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How Israel Dealt With the Discovery of its Oil Wealth - Committees
Reports

Yollande Batal

Economist

Because of the importance of national resources for the future of the Israeli economy and society, the
Israeli government has instituted a policy that determines the optimum allocation of these resources.
An overall export quota of 40% - 500 billion cubic meters - has been established to guarantee the needs of
the economy for a period of 25 years. New tax legislation introducing a progressive levy on international
companies ranging between 20% and 50%, has been adopted to ensure the sustained development of
the gas industry, while the government received appropriate remuneration for exploitation of the state’s
natural resources. As a result, the overall profit share of the state from gas and oil production is expected
to increase from one third to more than a half. A law for the establishment of a sovereign wealth fund
was enacted to smooth out gas revenues on the long term, preserve them for future generations, and
prevent a revaluation of the Israeli Shekel.

STUDIES
Oil and Economic Growth in Egypt*

Amr Saber Algarhi
Lecturer/Assistant Professor in Business Economics,

Sheffield Business School, Sheffield, United Kingdom

This study attempts to assess the oil and natural gas sector in Egypt using SWOT analysis. It considers
the impact of oil prices on economic activity in Egypt, using annual data sets between 1991 and 2010,
and the Autoregressive Distributed Lag model (ARDL). Even though Egypt has been a net exporter of oil
in the last few decades, oil prices have had an adverse impact on economic growth. This is attributed to
the huge government subsidies on petroleum products that reached LE 134 billion $ in 2013-2014. It is
hoped that the findings of this paper will be useful both to policy-makers and private petroleum companies
operating in Egypt.

Lebanese Economic Indicators

Assadissa also includes a set number of Lebanese economic indicators, in addition to economic and
social indicators related to oil producing countries.
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A Lebanon Sovereign Wealth Fund: Preliminary Recommendations*

Eric Le Borgne
Lead Economist at the World Bank

Ibrahim Jamali
Assistant Professor of Finance at the Olayan School of Business

of the American University of Beirut (AUB).

Given its prospects of sizeable hydrocarbon wealth, Lebanon is in the process of designing an
institutional framework to manage these resources. One such issue is the establishment of a savings-
type Sovereign Wealth Fund (SWF), as required by the 2010 Hydrocarbon Law. Drawing from the relation
between cross-country SWF experiences and institutional quality, this paper highlights some pitfalls
and presents preliminary recommendations for Lebanon. Key among these is that a Lebanese SWF
should be integrated with the budget system, some (limited) flexibility in operational rules, no/limited
earmarking, no extra-budgetary spending, coherence with country investment strategy, and transparency
and accountability.

INTERNATIONAL EXPERIENCES
Norway’s Different Approach to Oil and Gas Development*

Cited from an Independent Federal Agency website-by Larry Persily

The report, written by Mr. Larry Persily, a federal coordinator in an Independent Federal Agency in
Alaska, “Alaska Natural Gas Transportation Project”, highlights, the main differences in how Alaska and
Norway collect, save and spend their wealth, and issue oil and gas leases. Although published on Sep-
tember 7, 2011, Assadissa considered it beneficial to reproduce the article after obtaining permission
from the author, for its clarity in explaining the major differences between the two models that are
being discussed in this issue of the journal.
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Lebanon Petroleum Fiscal Regime: Guiding Principles*

Carole Nakhle
Director, Crystol Energy

The Lebanese Ministry of Finance is currently reviewing the taxation system in view of establishing
a specific fiscal regime for petroleum activities. Such regime needs to finely define the features of the oil
and gas sector and set the main framework for profit sharing of the hydrocarbon wealth between the
government and the investors, whose interests diverge more often than they converge.

The components of a fiscal regime are often misunderstood. Though the corporate income tax forms
the system’s corner stone, it remains one of numerous taxation and para-taxation tools that constitute
the fiscal regime for petroleum activities in any country. Investors examine the regime in its totally,
when assessing the investment attractiveness of a country.

