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OIL AND GAS WILL NOT SAVE LEBANON

BUSTING THE MYTH THAT OFFSHORE TREASURES WILL SOON TURN LEBANON RICH

he spotlight is once again on the maritime
border dispute between Lebanon and Isra-
el, as a gas production vessel chartered by
the latter arrived in the contested Karish gas field on
June 6." Lebanon called for US mediation and Wash-
ington promptly appointed Israeli-born energy lobby-

ist Amos Hochstein.

The flare-up was only the latest episode in Lebanon’s
tumultuous and seemingly endless saga of potential
offshore gas and oil riches, on which many politicians
are betting to pull the country out of its financial misery.
Only last month, Hezbollah leader Hassan Nasrallah
in a televised speech said Lebanon could be “a rich
state through oil and gas” while criticizing the country
for standing “idly by while the enemy entity concludes

contracts to sell its gas.”?

SHAYA LAUGHLIN & CONNOR KANSO

For over a decade Lebanon’s political and financial elite
have pointed at underwater oil and gas reserves as the
path to fortune and glory. If indeed there are such hid-
den treasures, Lebanon could use them to its advantage.
With a proper legal framework and sovereign wealth
fund in place, Lebanon could break the curse of endem-
ic mismanagement of public funds, kickstart the econo-

my, and boost public health.

It is a wonderful vision. Yet, one that could very well

prove a mirage.

The border demarcation issue with Israel is hardly the
only one that needs to be resolved. So far, there has
been only limited exploration with limited evidence of
hydrocarbon reserves. Energy firms may prove wary

to invest in a volatile climate such as Lebanon’s, as
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state institutions are struggling to stay afloat. Mean-
while, the Ukraine war has reshuffled the geopolitical
cards. Also, a mishandling of offshore hydrocarbons
would produce an environmental disaster on a truly

colossal scale.

Seeing the many risks involved, one could ask oneself:
if commercially viable quantities of oil and gas were
found, would they not be better off buried under the
ocean floor until a next generation of Lebanese has

their house better in order than the current one?

ECONOMIC RECOVERY: A PIPELINE DREAM

TIME IS MONEY

The increased demand for natural gas, especially in
Britain and the European Union (EU), has seen global
prices skyrocket, making oil and gas winnings in Leb-
anon commercially feasible, even if only small reserves
are found. But unlike Israel, which quickly responded to
the changing market conditions, Lebanon'’s sluggish state
institutions have only weakened the country’s negotiating

position and deterred companies from investing.

In what was only Lebanon’s second-ever licensing round,
the Ministry of Energy and Water (MoEW) was forced
to extend the deadline for energy firms to submit their
bids for eight of the 10 offshore blocks no less than four
times, while reducing the requirements for companies
to place a bid. Only two weeks before the deadline,
MoEW slashed the bidding application fee from US
$50,000 to US $5,000.3

Several experts interviewed by Badil said the extensions
and amendments signalled a general lack of interest
among international companies to invest in Lebanon.
In addition, the ongoing border demarcation issue, the

Covid-19 pandemic, and the Beirut port explosion have
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all played a role in stalling the process of awarding ex-

ploration and production agreements.

Lebanon’s first bidding round took place in 2013, after
which it took the government until December 2017 to
approve the sole bid from an international consortium
including France’s Total, ltaly’s Eni and Russia’s Novatek.
Contracts were signed in early 2018 and oblige the
group to drill two wells in Block 4 and Block 9 respectively.

To date, only one well has been drilled — in Block 4. And
while there were prospects of gas reserves, they were
not sufficient for the companies to reach a final invest-
ment decision. The problem with Block 9 is that part of it
lies in waters disputed by Israel. From the start, Total has

said it would not drill near the disputed zone.

According to Diana Kaissy, an advisory board member
at the Lebanese Oil and Gas Initiative (LOGI), an inde-
pendent organization informing and promoting trans-
parency in the energy sector, the Lebanese Petroleum
Association (LPA) has extended the deadline for the
Total-led consortium to complete drilling by 2.7 years
to August 13, 2022, thus adding yet another layer of
delay to the ongoing hydrocarbon saga.

"If commercially viable
quantities of oil and gas
were found, would they not
be better off buried under
the ocean floor until a next
generation of Lebanese has
their house better in order
than the current one?"”
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"If Lebanon were able to sell these resources in the next decade - a big if - the proceeds

would not be a magic wand suddenly transforming Lebanon’s economy, creating thousands

of jobs, and wiping out the country’s massive national debt."

