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LONDON: With crude prices at 11-year lows, the
world’s biggest oil and gas producers are facing their
longest period of investment cuts in decades, but are
expected to borrow more to preserve the dividends
demanded by investors. At around $37 a barrel, crude
prices are well below the $60 firms such as Total,
Statoil and BP need to balance their books, a level that
has already been sharply reduced over the past 18
months. International oil companies are once again
being forced to cut spending, sell assets, shed jobs
and delay projects as the oil slump shows no sign of
recovery.

US producers Chevron and ConocoPhillips have
published plans to slash their 2016 budgets by a quar-
ter.  Royal Dutch Shell has also announced a further $5
billion in spending cuts if its planned takeover of BG
Group goes ahead. Global oil and gas investments are
expected to fall to their lowest in six years in 2016 to
$522 billion, following a 22 percent fall to $595 billion
in 2015, according to the Oslo-based consultancy

Rystad Energy. “This will be the first time since the
1986 oil price downturn that we see two consecutive
years of a decline in investments,” Bjoernar
Tonhaugen, vice president of oil and gas markets at
Rystad Energy, told Reuters.

The activities that survive will be those that offer
the best returns. But with the sector’s debt to equity
ratio at a relatively low level of around 20 percent or
below, industry sources say companies will take on
even more borrowing to cover the shortfall in revenue
in order to protect the level of dividend payouts.

Shell has not cut its dividend since 1945, a tradi-
tion its present management is not keen to break. The
rest of the sector is also averse to reducing payouts to
shareholders, which include the world’s biggest
investment and pension funds, for fear investors
might take flight.

Exxon Mobil and Chevron benefit from the low-
est debt ratios among the oil majors while Statoil
and Repsol have the highest debt burden, accord-

ing to Jefferies analyst Jason Gammel.

FEW LARGE DECISIONS
With only a handful of major projects approved in

2015, including Shell’s Appomattox development in
the Gulf of Mexico and Statoil’s giant $29 billion Johan
Sverdrup field in the North Sea, 2016 is also likely to
see few large investment decisions. Projects that could
be green-lit include BP’s Mad Dog Phase 2 in the Gulf
of Mexico, which the company now expects to cost
less than $10 billion, around half the original estimate,
and Chevron’s expansion of the Tengiz project in
Kazakhstan, according to Gammel.

Industry-wide, costs will be cut by reducing the
size of projects, renegotiating supply contracts and
using less complex technology. After rapidly expand-
ing in the first half of the decade when oil prices were
above $100 a barrel, companies are now expected to
focus on the most profitable activities, said Brendan
Warn, oil and gas equity analyst at BMO Capital

Markets. “Companies want to reduce their range of
activity and pick those with the highest returns on
capital,” Warn said. Shell, which plans to complete its
$54 billion acquisition of BG in February, intends to
focus on the attractive liquefied natural gas (LNG)
market and on deep water oil production, especially in
Brazil, both areas in which BG is a leader.

With similar priorities in mind, BP is increasingly
focused on the Gulf of Mexico and Egypt, where it
approved a $12 billion development in 2015.

While tens of thousands of jobs have already been
cut in 2015, more redundancies are expected this year
as companies narrow their focus, Warn added. On top
of reducing spending by scrapping and delaying proj-
ects, oil majors will see costs come down as contrac-
tors agree to further price reductions. For example, the
annual cost of hiring a drilling ship fell to an average of
$332,000 in 2015, compared with $405,000 in 2014,
according to Rigzone, which collects industry data.

The drop in investment bodes badly for services

and contractor companies, which are seeing their
work dry up.

HOLD YOUR NERVE
But with fewer projects approved, fewer fields

developed and less maintenance work undertaken,
companies are putting their growth at risk. “You’ve got
to hold your nerve. If you cut too deeply, it is very, very
difficult to take advantage of the price rebound when
it comes,” a senior official at a European oil major told
Reuters. Tumbling oil prices have cut billions of dollars
from oil companies’ revenue streams, although strong
profits from refining have softened the blow for most.
And while their in-house oil and gas production
growth comes under pressure, companies might opt
to acquire rivals with less resilient balance sheets, as
with Shell’s proposed acquisition of BG. “In the second
half of 2016, if we see price stabilization, I expect com-
panies will be looking to replace reserves inorganical-
ly, by making acquisitions,” Warn said. —Reuters

Big oil to cut investment again in 2016
Companies could seek mergers and acquisitions for growth

TEXAS CITY: Marathon Oil’s refinery in Texas City, Texas. Seven of the 10 biggest losers in the S&P 500 in 2015 were energy companies. With crude prices at 11-year lows, the world’s biggest oil and gas producers are
facing their longest period of investment cuts in decades. —AP

Oman sets plan to 
halve oil’s role 

in economy
MUSCAT: Oman’s government has
released a five-year plan to halve the econ-
omy’s dependence on the oil industry as
low crude prices pressure government
finances. The 2016-2020 plan, set out in a
statement by the Supreme Council for
Planning late on Saturday, said over 500
programs and policies would seek to diver-
sify the Omani economy into sectors such
as manufacturing, mining, transport and
tourism. The plan aims to cut the oil indus-
try’s contribution to gross domestic prod-
uct to 22 percent from 44 percent; the con-
tribution of natural gas would drop to 2.4
percent from 3.6 percent.

Average annual investments would
total around 28 percent of gross domestic
product; cumulative investment over the
five years is expected to be 41 billion rials
($106 billion), against 38 billion rials envis-
aged in the previous five-year plan. The
new plan is to make heavy use of public-
private partnerships, with 52 percent of
total investment to come from the private
sector against 42 percent in the last plan.