In fact, fiscal regimes of petroleum activities have become highly sophisticated worldwide, sharing
many common features that are difficult to classify according to a specific terminology, at least from an
economic perspective. The fact remains that different fiscal regimes may lead to the same desired results
in terms of restrictions or overall economic outcomes. The system design and thus consistency, including
the interactions between the various fiscal and para-fiscal instruments, as well as the details concerning the
bundle fiscal tools imposed are far more important elements than the type of fiscal regime that is chosen.

MANAGEMENT OF OIL REVENUES
Offshore Gas Belongs to the Lebanese, So Let them See the Money*

Mohamad Chatah

Minister of Finance, 2008-2009

Shortly before his tragic death in December 2013, Mohamad Shatah, former Minister of Finance,
wrote this article to make public his views about how the future revenues of Lebanon’s oil and gas
resources should be used. He urged that these revenues be seen as assets owned by the Lebanese people
-not simply as tax returns or fees collected by the State in exchange for public services. As such, he called
for the adoption of policies that would distribute these assets directly to the Lebanese people. He cited in
example the oil-rich US state of Alaska.

Shatah believed that the State should not spend natural resource revenues on cancelling out the public
debt or increasing investment expenditures. He believed it was only fair and just that they be distributed
directly to the Lebanese people, thereby increasing their income and spending power. In this way, natural
resource revenues would enable the State itself to secure higher revenues.

The article was published in 2010 in several Lebanese newspapers, in both Arabic and English.
Assadissa decided to republish it in commemoration of a distinguished economist and as a contribution
to the policy debate around critical economic and political issues in Lebanon.




Fostering Dialogue: Recommendations for Lebanon’s Petroleum Policy*

Jeremy Arbid
Policy Specialist

This working paper investigates the dynamics of policy-making for the nascent oil and gas sector in
the Republic of Lebanon. Through research and in-depth semi-structured interviews conducted with key
stakeholders, the paper outlines the main policy drivers concerning Lebanon’s petroleum sector and
recommends the establishment of capacity-building and research programs for Lebanon’s oil and gas
sector. The findings suggest that the Lebanese state suffers from a limited capacity for policy-making in
any context. There is a need for long-term strategy development for Lebanon’s emerging offshore oil and
gas industry. To do this, a research think tank should be structured in parallel with the Lebanese Petroleum
Administration with the functions to: (1) provide capacity support and bridge the gap between policy and
practice; (2) advance the development of studies and applications within the sector; and (3) provide
solutions to both long- and short-term technical and social challenges.

FISCAL FRAMEWORKS

Designing a Fiscal Framework for a Prospective Commodity Producer:
Options for Lebanon*

Mariusz Jarmuzek
Economist in the Fiscal Affairs Department

at the International Monetary Fund

Najla Nakhle
Economist-Head of Local Office

of the International Monetary Fund

Lebanon might become a natural gas producer over the next decade. It will thus need to reformulate
its fiscal framework to take into account potential revenue from natural resources. The prospective fiscal
framework should initially be focused on ensuring fiscal sustainability and intergenerational equity—
given that natural resources are exhaustible; managing volatility of resource revenue could be considered
at a later stage. Strong institutional arrangements need to underpin the prospective framework, with the
pace of resource wealth use set in line with Lebanon’s capacity constraints.

(*) The original work is submitted in English. The full English version is available at:
http://www.institutdesfinances.gov.Ib/english/listing.aspx?pageid=1533
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The Petroleum Sector in Lebanon: History, Opportunities and Challenges

Nasser Hoteit
President of the Lebanese Petroleum Authority

The paper presents a brief overview of Lebanon’s fledgling petroleum industry, the opportunities it
brings to Lebanon, the challenges it presents, and the way forward. The discovery of hydrocarbon in the
Lebanese offshore can be placed under the double title of attraction of considerable foreign investments
and jobs creation to operations, processing and down streaming of the petrochemical industry. The
paper is divided into six sections: the history of exploration in Lebanon, the current status, opportunities
during exploration and production, opportunities with petrochemical and downstream industries, and
challenges ahead. It concludes with a set of recommendations for Lebanon to take full benefit of this
industry.

