
gypt is in a competition with 
itself. It is trying to expand 
incoming investments, and 
it is striving to win back 

trust of foreign oil companies. Attempts 
to open up investment environment for 
old and new oil majors keep stumbling 
across fiscal and monetary uncertainties 
that the Egyptian government is current-
ly facing. The government is negotiating 
deals that would be attractive for oil 
investors and help them broaden their 
business operations in the country. 
Despite striking incentives, these initia-
tives are met with a lack of interest from 
investors. While there are many reason 
behind this, one of them is the fact that 
the focus of the negotiations lies in boost-
ing exploration and development of new 
wells. The development of mature oil 
fields and technological advances are 
less of a priority for the Egyptian govern-
ment. Yet, foreign companies’ interest in 
alternative unconventional development 
of matured oil fields is increasing. The in-
coming investments in the oil industry re-
main focused on exploration of new fields 
due to the existing structural conditions 
in Egypt. The development and enhance-
ment technology investments in the ex-
isting fields appear to be limited.
Investments and Incentives
Egypt has managed to ensure stable 
oil production at the level of around 
510,000b/d, according to the US Energy 
Information Administration’s (EIA) statis-
tics, while consumption has seen a rising 
curve, exceeding production output. The 
use of enhanced oil recovery (EOR) tech-
niques at mature fields has helped to ease 

production decline from the peak level of 
900,000b/d in the mid 1990s. In the first 
decade of 2000s, oil production from the 
Western Desert fields and offshore are-
as, as well as from other relatively small 
fields in the Gulf of Suez, Eastern Desert, 
Sinai, Mediterranean Sea, Nile Delta, and 
Upper Egypt. These fields also contribut-
ed to keeping oil output afloat. Neverthe-
less, further oil investments are needed, 
given the rising demand from the Egyp-
tian market. The flow of investment ap-
pears to be difficult to sustain in the cur-
rent global oil environment.
Offshore licensing rounds had so far 
failed to sparkle as established oil play-
ers saw no reason to deepen their in-
volvement in Egypt, a country plagued 
by financial and economic problems, 
according to Upstream, the international 
oil & gas newspaper. The Egyptian gov-
ernment therefore sought to amend the 
investment environment in the oil sector. 
While some reforms were launched by 
Sherif Ismail, the then Oil Minister, cur-
rently Egypt’s Prime Minister, his priori-
ties included reducing mounting debts 
to international oil companies (IOCs) and 
offering attractive prices for the develop-
ment of offshore areas. 
As a result, Eni, one of the sector’s major 
players, boosted offshore exploration 
that resulted in the discovery of the su-
per-giant Zohr field in August 2015. BP 
stepped up investment on its flagship, 
the $12b West Nile Delta project. Shell 
made five new hydrocarbon discover-
ies in the Obaiyed area, West Sitra, and 
Alam El-Shawish concessions, in 2014, all 
located in the Western Desert. And last 
year, Shell made a number of additional 

discoveries. As shelved projects were re-
vived and offshore exploration resumed, 
the strategy has proved itself efficient. 
The investment offerings, according to 
the oil ministry, were intended to secure 
local demand at reasonable price, the 
financial commitment of which remains 
unclear until now.

Currently, on the side of incentives, Egypt 
is struggling to find ways in which to boost 
its payment capacities and straighten its 
debts to IOCs. Financial aid packages 
from the Gulf countries, having previ-
ously covered most urgent dues have 
come to an end, which has proved that 
their treasuries are not there to overtake 
Egypt’s external financial obligations ful-
ly. While the loans from Saudi Arabia, Ku-
wait, and the UAE helped to re-pay more 
than $2b to international players in 2015, 
the plummeting oil prices are restraining 
funds from the Gulf to help Cairo fulfill its 
plan to clear its debt by the start of 2016. 
The debt remains at the current level of 
$3.8b. The authorities are still in turmoil 
striving to overcome burdensome defi-
ciencies in investments.
Oil Production Rise as a Strategic Plan
At the beginning of 2016, the government 
has been able to bring forward a five-year 
comprehensive plan of the Petroleum 
Ministry for the oil recovery industry, as 
published by the Daily News Egypt. In this 