The plan assumes an average oil price
of $45 a barrel for 2016, $55 for 2017 and
2018, and $60 for 2019 and 2020, while
Oman’s average oil production is
assumed to remain flat at 990,000 barrels
per day. Brent crude oil is currently just
above $37. —Reuters

Iran says boosting 
oil exports depends 
on future demand

DUBAI: A rise in Iran’s crude oil exports once sanctions
against it are lifted depends on future global oil demand
and should not further weaken oil prices, senior officials
were quoted as saying. Oil Minister Bijan Zanganeh said Iran
did not plan to exacerbate an already bearish oil market.

“We are not seeking to distort the market but will regain
our market share,” said Zanganeh, quoted by oil ministry
news agency Shana. Oil prices are likely to come under fur-
ther pressure this year, when international sanctions on Iran
are due to be removed under a nuclear deal reached in July.
Brent crude settled at $37.28 a barrel on Thursday.

Iran has repeatedly said it plans to raise oil output by
500,000 barrels per day post sanctions, and another 500,000
bpd shortly after that, to reclaim its position as the
Organization of the Petroleum Exporting Countries’ second-
largest producer.

“The decision on the amount of exports highly depends
on the future condition of the market. We will raise our mar-
ket quota steadily,” said Mohsen Qamsari, director general
for international affairs of the National Iranian Oil Company
(NIOC). “We will adjust our output to the global market’s
demand,” he told Shana on Saturday. “We will exercise great
caution to prevent a further decline in international prices
and will adopt certain methods and strategies to this end,”
he added, without elaborating.

Oil prices fell as much as 35 percent for 2015 after a race
to pump by Middle East crude producers and US shale oil
drillers created an unprecedented global glut that may take
through 2016 to clear. The sanctions have halved Iran’s oil
exports to around 1.1 million bpd from a pre-2012 level of
2.5 million bpd, and the loss of oil income has hampered
investments. —Reuters

DUBAI: Middle East stock markets were mixed
in quiet trade yesterday with Dubai falling as
Emaar Properties was sold after a fire at one of its
luxury hotels.  The Saudi Arabian and Egyptian
markets gained, supported by large-cap bank
stocks. Emaar shares slid in heavy, early trade
after its Address Downtown hotel in Dubai was
engulfed by a fire on New Year’s Eve. The stock
hit an intra-day low of 5.44 dirhams but a
rebound gained steam as buy orders were
placed in the final 15 minutes of trade. It closed
at 5.60 dirhams, down 1.6 percent, and Dubai’s
index finished down 0.5 percent.

Dubai’s leading real estate developer said the
blaze would have “no material impact” on it
because the building and risk of fire were cov-
ered by its insurance.

Emaar will lose some business because of the
closure of the hotel; a schedule has not been
announced for its reopening. But the loss will be
a very small part of its total business.

“The operational impact of the fire incident
on Emaar’s expected 2016 revenue and earnings
per share estimates is not significant in our view,”
said a note by Arqaam Capital.

Hotel group revenues in 2016 are expected
to be hurt by 13 percent, while at the parent lev-
el, the effect will be far less significant at 1 per-

cent, the note added.
“Any impact from lost room revenue

because of damaged property, as well as tar-
nished reputation, should not be material for
the parent company,” said Ayisha Zia, equity
analyst at Muscat-based OAB Invest. Abu
Dhabi’s index slipped 0.8 percent as heavy-
weights Etisalat and First Gulf Bank fell 0.9 and
1.2 percent respectively.

Saudi Arabia’s index gained 0.6 percent in
modest volumes. The government’s 2016 aus-
terity budget due to low oil prices has cast a
shadow over the market, though there are
hopes stock prices have now factored in
macroeconomic headwinds, at least for now.

Saudi Arabian Mining Co (Ma’aden) jumped
2.7 percent after announcing it had started ini-
tial production of copper at its joint venture
affiliate with Canada’s Barrick Gold Corp.

Petrochemicals remained soft, however, as
investors are still wary of the sector after rises
in the price of natural gas feedstock in last
week’s budget. Saudi Basic Industries (SABIC),
which makes up two-thirds of the sector’s total
market value, fell 0.7 percent.

“Industrial companies are expected to
experience a relatively higher impact (from
subsidy reforms) while the retail, telecom and

banking sectors will not be impacted directly,”
said a note by Saudi’s NCB Capital. Major
Islamic retail bank Al Rajhi led gains among
lenders, rising 1.9 percent, and Riyad Bank
added 1.6 percent after the fourth largest
lender announced on Thursday it plans to pay
a cash dividend of 0.35 riyal per share for the
second half of 2015, the same payout as in the
corresponding period of 2014. In Qatar, Doha’s
bourse retreated 1.1 percent as regional retail
investors sold blue chips. Volumes were very
low as many institutional investors were
absent for year-end holidays.

Industries Qatar and Qatar National Bank ,
the two largest stocks in their respective sec-
tors, fell 3.4 and 0.6 percent respectively.
Qatar’s economy expanded 3.8 percent year-
on-year, after adjusting for inflation, according
to Qatar’s Ministry of Development Planning
and Statistics. In Egypt, Cairo’s main index
advanced 1.2 percent, picking up momentum
in the final 30 minutes of trade as blue-chip
lender Commercial International Bank shares
surged 7.4 percent. CI Capital, which Orascom
Telecom bid to acquire from CIB in December,
has acquired CIB’s stake in affiliate Corplease
for 133 million Egyptian pounds ($17 million),
CIB said in a bourse statement. —Reuters

Stocks mixed in thin trade; 
Emaar weighs on Dubai
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