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Hopes rise in Lebanon energy bonanza
Nicholas Blanford

Beirut

T 

he election of a new Leb-
anese president and the 
expected creation of a 
new government should 
provide a boost to flag-

ging and long-delayed plans to ex-
plore suspected oil and gas depos-
its in the eastern Mediterranean.

Despite three years of stagnation 
due to political disagreement, in 
recent months there has been re-
newed interest in pushing ahead 
with a project that if handled cor-
rectly could add significant money 
to Lebanon’s cash-strapped econo-
my.

“According to preliminary esti-
mates, if such a wealth is properly 
managed, a sum of $60 billion to 
$70 billion would be secured for 
the Lebanese state’s fund,” said 
Samir Geagea, leader of the Leba-
nese Forces party, at a conference 
in September.

Although Lebanon’s politicians 
appear to be united now in the 
need to forge ahead with the ex-
ploration bids, daunting obstacles 
could yet trip up the process.

They include the slump in oil and 
gas prices, the expense of deep-
water exploration, unease at Leba-
non’s regulatory environment and 
a simmering dispute with Israel 
over control of offshore waters.

In March 2010, the US Geological 
Survey estimated that the Levan-
tine Basin in the eastern Mediterra-
nean, which includes the territorial 
waters of Lebanon, Israel, Cyprus, 
Syria and Egypt, potentially holds 
as much as 1.7 billion barrels of re-
coverable oil and 34.5 trillion cubic 
metres of natural gas.

Offshore surveys conducted by 
Spectrum, a British oil company, 

found that Lebanon’s waters could 
hold between 340 billion and 707 
billion cubic metres of gas. Anoth-
er survey estimated that Lebanon 
could be sitting on 440 billion to 
675 billion barrels of oil.

In May 2013, the government, 
then acting in a caretaker capacity 
following the resignation of prime 
minister Najib Mikati, initiated the 
first offshore licensing round.

But the process was hampered 
by the failure of the government 
to pass two decrees related to the 
geographical delineation of the 
ten proposed offshore exploration 
blocks and the terms of the tender 
protocol and model exploration 
and production agreement to be 
signed by the government and the 
successful bidding companies.

The deadline for the submission 
of bids was repeatedly postponed 
until August 2014 when it was 
decided that the licensing round 
would end a maximum of six 
months from the adoption of the 
two decrees.

Renewed interest in the oil and 
gas file flared in July when Leba-
non’s Petroleum Administration 
warned that Israel could siphon off 
Lebanese gas in a shared field at the 
southern end of Lebanon’s Exclu-
sive Economic Zone (EEZ).

Politicians who had been bicker-
ing over the oil and gas sector came 
to an agreement. But the decrees 
are still on hold, as Lebanon strug-
gles to form a new government fol-
lowing the election of a president 
in October, ending a 29-month po-
litical vacuum that blocked energy 
legislation.

Before the impasse over the un-
ratified decrees, 46 companies, in-
cluding major international players 
such as Shell, Chevron and Exxon-
Mobil, were pre-qualified to submit 
bids for the exploration blocks. But 
the three-year delay has exhausted 
the patience of many companies, 
some of which have turned away.

Oil and gas prices have slumped 
in recent years, making a costly 
exploration process in the deep 
waters of the eastern Mediterra-
nean less attractive. Additionally, 
the hydraulic fracking revolution 
has made it possible to recover oil 
deposits previously deemed eco-
nomically unviable, lessening de-
pendence on exploring new fields.

Nevertheless, in May, Amos 
Hochstein, a special envoy for en-
ergy affairs at the US State Depart-
ment, said that despite the ob-
stacles: “I’m optimistic about the 
future of this industry in Lebanon.”

Hochstein said that Lebanon’s 
advantage was its proximity to Eu-
rope, a potential valuable export 
market if and when oil and gas 
are discovered and begin flowing. 
“Every company that looks at this 
region knows that the likelihood of 

finding a discovery is pretty high,” 
he said.

Hochstein has been playing a 
role in trying to end yet another 
hindrance to Lebanon’s faltering 
attempts to begin exploring for oil 
and gas — a dispute with Israel over 
the delineation of their respective 
EEZs.

The southernmost point of Leba-
non’s proposed EEZ is equidistant 
between the Akrotiri peninsula in 
Cyprus, the Haifa promontory in 
Israel and Ras Naqoura on the Leb-
anon-Israel border.

Lebanon’s line matches the 
northern edge of Israel’s own oil 
and gas exploration blocks and fol-
lows a line of buoys unilaterally 
placed by the Israeli Navy off the 
coast of Ras Naqoura.

However, Israel’s proposal for 
an EEZ boundary terminates 17km 

north-east of the Lebanese line, 
leaving an overlap of 854 sq. km of 
seabed claimed by both countries.