way, the ministry seeks to tackle increas-
ing oil and gas demand. It focuses on 
strategies to encounter the demand-sup-
ply gap and reduce the shortage rate 
from 9m tons in the current fiscal year to 
merely 3m tons of shortage by 2021. Ac-
cording to ministerial estimates, demand 
will surge by 22% to over 100m tones of 

oil and gas in the next five years. The real 
challenge is amplified by the fact that a 
majority of oil and gas fields are begin-
ning to decline in yield, or have been ex-
ploited reaching maturity. As Oil Minister, 
Tarek El Molla, told Daily News Egypt, 
exploration efforts to discover new res-
ervoirs, that would substitute matured 
fields, usually take three to five years, 
with an additional period of one to two 
years needed to develop a new well. The 
peak of production comes first after al-
together between six to eight years from 
the point the well is drilled. 
To address the increase in demand and 
the paucity of maturing wells, the min-
istry also launched new exploration and 
discovery initiatives by issuing interna-
tional auctions to attract more invest-
ments in 2016. The government expects 
to sign around 25 new petroleum agree-
ments worth $4.5b to expand develop-
ment and production projects at a fast 
pace. This would mean that a production 
map for drilling in new reserves areas 
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will be outlined to better meet local mar-
ket needs. Having proposed the moves, 
the government is still well aware of the 
drawbacks.
Oil Minister, El Molla, said in January that 
sharp decline of oil prices had had nega-
tive impact on IOCs working in Egypt, as 
the Kuwait News Agency wrote. “This de-
cline is a major challenge for the foreign 
oil companies working in Egypt in financ-
ing investments in fields of research, ex-
ploration and speed in which oil fields are 
developed, with the objective of main-
taining and increasing reserve, as well as 
the country’s oil and gas production,” El 
Molla explained. He then stressed that in 
the given setting the importance is to help 
cut costs of production and explorations 
for IOCs to lure them in the country. This 
has become the government’s policy.
The Chairman of the Egyptian General Pe-
troleum Corporation (EGPC), Mohamed 
Al Masry, confirms the importance of 
cutting expenses for oil investors. In the 
current state, the only ICO that did not 
withdraw its capital from Egypt was Shell. 
“Shell pledged investments of 113% 
in 2016, while other investors reduced 
their funds by 20%-25%, said Al Masry. 
Egypt is therefore trying to find ways to 
boost IOCs’ interest in exploration in the 
country offering incentives. Al Masry told 
Egypt Oil & Gas that the government is 
“encouraging exploration by amending 
drilling restrictions and cutting the costs 
of drilling by up to 45%.” This allows for 
IOCs to drill two wells instead of one and 
reduce their investments in five-year peri-
ods to help them get their cash back and 
improve oil fields exploration capacities, 
as Al Masry elaborated.
Following this strategy, IOCs’ investments 
in Egypt’s oil sector in the next fiscal year 
are likely to amount to around $7.5b in 
addition to infrastructure projects worth 
EGP 548m. The Ministry of Petroleum 
expects overall energy investments in 
the fields of research, exploration, de-
velopment, refinement, petrochemicals, 
infrastructure, pipeline extensions, and 
delivering natural gas to households to 
amount to $16b during this year.
In addition, the Ministry of Petroleum 
has recently taken further measures to 
strengthen the investment climate and 
build confidence of foreign partners. It 
has announced to hold international ten-
ders for 11 oil and gas exploration blocks 
in the Mediterranean and Nile Delta in 
2016. It has also called for three new in-
ternational bids for petroleum and gas 
research to the Egyptian General Petrole-
um Corporation (EGPC), Egyptian Natural 
Gas Holding Company (EGAS), and the 
South Valley Holding Company for Petro-
leum in both land and marine areas, ac-
cording to ministry’s officials quoted by 
Daily News Egypt. 
In spite of these positive outcomes, Egypt 
will unlikely see crude and condensate 
production boosting above the current 
daily levels in the near future, unless the 
country adopts a more comprehensive 
strategy. 
One of the reasons for this is that there is 
a massive discrepancy between the levels 
of investments in new explorations, and 
the volumes of investments directed to 
the development of the existing fields. 
The adopted strategy has so far been un-
able to account for the differences. What 

