falih said.

Traditionally OPEC, which pumps 
about one-third of the world’s oil, 
has cut production to boost falling 
prices but in the most recent drop, 
which has seen oil tumble from 
more than $100 in 2014 to close to 
$25 in January, OPEC — driven by 
Riyadh — has changed tack, keeping 
oil flowing to maintain market share 
and squeeze competitors.

It has taken some time — strain-
ing even Saudi Arabia’s finances, to 
say nothing of on-the-brink OPEC 
member Venezuela — but the tactic 
appears to be working. Non-OPEC 
output is falling and prices recently 
rose to more than $50 for the first 
time in six months.
(Agence France-Presse)

Algeria’s dinar has fallen to its 
lowest levels since independence 
from France, hit by lower energy 
prices that have sapped the OPEC 
producer’s revenues. The dinar 
on May 25th hit a five-decade low, 
reaching 110.52 to the dollar, accord-
ing to figures from the central bank.

Economists and business ex-
ecutives expect the currency to fall 
further, raising prices and reducing 
purchasing power for a country that 
relies heavily on imports.

Algeria still has a considerable 
cushion built during oil boom times 
but reserves fell $35 billion to $143 
billion at the end of 2015.

The dinar started falling when 
the country began running a trade 
deficit coinciding with a decline in 
currency reserves. Algeria posted a 
trade deficit of $13.71 billion in 2015 
after a $4.3 billion surplus in 2014.

“The dinar is expected to fall fur-
ther because there is no sign so far 
that crude prices will rebound to 
push up currency reserves,” said 
university economics professor Mo-
hamed Taibi.
(Reuters)

French company Technip has 
signed a preliminary $500 million 
deal to upgrade a key Libyan oil fa-
cility, along with Italy’s Eni and Lib-
ya’s state oil company.

The move is part of French diplo-
matic efforts to boost Libya’s unity 
government. The signing in Paris 
comes as Libyan forces are fighting 
to push back Islamic State extrem-
ists, who have seized territory amid 
political turmoil.

The head of Libya’s National 
Oil Corporation met in Paris with 
French executives and oversaw the 
signing of the letter of intent to up-
grade a platform at the Bahr Essalam 
oil field north of Tripoli with an aim 
of producing 12.6 million barrels a 
day.
(The Associated Press)

BriefsIran and Oman near agreement on gas deal
Jareer Elass
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I 

ran is forging ahead in its post-
sanctions world by seeking an 
advantageous export route to 
ship natural gas. Surprisingly, it 
is looking to a friend within the 

Gulf Cooperation Council (GCC) to 
provide that outlet.

A long-discussed undersea gas 
pipeline and supply deal between 
Iran and Oman is back on the table 
now that international sanctions on 
Tehran over its nuclear programme 
have largely been lifted. Muscat is 
eager to gain access to Iranian gas 
for domestic consumption and Teh-
ran wants to tap into Oman’s un-
derused liquefied natural gas (LNG) 
terminals to export its gas to wider 
markets.

Oman hopes to utilise as much as 
two-thirds of the Iranian gas inter-
nally with the remaining amount 
exported as LNG on Iran’s behalf to 
European and Asian customers.

A final deal has not yet been 
signed but a pipeline feasibility 
study was approved by both coun-
tries’ Oil ministers in September 
and Iran is reportedly zeroing in on 
South Korean firm Korea Gas Corpo-
ration (KOGAS) to build the subsea 
gas line.

Discussions between Iran and 
Oman regarding a gas supply agree-
ment date back a decade but pro-
gress was slowed by differences 
between the two neighbours on 
pricing as well as international sanc-
tions that were levelled on Tehran as 
it sought to develop its nuclear pro-
gramme.

In 2014, the two countries signed 
a preliminary 25-year gas supply 
agreement valued at $60 billion. 
Integral to that agreement was the 
laying of a $1 billion, 200km pipe-
line under the Gulf of Oman, pos-
sibly from the Iranian port of Kuh-e 
Mubarak that would link to Oman’s 
industrial port of Sohar, near LNG 
export facilities at Sur. The deal 
would provide Oman with 10 billion 
cubic metres of gas per year from 
Iran’s giant offshore South Pars gas 
complex.