Established in 2012, the LPA is an autonomous pub-
lic body mandated to plan, supervise, and manage the
upstream petroleum sector in Lebanon. Of the eight
remaining offshore blocks, six are situated in disputed
maritime zones with either Israel, Cyprus, or Syria. Leb-
anon'’s seemingly endless demarcation issues, especially
with its southern neighbour Israel, is a significant risk
factor deterring international companies from investing,
or even bidding. But that is hardly the only issue stand-

ing in Lebanon’s way.

Before companies embark on the lengthy and costly pro-
cedure of becoming a rightsholder to Lebanon’s offshore
blocks, they need assurances that a functioning govern-
ment is in place and that state institutions are able to help

facilitate the exploration and exploitation process.

WISHFUL THINKING

On June 3, Fadi Khalaf, Secretary-General of the Asso-
ciation of Banks in Lebanon (ABL), released a statement
calling for the transfer of 20% of any future oil and gas
revenues to a special fund to repay depositors duped
by the banking crisis. Khalaf claimed that the company
Spectrum, which conducted 2D and 3D seismic surveys
of the Lebanese coast, found evidence of “25 to 96 tril-

lion cubic feet (TcF)” of natural gas resources.

But Khalaf needs to do his homework. Spectrum in fact
reported that Lebanon’s seabed may only hold 12 to 25
TcF of recoverable gas. Regardless of the exact quantities,
cashing in on unproven reserves, which is what Leba-
non’s political and financial elite continuously call for, is a

dangerous game of counting chickens before they hatch.

While there is some evidence of offshore hydrocarbon
reserves, so far no commercially viable quantities have
been found. And the ocean floor will hold secret to its
riches, until oil and gas companies continue exploring

and, perhaps, one day exploiting Lebanese waters.

The dry well in Block 4 does not help Lebanon’s case
for attracting oil and gas investors. Drilled at a depth
of 4,076 meter through 1500 meters of water the well
observed traces of gas, confirming the presence of a
hydrocarbon system, but no major reservoirs were en-
countered. It is estimated that in “frontier countries”
like Lebanon, which have no proven reserves, wells
only have a 20% success rate of finding commercially

viable quantities of hydrocarbons.®

But even if commercial quantities were to be discov-
ered, revenues would realistically not reach Leba-
non’s coffers until 2030, at best. ¢ If Lebanon were
able to sell these resources in the next decade — a
big if — the proceeds would not be a magic wand
suddenly transforming Lebanon’s economy, creating
thousands of jobs, and wiping out the country’s mas-

sive national debt.”

“Fixing Lebanon’s debt does not start by feeding it
more revenues from a finite resource. It would be like
pouring water into a basket,” Kaissy told Badil, ex-
plaining that hydrocarbon revenues cannot be a pillar
of the nation’s economic recovery plan. Not only are
the estimated quantities too scarce to rely on, but they
would fail to address the root causes of Lebanon’s fi-

nancial and economic woes.
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On a more optimistic note, gas resources could be used to
meet Lebanon’s electricity needs. Currently, the country’s
power plants mainly rely on the use of expensive, and
dirty, gasoil and fuel oil, the import of which since 1992

accounts for some 40% of the current sovereign debt.?

Lebanon’s plants could be converted to gas-fired power
stations, which would greatly relieve the burden on the
government deficit. Round-the-clock electricity would
furthermore have a positive impact on the economy and

be beneficial for the environment and public health.

Lebanon’s Offshore Petroleum Resource Law (OPRL)
stipulates that potential windfalls from the hydrocarbon
sector should be deposited in a sovereign wealth fund.
If used wisely, these revenues could kick-start Lebanon’s
economic recovery and initiate long-term growth. How-

ever, with great petroleum comes great responsibility.

FRAGILE INSTITUTIONS GETTING WEAKER

To properly manage an important and strategic file such
as offshore hydrocarbons, Lebanon needs strong and
competent state institutions. Yet, the financial crisis has
only exacerbated existing weaknesses. Currently, the Leb-

anese state is struggling o provide even basic services.

The various institutions in charge of the oil and gas dos-
sier can barely continue their day-to-day work due to
a lack of resources. Head of the LPA Walid Nasr told
Badil that the association now has four board members
compared to six pre-crisis, and 13 service providers in-
stead of 25.

Meanwhile, many questions remain unanswered. How
can Lebanon’s institutions manage crucial assets, rev-
enue streams, safety and environmental issues? How

can the army protect offshore installations and resourc-
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es when the average salary of its soldiers is barely US
$502 How can the government attract qualified staff
when so many Lebanese professionals are leaving the

country due to the crisis?

Institutional weaknesses are well-known and longstand-
ing. The maritime demarcation negotiations with Cyprus
were a prime example. The two countries signed an
agreement to delineate their shared borders in 2007,
only for Lebanon to discover four years later it had
made a major mistake. As revealed by the United King-
dom Hydrographic Office, the Lebanese delegation had
handed over a significant part of Lebanon’s rights over

a maritime area to Cyprus.’