emerges resembles a desperate call for 
new players in Egypt to come to rescue, 
whereas strategic planning as for alter-
native methods that would allow relying 
on domestic resources is lagging behind. 
An active approach is needed to imple-
ment technologies and methods such as 
enhanced oil recovery (EOR) that would 
contribute to the expansion of oil output. 
While on average, conventional produc-
tion extracts some 30% of the initial oil in 
a reservoir, EOR targets an overall 70% of 
recovery. 
Enhanced Oil Recovery 
The EOR refers to the process of produc-
ing hydrocarbons in an oil field in uncon-
ventional methods and reservoir re-pres-
surizing schemes such as displacement 
of oil by miscible gas injections or water-
flooding with soluble chemicals, explains 
Corex, world’s leading Core Analysis pro-
vider for solutions reducing drilling costs, 
optimizing recovery and increasing the 
length of the production life of a field. 
EOR promises more than just reservoir 
optimization. 
The interest in application of EOR has 
increased globally due to the fact that 
most of mature oilfields cannot maintain 
their production unless EOR treatment 
is deployed, Corex website elaborates. 
Similarly, some of so called ‘un-easy’ oil 
reserves require EOR from early stages 
to meet production level. However, the 
complication that EOR presents stem 
from complex approaches that are need-
ed. For designing a suitable EOR scheme 
to maximize optimization of an oil field, 
it is essential to understand the oil trap-
ping mechanisms, reservoir rock proper-
ties and to undertake relevant laboratory 
studies on micro and macro levels. 
Recently conducted studies that were ex-
amining the most appropriate EOR meth-
ods for oil fields in Egypt suggest best 
EOR solutions for the country. According 
to the study ‘An Integrated Approach for 
the Application of the Enhanced Oil Re-
covery Projects’ published by the Cairo 
University’s Petroleum Engineering De-
partment in an academic journal in 2014, 
it appears that the CO2 injection (misci-
ble flooding), immiscible gas injection, 
and Alkali Surfactant-Polymer injection 
may be most suitable for the Egyptian 
oil fields. The study further shows that 
CO2EOR could help Egypt to increase the 
recovery factor by 5% to 15 % and reduce 
the emissions of CO2 simultaneously. 
Given the global trend, there is no reason 
to believe that IOCs’ investments would 
be opting for targeting solely new fields 
rather than further developing present 
ones. Some oil majors such as BP or Shell 
have been developing and deploying 
EOR schemes worldwide. And EOR would 
be undoubtedly a promising approach in 
Egypt as well. 
As Royal Dutch Shell’s reports indicate, 
the known basins in the Eastern Desert, 
the Delta, and the Gulf of Suez are grad-
ually being depleted. Although there are 
potential oil and gas deposits yet to be 
found, the interest in further enhancing 
oil output from present fields is immense. 
Shell’s Country Chair and Managing Di-
rector, Jeroen Regtien, told Daily News 
Egypt in an exclusive interview that the 
conventional, so called ‘easy’ oil and gas 
fields are declining or are more difficult to 
be found. Even though there are report-

edly many unexplored areas, the conun-
drum over conventional sources extrac-
tion may suggest that investing solely in 
new massive exploration projects could 
backfire. 
Instead, as Shell notes, deploying new 
technology and drilling expensive wells 
are needed to unlock more difficult - ‘un-
easy’ - oil and gas resources. According 
to Regtien, “one technology that will 
contribute to extracting more oil out of a 
reservoir is enhanced oil recovery, as for 
a variety of reasons conventional meth-
ods still leave well over 50% of the oil in 
place.” Shell, with its increased invest-
ment plan, is keen to introduce EOR in its 
Egyptian operations, which “require new 
technology, new ways of working, large 
investments and agreements which ac-
commodate long development and pro-
duction periods,” Shell Head added.
While EOR implementation may inflict 
higher costs and be more time-consum-
ing, as BP explains on its website, there 
are valuable advantages to promote this 

