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L 

ebanon is eagerly an-
ticipating its share of 
expected revenues from 
vast gas reserves found in 
the Levantine Basin that 

encompasses Egypt, Cyprus and 
Israel.

Geopolitical, commercial and 
technical obstacles need to be 
overcome and proceeds from the 
find are years away but expecta-
tions are high and private univer-
sities in Lebanon are offering a 
range of degrees in geological dis-
ciplines.

“Too many private universities 
are offering geological science and 
petroleum courses that are very 
expensive with no job guarantees 
at the end,” said Valerie Marcel, an 
associate fellow at the Royal In-
stitute of International Affairs or 
Chatham House. “I’m still waiting 
for the government to moderate 
the expectations of its people.”

It is not only Beirut that has 
grand ambitions. At a signing cer-
emony in December in Nicosia, 
Cyprus, Israel, Italy and Greece 
agreed to back the construction of 
a 2,000km gas pipeline from the 
eastern Mediterranean to Europe. 
The project, known as East Med, 
could cost $7.34 billion

Analysts say a cheaper option 
would be a pipeline via Turkey 
but the Israeli-Palestinian conflict 
makes fraught any path through 

Lebanese and Syrian waters. A 
route closer to Cyprus was ruled 
out given its dispute with Turkey, 
which supports the breakaway 
northern part of the island.

These difficulties have led to 
hopes that Egypt could emerge as 
the most commercially viable op-
tion to export gas from the east-
ern Mediterranean. Gas started 
flowing last month from Egypt’s 
Zohr gas field, the largest gas  
discovery in the region.

“It will completely transform 
Egypt’s energy landscape, allow-
ing it to become self-sufficient and 
to turn from an importer of natural 
gas into a future exporter,” Claudio 
Descalzi, CEO of ENI, the Italian 
company leading the $12 billion 
project, said in a statement.

If Egyptian domestic demand 
for energy continues to grow, 
however, there might not be much 
gas available for export. Gas from 
elsewhere in the region could go to 
Egypt for liquefaction and export. 
This is probably the most econom-
ically viable option for Egypt’s 
neighbours in the short run but it, 
too, has problems, said Emmanuel 
Karagiannis, associate professor at 
King’s College London.

“The potential obstacle is the 
security situation in the Sinai Pen-
insula,” he said. “Terrorist groups 
could target energy infrastructure 
and undermine Egypt’s role as an 
energy hub.”

Nonetheless, governments and 
companies are forging ahead with 
big plans. This, despite questions 
about commercial viability as there 
is plenty of cheap gas, particularly 
from Russia, on the international 
market.

The Lebanese government has 
approved the bid by a consortium 
of three companies — ENI, France’s 
Total and Russia’s Novatek — for 
two offshore blocks. Potential gas 
reserves have not been confirmed 
by drilling and exploration will not 
start before 2019 but the public’s 
expectations of a revenue windfall 
are high.

“The Lebanese public… will call 
the government’s bluff if there are 
dry wells, if future discoveries are 
not commercially viable or the 
sector does not deliver the trans-
formative impact that was prom-
ised,” said Marcel.

Turkish anger over the joint Cy-
prus-Greece-Israel-Egypt gas bloc 
has led to reports that the East 
Med might provoke conflict. Ana-
lysts are watching closely to see 
if Ankara provides a naval escort 
for its first new drilling vessel, the 
Deepsea Metro II. If it does, that 
would heighten the potential for 
confrontation with ships carrying 
out exploration and drilling opera-
tions off Cyprus on behalf of Total 
and ENI.

Turkey insists the Greek Cyp-
riot administration cannot uni-
laterally exploit natural resources 
on behalf of the entire island be-
cause it does not represent Turk-
ish Cypriots. “Turkey’s position is 
very clear: this issue should be a 
part of the comprehensive settle-
ment in Cyprus,” said a statement 
on the Turkish Foreign Ministry’s  
website.

This has led to “significant 

tensions related to the Cyprus  
dispute” said Gareth Winrow, an 
energy analyst. He cautioned that 
“reports of war are somewhat ex-
aggerated,” adding that “on the 
one hand, there are governments 
and companies in the region seek-
ing profits and that seek to ex-
ploit these reserves but there are 
also political, commercial and 
technical factors pushing in the  
other way.”
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Grand ambitions. (From L-R) Cypriot Energy Minister Georgios 
Lakkotrypis, Greek Energy Minister Giorgos Stathakis, Israeli 
Energy Minister Yuval Steinitz and Ambassador of Italy in Cyprus 
Andrea Cavallari attend a meeting for the East Med Pipeline in 
Nicosia, last December.                                                                            (AFP)

Grand ambitions, complex realities for the 
energy landscape east of the Mediterranean

Turkish anger over the 
joint Cyprus-Greece-
Israel-Egypt gas bloc 
has led to reports that 
the East Med might 
provoke conflict.
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A 

ccurately predicting 
how oil prices will fare 
in 2018 is like read-
ing tea leaves: sifting 
through global supply/

demand scenarios, factoring in 
weather forecasts and debating 
how political events in key pro-
ducing countries could affect price 
levels. Not surprisingly, price fore-
casts by energy analysts, banks 
and government agencies can vary 
widely and often are adjusted as 
new data become available.