Supposedly independent, the LPA sits under the MoEW
and as such is stuck in the morass of Lebanese politics.
Bickering, particularly between the Free Patriotic Move-
ment and Amal, has continuously delayed the explo-
ration process and poses severe threats to the sector’s
sustainable management. In true Lebanese fashion, the
LPA board has been divided along sectarian lines, with
each political party trying to get the upper hand. Nat-
urally, the party that manages to head the LPA has an
advantage in setting the political agenda both domesti-

cally and regionally.

"To properly manage an
important and strategic file
such as offshore hydrocarbons,
Lebanon needs strong and
competent state institutions.
Yet, the financial crisis has
only exacerbated existing
weaknesses."
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According to oil and gas policy expert Laury Haytayan,
hydrocarbons should be the very last item for politicians
to discuss due to the high risk of them mishandling the
portfolio. “We have a list of priorities, and at the end,
we can discuss the gas and support the economy of the

country,” she told Badil.

Potentially valuable oil and gas reserves could aggra-
vate existing tensions and put the country at risk of
the so-called resource curse, she added. Also known
as the “paradox of plenty,” the phenomenon refers
to the failure of resource-rich countries to benefit ful-
ly from their natural resource wealth, and for gov-
ernments of such countries to respond effective|y to
public welfare needs.’® The reasons vary and include
the volatility of primary resources, particularly fuel,
as well as corruption within state institutions. Relying
more on hydrocarbons as a sector is the epitome of
a rentier economy that brought Lebanon to where it
is, and by its nature destroys economic diversification
and resilience. Some researchers also point to a cor-

relation between natural resources and civil wars.™

However, if well-managed, Lebanon could reap huge
rewards from its offshore resources. Norway is one
of the few countries that has successfully used its oil
and gas revenues to create a better social outcome

for its people.

Revenues from Norway’s oil and gas reserves are trans-
ferred into a sovereign wedlth fund managed by the
Norwegian central bank. The purpose is to ensure com-
plete transparency. At the end of each year, the fund’s
annual report discloses a list of all investments made
and provides an overview of corporate governance
work. The voting records from general meetings are
also diffused live.'2 The fund only invests abroad in or-

der not to overheat the Norwegian economy.
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On the back of its success, Norway through the Oil for
Development Programme has been helping Lebanon
since 2007 to create a similar framework for its gas
sector. Mostly through capacity building, Norwegian
experts are helping Lebanon fo create an efficient and
transparent legislative basis to prevent conflicts of inter-

est and enhance transparency.

The next step will be establishing Lebanon’s own sover-
eign wealth fund to properly invest potential revenues
and achieve solid long-term economic growth. But the
three draft laws aiming to set up such a fund are collect-

ing dust in some parliamentary drawer.

UKRAINE RESHUFFLING
THE GAS CHESSBOARD

The war in Ukraine has major consequences for the gas
dossier in the Eastern Mediterranean, including in Leb-
anon, bringing both opportunities and complications.
Ukraine is pleading with the EU to ban Russian gas, as
it gives Moscow the financial means to continue waging
its destructive military campaign. The EU relies heavily on
Russian gas. Last year, it imported 155 billion cubic me-
ters, accounting for almost half of its total gas imports. '

According to Charbel Skaff, author of the book Le Gaz
au Liban: Souveraineté et Enjeux, Lebanon has not yet
missed the boat, since there will always be a demand
for gas. However, the maritime boundary disagreement
with Israel remains a critical bottleneck to advance ex-
ploration. The Ukraine war could actually be an oppor-
tunity for the two states, which continue to use different
methods to claim their respective Exclusive Economic

Zones, fo settle their differences.

“The war in Ukraine might be a tool of pressure on Leb-

anon and Israel to find a solution to a never-ending is-

sue,” Skaff told Badil.
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As seen in recent escalations, the long-standing conflict
between Lebanon and Israel remains a national security
threat that has the potential to ignite an armed conflict
between Hezbollah and the Israeli army. Yet, even if the
two countries were to agree on a common maritime bor-

der, exporting gas would bring additional challenges.

To make revenue from offshore gas, Lebanon would
have to formulate a coherent foreign policy and es-
tablish alliances with regional powers. Lebanon would
need to be seen as a sovereign actor, which is easier
said than done in such a divided country. While Leb-
anon continues to struggle, Cyprus and Israel have not
lost any time. Both states are well underway exploring

and extracting their underwater riches.

"Given Lebanon’s poor record
in handling past environmental
disasters, the benefits may
not outweigh the risks. When
it comes to the environment,
Lebanon will only get one
chance."”