technological approach for Egypt. In do-
ing so, BP is developing cost-effective 
EOR schemes that may in complex eco-
nomic calculations deliver better results 
than the above mentioned framework of 
establishing new oil wells in the course of 
up to eight years.
Therefore, sidelining EOR to a non-prior-
ity policy position Egypt may be missing 
out on a proven opportunity that could 
generate considerable benefits in years 
to come. Therefore, given the current 
market conditions, in which foreign in-
vestors’ interest in the EOR technology 
application is large, could be exploited 
better. The fact that the EOR does not 
hinge upon high or low oil prices, may 
encourage the government to better 
assess positive implications of the EOR 
to be included in an overall strategy for 
the oil sector. As BP analysis clarifies, in 
a time of lower oil prices, resource hold-
ers look to international oil companies to 
bring technologies that sustain or even 
increase production rates to maintain 
national incomes. EOR technologies can 

help achieve this, even though they in-
cur additional costs at present and may 
increase operational complexity. If Egypt 
is to adopt a comprehensive strategic ap-
proach, EOR may provide viable solutions 
and a sustainable path for enhancing its 
oil outputs from the mature fields.
According to EGPC Chairman, Mohamed 
Al Masry, “all IOCs working in Egypt have 
already applied the EOR technologies 
and they are successfully extracting some 
65% of oil reservoirs. The target for Egypt 
is to increase the level to 70%, which 
is a maximum to be achieved through 
EOR technologies”, Al Masry added. The 
Egyptian oil sector authorities are look-
ing into the implementation of the en-
hanced oil recovery. The processes are 
ongoing presently regardless of the de-
clining oil prices, the Chairman conclud-
ed. Nonetheless, currently, there are no 
specific strategies as to how to promote 
EOR technological approaches to the top 
ranks of Egypt’s Oil Ministry’s plan. 
For this to take place, the government 

would need to address the remaining 
structural obstacles such as the current 
investment climate in Egypt, in particular 
the applied model of production sharing 
contract (PSC). While PSC is suitable for 
investors in conventional oil extraction, 
it is difficult for the companies “to make 
reasonable returns on their investments” 
when it comes to exploring and develop-
ing more difficult resources that “have 
higher costs, are associated with higher 
uncertainty, and take longer period to de-
velop using more expensive technology,” 
Shell’s Head Regtien also told Daily News 
Egypt. 
Amendments to the current legislation 
controlling the IOCs’ investment schemes 
in the country may open new doors for a 
more sustainable oil recovery and prom-
ise better prospects for Egypt’s increasing 
oil demand. It may also allow for circum-
venting processes that are contingent 
upon the oil price slump and generate 
economic prospect for the country in a 
long run. 

“The target for Egypt is to increase the level 
[of extraction] to 70%, which is a maximum 
to be achieved through EOR technologies.”
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I n political science, the 
term “rentier state” refers 
to a state that derives the 

majority of government revenues from 
the sale of domestic resources to ex-
ternal clients. Today, the term almost 
exclusively applies to the world’s major 
oil-producing states, particularly in the 
Middle East, Africa and Latin America, 
which boast massive state-controlled 
oil and gas reserves and firms to utilize 
them. Academics hypothesize on the 
effects of rentier economics on dem-
ocratic, institutional, economic and 
human development, the general con-
sensus being that the practice is rarely 
a good thing – the debate over the “oil 
curse” is a common one. While a rent-
ier economic system may not be ideal 
for a number of reasons, perhaps the 
most critical challenge rentier states 
face is dependence on oil exports and 
the risk of declining oil prices, which 

directly affects government coffers. As 
of mid-February, oil prices are down 
around 70% since 2014, reaching near 
13 year lows.  Could this be the crisis 
that spurs lasting changes? 
The sharp decline in the oil price has 
led to rumblings about political and 
economic reform in the rentier states. 
Generally, the states which carry this 
label share a number of characteris-
tics. These are states with substantial 
oil and gas reserves, almost always 
controlled by a government employing 
state-controlled companies to produce 
and sell refined or unrefined oil and gas. 
Proceeds from these sales are usually 
relied upon for public services. In most 
cases, government budgets are heavi-
ly, if not almost entirely, dependent on 
energy sales and rentier state govern-
ments are usually less than democrat-
ic, prompting the discussion of wheth-
er oil is to blame. Followers of energy 