Another indicator is the oil 
price that Gulf Cooperation Coun-
cil (GCC) producers choose when 
preparing their annual budgets, as 
their finances are keenly tied to oil-
based revenues.

Oil prices in recent months have 
strengthened to $65-$70 a barrel 
on healthy demand expectations 
and global crude inventories that 
are falling sharply thanks to re-
strained output from key oil pro-
ducers. For 2017, UK benchmark 
Brent crude averaged $54 a barrel, 
a nearly $10 jump from 2016 levels, 
while US benchmark West Texas 
Intermediate (WTI) averaged close 
to $51 a barrel, up more than $7 
from its 2016 performance.

The US Department of Energy’s 
Energy Information Administra-
tion (EIA) recently forecast that 
Brent crude price would average 
$60 a barrel and WTI $56 a barrel 
in 2018. Echoing the EIA’s price 
assessment for the year, a Reuters 
polling of energy economists and 
analysts in December forecast that 
prices in 2018 for Brent and WTI 
would average $59.88 a barrel and 
$55.78 a barrel, respectively.

These prices were adjusted up 
about $1 a barrel from polling im-
mediately following the November 
30 decision by OPEC members and 
independent producers to extend 
a 1.8 million barrel per day (bpd) 
production cut agreement through 
2018. Saudi Oil Minister Khalid 
al-Falih and his Russian counter-

part Alexander Novak hinted in a 
January 22 joint interview that the 
agreement could be carried into 
2019 if the oil market does not bal-
ance by then.

Citing the better-than-expected 
adherence to production cuts as 
well as a faster tightening of a long 
over-supplied oil market, several 
banks are rethinking their price 
forecasts for 2018. Analysts from 
Bank of America Merrill Lynch re-
cently upped their forecast price 
of Brent to $64 per barrel in 2018 
from their earlier forecast of $56, 
while boosting their estimate for 
WTI from $52 per barrel to $60.

An analyst with Morgan Stanley, 
pointing to strong capital flows en-
tering the oil market in 2018, has 
bumped his forecast for Brent to 
$75 a barrel in the third quarter of 
the year, up $12 from his previous 
estimate. While Goldman Sachs 
is sticking with its predictions of 
Brent to average $62 a barrel and 
WTI to average $57.50 a barrel in 
2018, the bank notes that there 

is a growing risk that global oil 
stockpiles will shrink too quickly, 
prompting prices to jump.

Gulf producers such as Saudi 
Arabia often play it safe when 
planning state budgets, lowballing 
the oil price they use so that if pric-
es average higher they come out 
with better returns at the close of 
the year. Riyadh, which has fore-
cast a 2018 deficit of $52 billion, 
is believed to have based its cur-
rent budget on an average price of 
Brent of $51-$55 per barrel. Should 
Brent trend at $60 a barrel or high-
er in 2018, the kingdom could see 

its budget deficit shaved consider-
ably.

The International Monetary 
Fund (IMF) said Saudi Arabia’s 
“break-even price” to balance its 
budget in 2018 is an average of $70 
per barrel. The IMF noted that the 
Saudis have made great strides in 
reducing that break-even price 
from 2016’s $96.60 and 2017’s 
$73.10. Riyadh has shifted its tar-
get for balancing its budget from 
2020 to 2023 as it focuses on im-
plementing fiscal reforms.

The IMF weighed in on budget 
expectations for several other Gulf 
producers, noting that Kuwait and 
Qatar should have no problem 
balancing their budgets in 2018 as 
their break-even prices will be be-
low the expected average oil prices 
for the year. The Kuwaiti and Qa-
tari governments have based their 
most recent budgets on an average 
oil price of $45 per barrel, certainly 
well below industry predictions 
for the year. The United Arab Emir-
ates, in reducing its break-even 

price from $60 per barrel last year 
to $58 this year, is anticipating a 
balanced budget for 2018.

While the predictions of higher 
oil prices may be exactly what Gulf 
countries want to hear in terms of 
their budgets, there is a risk that 
higher prices could translate into 
larger output from other oil pro-
ducers not committed to produc-
tion restraint, causing a drag on 
prices.

The International Energy Agency 
(IEA), in its latest monthly report, 
addressed the fact that increas-
ing prices in 2017 have spurred US 
shale production. The IEA stated 
that, “The big 2018 supply story is 
unfolding in the Americas,” point-
ing to “explosive growth in the 
United States and substantial gains 
in Canada and Brazil” that are ex-
pected to overshadow steep out-
put declines from other producers.

Jareer Elass reports from 
Washington on energy issues 
for The Arab Weekly.
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Consensus sees oil prices strengthening in 2018

Gulf producers such 
as Saudi Arabia often 
play it safe when 
planning state 
budgets, lowballing 
the oil price they use.

Shifting risks. Omani Energy Minister Mohammed bin Hamad al-Rumhi (L), OPEC Secretary-General Mohammed Barkindo (C) and Saudi 
Energy Minister Khalid al-Falih attend the seventh Meeting of the Joint Ministerial Monitoring Committee in Muscat, on January 21.   (AFP)
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