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Egypt’s Gas Industry: the urgent need for planning
BILL FARREN-PRICE
Egypt’s political crisis has exposed a
weakening Egyptian pound, a balance
of payments problem, and a sliding
economy hit by reduced tourist
numbers and collapsing foreign direct
investment (FDI) flows. The state has
relied upon treasury transfers from
Gulf states and has also announced
several energy bailouts. But it is
important not to confuse cause with
effect: the political crisis has simply
crystallized some of the systemic
problems that would have been faced
by the Mubarak government, or any
other, in due course. One of the most
urgent problems has been domestic
energy – in particular the gas and
power sector.
The past 20 years have seen Egypt’s
natural gas sector boom and bust,
presenting an object lesson in why
strategic planning is critical to long-term

management of gas supply and use.
Despite a surge in gas exploration and
development in the 1990s, Egypt has
not been able to simultaneously meet its
overseas gas commitments and its fastgrowing domestic demand for gas since
2007, forcing the curtailment of pipeline
exports and the progressive slowdown in
LNG exports as the domestic sector is
prioritized.

Domestic Demand
The country’s increasingly gas-reliant
economy – driven in equal part by
gas-burning power generation and gas as
an industrial feedstock for petrochemical
and energy-intensive industries such as
cement – has been driven by artificially
low gas prices. Government attempts at
reform have been piecemeal at best and
have targeted specific industrial sectors,

while some adjustments have been
made to the prices paid to IOCs for gas
produced from more expensive and
challenging deep-water fields.

‘The past 20 years have seen
Egypt’s natural gas sector
boom and bust, presenting an
object lesson in why strategic
planning is critical to long-term
management of gas supply
and use.’

During the first decade of the century,
and following on from the rash of
successful Nile Delta gas discoveries in
the 1990s, Egypt established a basic
three-way split for its gas allocation
policy: one third would be devoted to
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exports; one third to the domestic sector;
and the final third kept in the ground
for the benefit of future generations.
In principle, this appeared to be a
conservative and sound policy that
safeguarded domestic consumption at
heavily subsidized rates, while allowing
the export projects that would ultimately
drive further upstream spending by
IOCs. But it was not based on any
serious economic forecasting of domestic
demand growth which, at the time the
policy was formed, was only moderate.

‘The immediate challenge will
be to reform the pricing of gas,
power, and transport fuels to
reflect import prices and to
moderate demand growth.’

Even as new gas discoveries were
being developed and brought on stream,
Egypt faced an emerging two-fold
problem: the growth in proven gas
reserves slowed dramatically; while the
growth in domestic gas consumption
accelerated. Initially, Egyptian policymakers from within the oil ministry
and state-owned gas company EGAS
responded to the challenge by borrowing
gas allocated to future generations and
reallocating it to domestic demand, on
the expectation that fresh success with
the drill bit would allow that gas to be
‘paid back’ and those blurred lines
allocating reserves to be redrawn more
sharply. Unfortunately, upstream success
became even more patchy in the key
production areas (offshore the Nile Delta
and the Western Desert) and never
again emulated the successes achieved
in the 1990s.
All the while, the country’s power
demand continued to surge higher as
Egyptians increasingly adopted air
conditioning, and electrification spread
to remote areas. Government schemes
to create town gas networks around the
main urban centres spread throughout
the country as far as Upper Egypt. In
fact, Egypt has been a regional leader in
putting gas at the heart of its economic
growth, with town gas and compressed
natural gas (CNG) having been adopted
in parts of the transport sector.

The Need for Imports
Cairo’s policy commitment to building
an economy on cheap, gas-fired power
came unstuck when it became clear that
the country did not have the gas reserves
to underpin the strategy. Like several
Gulf countries, Egypt now faces the
prospect of becoming an importer of LNG
in order to meet peak seasonal gas demand
(the country saw a similar transition in
the oil sector after production peaked at
900,000 b/d in the 1990s, becoming a
net oil importer in 2008).
Responding to the need for additional
gas, Cairo launched LNG import tenders
in late 2012 with the aim of drawing
3–5 bcm/year of gas via a floating regas
and storage vessel, but problems over
financial guarantees and import
infrastructure have delayed progress.
As part of an aid package, Qatar has
agreed to supply five LNG cargoes as part
of an aid deal that would see Qatari LNG
meet some of the export obligations of
Egypt’s sole functional LNG project at
Idku, with gas feedstock normally used
by the plant being diverted into the
domestic sector. But whether this
agreement will survive the ousting of
President Morsi – or indeed the
leadership changes in Qatar – is unclear.
Until LNG can be imported, Egypt
will have to rely upon imported fuel oil
and diesel to meet its power needs which,
with oil prices still hovering above
$100/bbl, will put further strain on an
already huge energy trade deficit, which
accounts for around 20 per cent of the
fiscal budget. But even when new supplies
of gas are made available, unless prices
can be liberalized – and there has been
no enthusiasm for that course of action
since President Mubarak was toppled
– additional gas supply will simply release
more pent-up demand. Consumption
data shows that gas and power
consumption are rising at an even faster
rate since the start of the Egyptian political
crisis in 2011, despite a weaker economy.

The Search for Gas
BG’s experience in Egypt – as a gas explorer
and producer of a third of the country’s gas
– highlights the supply-side challenge in
Egypt. The company played a major role in
exploring the offshore Nile Delta and
produces gas and liquids from two core
areas: the Rosetta concession and the West

Deep Delta Marine concession, both of
which feed the domestic market and the
Idku LNG plant. Despite new phases of
development on these assets BG, like other
major gas producers in Egypt, has seen gas
production fall over the last few years.

Energy Subsidies and Price
Reform
Annual gas demand growth, meanwhile,
has risen from a rate of around 6 per cent
in the years since 2007, to over 12 per
cent in the past year. Power demand
accounts for 60 per cent of Egyptian gas
consumption, with most of the
remainder being used in industry. Power
demand in the industrial sector has risen
by nearly 40 per cent in the period
2005–12, while overall power generation
has risen from 101 billion kWh to
157 billion kWh in the same period.
The essential problem is the gap between
the subsidized prices for gas paid by
power generators, industry, and household
consumers and the price paid for imported
LNG, once imports start. Talks between
potential LNG sellers and the government
have focused on prices in the $8–10/
mmBtu region, in contrast to domestic
wholesale tariffs of $3/mmBtu for major
industrial users and $1.25/mmBtu for
household consumers.
Pressure for the rolling back of energy
subsidies, which account for some 20 per
cent of the state budget, has come from
the IMF as part of its discussions on a
standby facility; but there was no
movement by the Morsi government to
address this issue and the interim militaryled government is unlikely to risk rocking
the boat further by liberalizing energy
prices at such a politically delicate time.
Egypt now boasts two under-utilized
LNG plants with a combined capacity of
12 mtpa, a pipeline export system to the
Levant that is barely seeing throughput
reach 50 million cubic feet/day, and an
exploration sector that has failed to draw
serious participation in recent bid rounds.
The immediate challenge will be to reform
the pricing of gas, power, and transport
fuels to reflect import prices and to
moderate demand growth. Longer-term
efforts will require a more investor-friendly
upstream regime and special consideration
for existing IOCs, particularly in the
resolution of payment arrears now
estimated at a total of $5bn. ■