news over the past year have certainly 
noticed the increasing signs of distress 
facing oil states in the Middle East, Af-
rica and Latin America. There are signs 
that many of these states are changing 
the way they think about energy and 
the policies surrounding it, which may 
have lasting implications even after oil 
prices recover. 
The Effect of Dwindling Oil Prices 
Around the world, budgets of the oil 
states are being squeezed, as countries 
have watched in surprise and panic as oil 
prices plummet past almost everyone’s 
estimates. In Saudi Arabia, perhaps the 
country most capable of handling low 
oil prices due to the state’s massive sav-
ings, the government has cut its budget 
by 14% this year. The kingdom ran a 
$98b deficit in the previous fiscal year, 
which it hopes to reduce to $86b in the 
year ahead. However, most states can-
not fall back on sovereign wealth funds 

as the Saudis can, and have watched as 
reserves evaporate. In Nigeria, curren-
cy reserves are at their lowest levels in 
decades. As oil sales constitute 70% of 
Nigeria’s public revenue, the country 
has been debating necessary changes 
to the national budget through most of 
2016. The original budget, released in 
December, called for a tripling of capital 
expenditures and the doubling of Nige-
ria’s deficit, assuming a $38 per barrel 
oil price. When prices hit $30 per barrel, 
the president recalled the budget, later 
ordering a probe to evaluate the extent 
of budget padding across Nigeria’s min-
istries in the hope of making spending 
more efficient. Despite assurances that 
Nigeria is not seeking an “emergency” 
loan, rumors remain that the World 
Bank and African Development Bank 
will soon offer a $3.5b to assist the 
country. 
These are only the most high profile in 
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a long line of recent cases where gov-
ernments have expanded budgets in 
years of high prices, only to now be feel-
ing pressure as prices are the lowest in 
nearly a decade and a half. The result 
has been crisis in many states and re-
calculations in the rest. In Venezuela, 
where oil constitutes 95% of exports, 
the government is obligated to make 
$11b in debt payments in 2016. Such 
a level of debt in the face of low prices, 
especially for Venezuela’s heavy crude, 
has pushed analysts to predict that “the 
question is not if Venezuela will default, 
but when they will default.”  Kazakh-
stan, which planned its 2016 budget at 
a $40 per barrel oil price, is reevaluating 
its budget to assess options with a price 
as low as $16, according to the Prime 
Minister. Bahrain’s Energy Minister stat-
ed “the Bahraini budget for 2016 was 
based [on] $50 per barrel,” prompting 
the kingdom to reevaluate spending. In 
Azerbaijan, where energy exports con-
stitute 75% of the national budget, the 
government is in discussions with the 
IMF for up to $3b in assistance. Angola, 
which expected a $40 per barrel price in 
its 2016 budget, held negotiations with 
the World Bank in late January to dis-
cuss assistance. Mexico has announced 
that its budget will be cut considerably, 
but has not yet specified the amount. 
In Ecuador, the government budgeted 
$673m for oil income in 2016, compared 
to $3b in 2015. Kuwaiti officials expect a 
budget deficit of up to 60% this year at 
a $25 per barrel oil price. 
The Rest of the Equation
Finding ways to fill these holes in na-
tional budgets has not been easy, as 
raising oil prices does not seem possi-
ble at the moment. OPEC, or at least 
major players within the organization, 
have been unwilling to cut production 
as a means of raising prices, at least 
partially with the goal of squeezing out 
shale producers in the US. And beyond 
the coordination required to cut pro-
duction, which despite the February 
16th OPEC agreement to stabilize pro-
duction seems unlikely to happen soon, 
state revenues would likely to decline 
with decreased production, foes of the 
Gulf States such as Iran and Russia will 
benefit, and shale players would re-
turn to profitability – all potential deal 
breakers for the GCC states. For the next 
year, it seems that debt and varying lev-
els of austerity will become the name of 
the game in the rentier states, although 
it is uncertain how far many states are 
willing to go. Will the policies devel-
oped follow a short-term approach, or 
longer-term reform and adjustment? At 
the moment, there seems to be some of 
both. 
The economic reforms being pursued 
are reflective of the rentier state system, 
which critics argue promotes inflated 
budgets and a lack of accountability. 
The debates surrounding these cuts are 
interesting – reflecting the trade-offs 
and “social contracts” common in these 
systems: limited political participation, 
economic opportunity and social space 
in return for government services and 
goods. As budgets are cut, what pro-