The agreement would benefit 
Oman greatly. The Gulf sultanate 

has been facing mushrooming do-
mestic gas usage, forcing it to delay 
LNG exports to meet domestic de-
mand. Muscat began receiving 200 
million cubic feet a day of Qatari 
gas through Qatar’s Dolphin export 
pipeline in 2008. Oman has increas-
ingly been using gas for enhanced 
oil recovery in ageing oil fields and 
as feedstock for the Gulf state’s 
petrochemical industry and power 
plants.

The increase in domestic gas 
consumption prompted Oman to 
cut back on LNG exports it is obli-
gated to supply through long-term 
contracts with South Korean and 
Japanese buyers that run until 2024 
and 2025, with the recent shortfall 
expected to be made up later. This 
has meant that the three liquefac-
tion trains operating at Oman’s LNG 
export complex at Sur are operat-
ing well below capacity, providing 
an opportunity for Iranian gas to be 
piped to the site, liquefied and ex-
ported.

Although Iran has the world’s 
largest natural gas reserves, it has 
lagged behind major gas exporters 

such as Russia and Qatar in pipeline 
and LNG infrastructure that would 
allow it to ship its gas. Tehran’s 
large-scale LNG export project, Iran 
LNG, was halfway completed when 
international sanctions were tight-
ened in 2012, causing work to be 
halted. Iran estimates it could take 
three or four more years to complete 
that project.

Trade between Iran and Oman 
has gathered pace in recent years, 
topping $1 billion in 2015. Iranian of-
ficials suggested the level of trade 
could reach $4 billion within five 
years. Oman has been complicit in 
allowing Iranian smugglers to evade 
the international sanctions on Teh-
ran, as small speedboats crossed the 
60km in the Strait of Hormuz that 
separate Oman and Iran, stocked 
with Omani goods and return to 

Iran, only paying Omani taxes on 
the goods.

Muscat has been savvy in cultivat-
ing strong ties with both the United 
States and Tehran, something Wash-
ington capitalised on when it sought 
to reach a sanctions deal as part of 
the P5+1 negotiations with Iran.

Relations between Oman and 
Saudi Arabia are prickly. Rather than 
following suit with its fellow GCC 
neighbours when they cut or down-
graded diplomatic ties with Iran in 
early January over an attack on the 
Saudi embassy in Tehran, Muscat 
chose instead to rebuke Riyadh, 
calling the severing of diplomatic re-
lations “an unwise action conducted 
through an incorrect method”.

One has to believe that the Saudis 
are none too pleased that Oman and 
Iran could be further strengthen-
ing their political and economic ties 
through a gas supply and pipeline 
deal that allows Tehran to capitalise 
on reaching new energy markets.

Jareer Elass reports on energy 
issues for The Arab Weekly. He is 
based in Washington.

Riyadh plays hardball on oil
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T 

wo weeks after the Saudi 
government announced 
its Vision 2030 reform 
agenda, King Salman bin 
Abdulaziz Al Saud issued 

a series of royal decrees that were 
an extension of the overall plan be-
ing championed and directed by 
Deputy Crown Prince Mohammed 
bin Salman bin Abdulaziz.

What overshadowed the minis-
try restructurings and cabinet re-
shuffling was the dismissal of long-
serving oil minister Ali al-Naimi 
and the timing of his removal just 
weeks after the so-called “Doha de-
bacle”, in which Naimi’s support of 
a production freeze agreement be-
tween independent oil producers 
and members of the Organisation 
of the Petroleum Exporting Coun-
tries (OPEC) was countermanded 
by Mohammed at the 11th hour, 
causing the deal to collapse.

Following Naimi’s departure, the 
Saudi government confirmed that 
it would maintain its current en-
ergy policy of sustaining elevated 
crude production until it feels that 
higher-cost producers have ceded 
enough market share. Saudi Ara-

bia’s tense political relations with 
Iran no doubt are mixed into this 
equation.