US State Department envoys in 
2012 came up with a solution to 
split the disputed area, but both 
Lebanon and Syria so far have 
proven unwilling to back down 
from their original EEZ boundary 
proposals.

Still, Israel has forged ahead with 
exploration and production of 
fields in its territorial waters, leav-
ing Lebanon lagging. In November, 
Israel announced it was inviting 
bids for 24 new oil and gas explora-
tion licences, the first in four years.

If Lebanon is to catch up with 
Israel and Cyprus, the new govern-
ment, when it materialises, will 
have to place the oil and gas file 
towards the top of its list of priori-
ties.

A 2013 file picture shows Lebanese workers conducting an onshore gas and oil inspection in Batroun, 
northern Lebanon.                                                                                                                                                     (Reuters)
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conomic reform measures 
taken by Egypt in early 
November are paying off, 
although at a heavy social 
cost, economists said.

The foreign currency parallel 
market is disappearing with cur-
rency exchanges going back to the 
official banking system, leading to 
predictions that foreign currency 
revenues would grow, they added.

“The new measures, which were 
indispensable for the reform of our 
economy, will significantly improve 
our economic conditions,” said As-
sistant Finance Minister for Treas-
ury Affairs Mohamed Mo’eit. “This 
will even be noticed by the general 
public some time from now.”

Having strenuously tried, but in 
vain, to rein in the parallel curren-
cy market, Egypt decided to float 
its national currency, the pound, 
against foreign currencies. The 
country’s decades-long controlled 
foreign currency exchange rate re-
gime caused a situation in which 
foreign currencies were valued by 
the Central Bank at a rate far lower 

than their real market prices.
This opened the door for much 

of the foreign currency dealings to 
be conducted outside the official 
banking system. The presence of a 
parallel currency market and two 
exchange rates for the same curren-
cies scared off investors and caused 
problems for importers.

Nonetheless, the pound float, 
initially derided by monetary plan-
ners, is achieving positive results, 
the government says. The US dol-
lar exchange rate at the country’s 
banks, for example, jumped from 
8.88 pounds before flotation to 18 
pounds, the same rate as on the 
parallel market.

This is sending thousands of 
US dollar hoarders to banks to ex-
change their greenbacks. The banks 
had collected $3 billion in the first 
three weeks after the flotation, the 
Central Bank said.

“The foreign currency parallel 
market will totally disappear day 
after day,” said economist Nashaat 
Ibrahim. “Those who have dollars 
do not need to exchange them at 
the black market now because they 
can get the same rate at the banks.”

In an effort to try to ease Egypt’s 
budget deficit, fuel subsidies were 
slashed 47%, a move decried by the 
general public but lauded by econo-
mists as a way to reduce the coun-
try’s deficit of almost 20%.

Egypt spent $6.8 billion to subsi-
dise energy in the 2015-16 budget. 
The recent subsidy reduction is ex-
pected to lower total energy subsi-
dies to $3.9 billion.

The new economic measures 
came in the wake of an agreement 

between Egypt and the Internation-
al Monetary Fund (IMF) for a $12 
billion loan. The IMF has disbursed 
$2.75 billion to Egypt and the re-
mainder of the loan is to be released 
over three years.

Egypt said the loan is important 
to prop up its foreign currency re-
serves, now at $23.5 billion, move 
ahead with an economic develop-

ment programme and gain inves-
tors’ confidence.

The new measures, however, are 
coming at a huge cost for the gen-
eral public and the Egyptian Treas-
ury, economists said.

Egypt, heavily dependent on im-
ports, has to pay more pounds for 
commodities it buys from other 
countries, which means higher 

prices in local markets. Commod-
ity prices are shooting up, dwarfing 
the earnings of tens of millions of 
Egyptians, almost 27% of whom are 
poor.

“The government should have 
expected the inflationary wave re-
sultant from the pound flotation 
from the very beginning,” said Ab-
del Nabi Abdel Mutaleb, an econo-
mist and a former deputy Trade 
minister. “There is an urgent need 
for action now to control the mar-
ket and prevent commodity prices 
from becoming out of control.”

“The aim of the reform pro-
gramme is to attract direct invest-
ments and raise living standards,” 
Egyptian Prime Minister Sherif Is-
mail said in a recent interview with 
a local newspaper.

To prevent more Egyptians from 
descending into poverty, the gov-
ernment is set to increase food 
subsidies and work to keep those 
who do not deserve to be in the 
programme out. About 20 million 
Egyptians benefit from their coun-
try’s food ration system but the 
government says many food stamp 
holders do not deserve them.

The government says it will take 
the public three years to fully feel 
the effects of the new economic 
measures.

“All this will take time to happen, 
but the public must be patient for 
the reform to bear its aspired fruit,” 
Mo’eit said. “We cannot move 
ahead without the reform. Every-
body must understand this.”

Amr Emam is a Cairo-based 
contributor to The Arab Weekly.
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