grams will go to the chopping block?  
If expensive public services are rolled 
back, will governments be forced into 
greater accountability and into provid-
ing greater political and economic free-
doms, or will they become more brutal, 
cracking down on dissent that stems 
from austerity and economic stagna-
tion?  How the balance will change has 
yet to be seen. 
In Saudi Arabia, where the govern-
ment budget will be cut 15% this year, 
subsidies are being cut and new taxes 
are being introduced, while education 
and social spending have been largely 
left alone. Similar measures are being 
taken throughout the Gulf, where by 
some estimates oil revenues account-
ed for 85% of government revenues in 
2014, and where citizens have devel-
oped expectations about government 
obligations, having almost never faced 
taxes. Economic adjustments such as 
these are important steps in achieving 
greater sustainability, but have led to 
questions in the press and among ana-
lysts about how the political systems of 
the Gulf States might change. “In Saudi 
Arabia and the Gulf we are selfish. It’s 
all about what people get from the gov-
ernment. We treat the government as 
a father who must look after us. Prince 
Mohammed is doing what Thatcher did 
in Britain. That is a part of the solution, 
though it is not just an economic prob-
lem but a political one too,” Saudi politi-
cian Haifa al-Hababi told The Guardian. 
Saud al-Tamamy, a political scientist at 
King Saud University, argued that “no 
one talks about income tax so the rep-
resentation-taxation equation is inap-
plicable in the Saudi case […] The word 
representation has a different mean-
ing here.” In a piece called “The Gulf’s 
New Social Contract,” Emerati column-
ist Sultan al Qassemi argued that new 
taxes may start a destabilizing process 
in the Gulf, stating that “income taxes 
may sound good on paper, but their 
implementation and repercussions 
will be complex and unpredictable.” By 
most estimations, political changes in 
the Persian Gulf will be slow, as states 
continue to spend heavily to coopt po-
tential opposition and crackdown on 
dissent to coerce opponents. However, 
new taxes, government repression, sec-
tarian tensions, economic stagnation 
and high unemployment lead many to 
believe the regime may feel the pres-
sure to change, or face more threaten-
ing internal strife in the future. 
Most other rentier states do not have 
the benefits of the Gulf States – lack-
ing the resources and wealth funds of 
the GCC states. Particularly notable as 
of late, Nigeria is an interesting case – 
seeking to avoid cutting public servic-
es and subsidies and to continue the 
state’s development priorities in the 
face of low energy prices. Despite de-
clining revenues and the government’s 
dependence on oil sales for 70% of its 
income, the original proposed budget 
for this year was almost 22% larger than 
2015. The Buhari government proposed 
a stimulus package for 2016 which re-
quired substantial spending on public 
works, housing, power sector develop-