ENVIRONMENT WHO?

Extracting oil and gas resources poses risks at every
stage of the process. Nevertheless, there are significant
rewards oil and gas could bring to Lebanon’s decrepit
electricity sector, which would have subsequent benefits
for the environment and people’s health. If gas provid-
ed round-the-clock electricity, residents would not have
to rely on carcinogenic diesel generators ubiquitous in

neighbourhoods across the country.

THE ALTERNATIVE

A 2012 study by the American University of Beirut
(AUB) found that diesel generators account for a 60%
increase in toxic air emissions when running for just
three hours a day.’* Due to the abysmal state of the
country’s electricity sector, most generators currently
run far |onger than that. In some areas for more than

20 hours a day.

Natural gas could also serve as a transition fuel on the
path to renewable energy. A sovereign wealth fund for
natural resource revenues could provide the financing
to turn Lebanon’s abundant solar and wind potential
into electricity; in line with the government's target of

30% of renewable energy generation by 2030. '5

However, given Lebanon’s poor record in handling
past environmental disasters, the benefits may not out-
weigh the risks. When it comes to the environment,
Lebanon will only get one chance. A lack of good gov-
ernance could prove fatal, most notably in the case of

an oil spill.

The National Qil Spill Contingency Plan (NOSCP) out-
lines an emergency plan for such a scenario. Under
the NOSCP the Ministry of Public Works and Trans-
port and the Directorate General of Maritime and Land

Transport are expected to work as one as the National

Competent Authority (NCA).

However, during the 2021 Israeli oil spill, the Diab
government proved unable to coordinate a clean-up
effort and eventually passed on the responsibility to the
United Nations Development Program (UNDP).'¢ More
than a year later, the c|ean-up effort drags on, while

tons of tar likely remain buried beneath the sand.

The current contracts with the Total consortium include

liabilities for environmental damages, yet are quite
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vague. The provision calls upon the consortium to
abide by “best international petroleum industry stan-
dards,” “Lebanese laws”, and “reasonable require-
ments of the Petroleum Administration.” This essentially
offers the companies the prerogative to oversee miti-

gation and restoration efforts in case of an accident.

If any lesson was learned from the 2010 British Pe-
troleum oil spill in the Gulf of Mexico, it is that a
country cannot rely on a company’s goodwill to deal
with such a scenario. Paying settlement fees in the
aftermath does not suffice either, as an oil spill would

hCIVG eco|ogicc1| repercussions FOI' deches to come.

When responding to an oil spill, time is of the essence
to keep toxic materials from dissipating. However, there
is currently no mechanism to see part of the proceeds
of future oil and gas sales to be reserved for a potential
clean-up effort. Lebanon must bolster its emergency re-
sponse capabilities to be able to quickly and efficiently
deploy teams on the ground. The country has experi-
enced firsthand how catastrophic oil spills can be and.
Without proper safeguards in place, extracting hydro-

carbons is a ticking time bomb.

KEEP IT IN THE GROUND UNTIL...

The prospect of oil and gas resources off the coast
brings a glimmer of hope to a country desperately
in need of a solution to its financial woes. No won-
der politicians present it as if El Dorado has finally
been found. Yet, no matter how much Lebanese like to
believe that petroleum windfalls will be their saviour,

precaution and common sense are needed.

These resources may present a golden opportunity. Yet
a lot needs to be done before Lebanon can seize that

opportunity. Without a national consensus among the
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country’s many political factions, the economic cli-

mate will remain unattractive to potential investors.

A proper legal framework needs to be put in place,
able to withstand government changes and the whims
of individual politicians or parties. For internation-
al companies to invest they need assurances that the
state institutions handling the file are stable, capable,

and independent.

Most importantly, Lebanon needs to build a consensus
that the country’s oil and gas resources belong to the
Lebanese people and that the bulk of potential reve-
nues accrue to the state. To ensure this, Lebanon must
establish a sovereign wealth fund governed by a truly

independent body.

Lebanon furthermore needs to ensure that people and
the environment are well protected. The NOSCP must
not only assign roles to the respective authorities but
also provide them with sufficient resources, including

funding and equipment for a potential clean-up effort.

Last but not least, to become a major player in the in-
ternational energy export game, Lebanon must act as
a united sovereign state and resolve all maritime bor-
der disputes. Only then can Lebanon make the most
of its potential offshore resources. If not, the country
would indeed be better off leaving the treasures hid-
den under the ocean floor and let future generations

enjoy the spoils once the time is right.

EDITOR’S NOTE:

Triangle would like to express its heartfelt gratitude to
all the researchers, journalists, academics, and in-
dustry sources who anonymously contributed to this

policy feature.
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