That Naimi has left the post he 
had held since 1995 was not a great 
surprise. The proverbial writing 
had been on the wall since King 
Salman ascended to the throne 
in January 2015. In April 2015, the 
Saudi monarch replaced Naimi as 
chairman of Saudi Aramco with 
Khalid al-Falih, who had been the 
state oil firm’s president and chief 
executive officer. Falih was also 
named Health minister.

Falih has now been made Naimi’s 
successor, though he will be re-
sponsible for an enhanced govern-
ment organisation called the En-
ergy, Industry and Mineral Wealth 
Ministry.

The new ministry is part of re-
forms intended by the deputy 
crown prince to pull together key 
business sectors under one roof 
for more efficient management. 
For example, now that electricity 
and oil production are being over-
seen by one ministry, the govern-
ment should be better able to meet 
peak domestic power demand that 
requires crude as feedstock, thus 
avoiding routine brownouts during 
the summer months.

For decades, the Saudi govern-
ment has relied on the expertise 
of technocrats such as Naimi to 
stay attuned to the oil markets 
and recommend domestic and in-
ternational energy policies. Now 
the deputy crown prince has an 
unprecedented direct hand in the 
kingdom’s energy policies, both in 

how oil is to drive domestic eco-
nomic growth as well as how Ri-
yadh views its oil role in interna-
tional markets.

Mohammed may have surmised 
that Naimi would not have been an 
enthusiastic backer of his ambitious 
reform plans and preferred a more 
dedicated lieutenant in Falih, with 
whom he reportedly has a good re-
lationship, to help him realise his 
goals. Falih, a technocrat with 30 
years of experience at the state oil 
firm, has worked closely with the Al 
Saud family over the years, particu-
larly on natural gas issues.

Naimi may not have avidly sup-
ported the limited international 
public offering (IPO) of Saudi Ara-
mco, the proceeds from which will 
fund a sovereign wealth fund that 
will in turn grow through non-oil 
investments. It will be Falih’s job 
to oversee this major component of 
the planned economic reforms.

Naimi led the charge in the sum-
mer of 2014 when Saudi Arabia and 
its Gulf allies within OPEC decided 
to reclaim lost market share at the 
expense of oil prices by boosting 
crude output to curb increasing 
volumes from higher-cost produc-
ers. Naimi also knew when it was 
time to compromise and rein in 
output and allow the markets to re-

balance before basement-level oil 
prices began to have broader global 
economic implications.

Prince Mohammed has suggest-
ed that oil prices are not a driving 
concern to the Saudi leadership, 
saying in a recent interview: “We 
don’t care about oil prices — $30 or 
$70, they are all the same to us.”

In addition to claiming that 
OPEC’s largest producer could 
bump oil production from its 10.2 
million barrels per day (bpd) by 
more than 2 million bpd within 
nine months, Mohammed has said 
that with more investment Saudi 
production capacity could reach 20 
million bpd.

Such rhetoric has political over-
tones that are directed towards 
Iran, which is attempting to restore 
its own market share since winning 
partial Western sanctions relief. 
The Saudi government has demon-
strated that regional politics affect 
its decision-making within OPEC, 
as evidenced by the deputy crown 
prince’s involvement in derailing 
the Doha accord after Riyadh de-
manded that Iran freeze its produc-
tion along with other OPEC mem-
bers and independent producers 
that were willing to participate in a 
group plan.

What this means is that Falih 
should expect a chilly reception 
at his inaugural OPEC meeting in 
June from those members hoping 
to reach an agreement that would 
support higher oil prices. Riyadh, 
for now, appears more focused on 
its own game plan than on accom-
modating others.

Trade between Iran 
and Oman has 
gathered pace in 
recent years, topping 
$1 billion in 2015.

Now the deputy crown 
prince has an 
unprecedented direct 
hand in the kingdom’s 
energy policies.

Iranian Foreign Minister Mohammad Javad Zarif (R) and Omani Minister of Foreign Affairs Yusuf bin 
Alawi bin Abdullah in Tehran, last February.

The new ministry is 
part of reforms 
intended by the 
deputy crown prince.