ment and other areas of development 
that will benefit local governments and 
the Nigerian population. But with oil 
prices low and Buhari now seeking to 
reevaluate spending, Nigeria will need 
international assistance and budget 
cuts to meet the goals of the stimulus 
package. And as international donors 
will likely require, at the least, greater 
flexibility of the currency, the Nigerian 
Naira will likely be substantially deval-
ued, leading to inflation which may un-
dermine some of the goals of the stim-
ulus package. 
In many other states, there are undoubt-
edly signs that populations are feeling 
pinched, but that the governments 
have yet to find solutions. In Angola, 
where oil constitutes 95% of exports, 
the government budget has been cut 
40%. The austerity program begun in 
2015 has led to a health crisis, as public 
sanitation, water sanitation and health 
care providers are not being paid, lead-
ing to government security forces be-
ing tasked with resolving the crisis and 
maintaining stability.  Throughout Cen-
tral Asia – in Kazakhstan, Turkmenistan, 
Uzbekistan, Tajikistan and Kyrgyzstan 
– where government revenues are re-
liant either on energy sales directly or 
on remittances from citizens working 
in energy fields abroad, cuts in gov-
ernment services have led to protests. 
Unable or unwilling to offer reform, 
the governments of these states have 
cracked down on dissent.  In Algeria, 
the government has recently signed 
political and economic reforms, in part 
due to the age of President Bouteflika, 
but also due to a 41% drop in oil reve-
nues which constitute 60% of the state 
budget and 95% of the state’s exports. 
Reforms to the political process, intel-
ligence services and social freedoms 
have been seen by many Algerians as 
superficial, and have not overcome cuts 
made to Algeria’s subsidy system, high 
unemployment and poverty. The coun-
try saw several protests in 2015, with 
some analysts predicting the possibility 
of a “delayed Arab Spring” in Algeria. 
Despite the differences in the strategies 
and situations of the wealthy and poor-
er rentier states, the measures being 
taken showcase the difficult balancing 
act these states are undertaking. 
A Way Out
The other interesting trend among 
rentier governments has been reform 
of state oil firms, the golden geese of 
any rentier economy.  News has broken 
across the world about reform meas-
ures to be taken in state oil firms, some-
times going as far as privatization. The 
highest profile case of this of late has 
been the news that Saudi Aramco, by 
some measures the world’s most valu-
able company, is considering an IPO on 
a portion of the firm. In an article in The 
Economist called “Sale of the Century,” 
King Salman said he was “enthusiastic” 
about the idea. As the kingdom relies 
on oil for 73% of its national budget, the 
move has been promoted as a possible 
breath of fresh air for the company and 
Saudi economy, bolstering the Saudi 
stock market and improving transpar-

ency. Prince Muhammad bin Salman, 
now managing many areas of the gov-
ernment, said the move would “counter 
corruption, if any.” 
And Saudi Arabia is not alone. Rumors 
have abounded that Russia is working 
to sell portions of Rosneft, its massive 
state oil firm struggling due to low oil 
prices. In early February, Russian and 
international media reported that the 
Kremlin plans to sell portions of Ros-
neft and Bashneft, among other state-
owned firms. While the details are still 
murky, the move is a far cry from Putin’s 
former “national champions” doctrine, 
which saw Russia’s state resource firms 
as an important means of international 
influence. Putin famously reacquired 
majority stakes in Russia’s firms after a 
decade of oligarch control in the 1990s. 
Relatedly, Kazakhstan is in the process 
of partially privatizing a number of 
state firms, including the KazMunaiGaz 
oil and gas company, Samruk-Energy 
and company subsidiaries. Petrobras, 
Brazil’s massive state oil firm which 
has fallen on hard times with the rest 
of the country, may see its benefits as 
a state-owned company eroded over 
the next year. Without the capital to pay 
for new development and production, 
the Brazilian senate is in discussions 
to end Petrobras’ status as sole opera-
tor in pre-salt oil fields and other joint 
venture requirements, in an effort to 
stimulate investment. Shell CEO Ben 
van Beurden supported the move, tell-
ing Forbes that “It’s up to congress to 
decide. But I think it makes sense to call 
on other companies who have the tech-
nology, who have the money.” In Mexi-
co, Pemex, which has sought to reform 
and privatize for much of the past two 
years, is also facing troubles that are 
spurring reform. New CEO Jose Antonio 
Gonzalez Anaya has pledged to majorly 
turnaround the firm, telling Bloomberg 
that the company must “accelerate the 
implementation of the energy reform 
in a very difficult environment.” For 
Pemex, finding new partners and inves-
tors is particularly important in achiev-
ing efficiency, consistently a problem 
for the company.  
Across the world, inflated national oil 
companies are coming under increased 
pressure and skepticism, as “well-edu-
cated technocrats from oil-producing 
nations are wondering whether their 
national oil companies are ‘ripping us 
off’ through corruption or inefficiency,” 
according to a Chatham House analyst 
quoted by The Economist. For many 
state oil firms around the world, infa-
mous for inefficiency and corruption, 
low energy prices may be the begin-
ning of a death knell, as rentier states 
reevaluate policies and promote new 
economic methods. If, when and where 
this trend is going is yet to be seen, and 
there are certainly reasons to doubt 
changes will be revolutionary. State en-
ergy companies have historically made 
a lot of money for a lot of people and 
been important politically. But if the 
trend continues, the implications for 
the global energy industry could be 
substantial. 
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