The Norwegian Oil Experience: Main Conclusions and Challenges

for Lebanon
Farouk al-Kassim
International Petroleum Consultant

President of “Petroteam”

International law stipulates that natural resources are public property and should be used for the
benefit of each and every citizen. Legitimate development ambitions that can be funded through oil and gas
revenues are dependent on the good governance of the sector and on how the state plans to use the
economic benefits of these resources. Citizens delegate this management effort to their government,
which, in turn delegates it to international oil companies possessing the necessary expertise and
technology. However, the strategic importance of oil and gas requires the predetermination of the main
guiding principles for the exploitation of this natural wealth. It requires early organization, protection
from corruption, and development of the State’s negotiation capacities. International companies are profit-
oriented commercial entities whose interests do not necessarily coincide with those of the State and the
people. In order to achieve positive results, in a win-win framework, it is therefore vital that Governments
be well prepared for the negotiation process. In this regard, Lebanon can benefit from the experience of
Norway - one that is rich in valuable lessons - while necessarily adapting it to the local context.




EDITORIAL

The exploration of “black gold” in Lebanon dates back to the 1920s but it recently gained momentum
as a result of the technological advancement and following the discovery of gas reserves East of the
Mediterranean. Lebanon has been able to achieve outstanding progress in the field of geological survey,
by having completed a 2-D seismic survey encompassing its entire Exclusive Economic Zone and
another 3-D seismic survey covering 70% of this zone. Lebanon has been cooperating with Norway to
develop its oil and gas reserves within the framework of the Oil for Development Program in Lebanon
that was launched by the Norwegian government in 2007. In 2010, the Offshore Petroleum Resources
Law was issued, laying the legal framework for exploration and exploitation activities. This Law was
updated by a number of decrees, including the draft of the “Exploration and Production Agreement”
that is still awaiting Parliament’s ratification.

The presence of substantial amounts of gas and oil reserves in Lebanon’s maritime exclusive economic
zone is confirmed, discussions are on-going concerning the impact of these strategic resources on the
Lebanese economy, state revenues, national developmen as well as the effects of the expected revenues
on public finance including public budget, strengthening the industrial sector and on job creation.
Questions concern the policy options related to the extractions of economic rent from the oil and gas
resources, the fiscal frameworks and the overall relationship between the State, represented by the
“Lebanese Petroleum Administration” and the contracting companies.

Ten contributions from renown public officials, researches, international consultants and experts
in international organizations address the challenges and threats most critical to the oil and gas sector in
Lebanon, examine the financial and fiscal system, the management of oil revenues and the nature of
the Sovereign Wealth Fund. Moreover, selected experiences shed light on interesting international and
regional experiences.

Lamia Moubayed Bissat
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Assadissa is the biannual journal issued by the Institut des Finances Basil Fuleihan that is dedicated
to the issues of public finance and state modernization in both Lebanon and the MENA region. The
journal particularly seeks to promote in-depth research and the dissemination of knowledge in the
field of financial public management, and aspires to become a platform for communication and
dialogue between academics, experts, senior public officials and policymakers, hence contributing to
a renewed economic and financial culture to a wide audience of Lebanese and Arab readers.

Assadissa adopts a distinct approach in writing style that is direct, concise and conforming to the
scientific method of research i.e. describing the problem, presenting and analyzing data, and delineating
solutions to the problems.

Contributions to Assadissa are welcome in mainly three of its sections:

THE MAIN THEME: Contributions to the main theme require previous coordination and approval,
as the theme and its subsections are selected in advance by the Advisory Board.. Papers are limited
to approximately 2000-2500 words.

STUDY AND RESEARCH PAPERS: Research papers should conform to the scientific research
method by addressing a specific problem, presenting the facts supported by recent numerical and
tabulated data, and suggesting elements of solutions. Papers should be limited to 4000-5000 words.

BOOK REVIEWS: This section seeks to introduce the reader to selected and recently published books.
Reviews should fall within the range of 1000-1200 words.

PUBLISHING CONDITIONS

Submitted papers are required to adhere to the following criteria: originality — objectivity — accuracy
of information — recent sourcing — methodological documentation of footnotes and references —
precision & integrity in citing — simple, clear, coherent and concise writing style — orderly structured
and harmonious text — adherence to the main topic — abidance by the required word count.

Submitted papers must not have been previously published in Arabic or submitted for publication in
an Arabic publication or website.
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