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Event: Cairo has demanded back-compensation for natural gas sold to Israel following pipeline 
attacks 

 

Significance: The demand for back pay, and higher future prices from Egypt’s gas customers, 
follows two attacks on Egypt’s gas pipelines that highlighted the deep unpopularity of gas 
exports to Israel. Egypt’s reaction hints at coming energy policy changes as Cairo re-focuses on 
domestic needs. 

 

Analysis: Egypt’s Foreign Minister Nabil al-Arabi has demanded compensation for natural gas 
sold to Israel under Hosni Mubarak, allegedly at a steep discount. On 27 March, six armed men 
identified in media reports as Bedouin al-Qaida members stormed a gas terminal in the Sinai 
town of al-Sabeel and planted explosives, which failed to detonate.  A more serious attack 
occurred on 5 February, when a bomb damaged a gas compressor station in Arish, halting 
exports on the northern Arish-Ashkelon pipeline to Israel and southbound pipeline to Aqaba, 
Jordan. 
 
Despite repeated claims from Egypt's East Mediterranean Gas Company (EMG) that gas would 
soon be back online following the February attack, the pipeline stayed shut for nearly six weeks, 
and is currently reported to be operating at below 80% of the previous level. During the stoppage 
period, Egypt’s new oil minister Abdallah Ghorab announced that Cairo would negotiate to 
increase the price of gas sold to its customers, “especially Israel,” and this latest demand for 
back-compensation represents a further hardening in Cairo’s position. These steps suggest 
Egypt’s energy policy is tilting towards favouring domestic consumption over foreign exports, a 
change that has deeper political and economic ramifications. 
 
Economic shift. Under Sameh Fahmy, Mubarak’s oil minister from1999-2011, Egypt began an 
exploration programme to build up the country’s gas reserves and expanded into Mediterranean 
gas markets by pipeline and global markets via liquefied natural gas (LNG). During this period, 
Egypt signed a fifteen-year deal to export 1.7 billion cubic meters (bcm) per year to Israel, and 
2.4 bcm per year to Jordan. 
 

Egypt's Natural Gas Balance  
(billion cubic meters) 1999 2004 2009 

Production 14.7 32.6 62.7 

Consumption 14.7 31.5 44.4 

Source: EIA       

 
During the 2000s, Egypt’s domestic gas consumption increased sharply due to strong economic 
growth and the decision to rely almost exclusively on natural gas for electricity generation. The 
pace of new gas discoveries has also slowed in recent years, forcing the government into a 
balancing act between domestic demand and foreign export commitments. The liberal economic 
policies favoured by Hosni Mubarak’s influential son Gamal dictated that Egypt’s high energy 



subsidies be phased out to constrain domestic consumption. Mubarak also planned to have 
several nuclear power stations online beginning in 2020, which would free up more gas for 
export. 
 
Following the revolution, Egypt’s military has indicated that it intends to take a more populist 
direction in its economic policies to reduce grievances that contributed to the revolutionary 
upheaval. Oil minister Abdallah Ghorab has announced that Egypt will spend $13.8 billion on 
energy subsidies before the end of the financial year on 30 June. This is on top of increases to 
pensions and public sector pay already announced by the military government. Together, these 
measures amount to a substantial increase in public spending, which will likely require Egypt to 
use more of its gas for domestic consumption or demand a higher price for gas exports. 
 
In addition, the dislocation caused by the revolution means that nuclear power stations – costing 
$2-3.5 billion each – are a much more distant prospect. Securing financing will be more difficult 
as long as domestic instability persists, and it would be almost unthinkable for Egypt to pursue 
nuclear power in a security environment where groups are able to target energy infrastructure 
with impunity. 
 
Political hot button. While gas sales to Jordan are relatively uncontroversial in Egypt, the 
history of conflict with Israel means gas exports to the country are not simply an economic 
question. The lack of transparency around the deal’s terms, which were never made public and 
reportedly bypassed regular channels in Egypt’s oil ministry, has raised suspicions of corruption 
surrounding the export contract. For years, the Muslim Brotherhood attacked the deal in the 
press, finding common cause with economists who argued the terms were unfair to Egypt and 
hinted that Egypt had caved to American pressure. 
 
Individuals considered architects of the Israel gas export deal have come under pressure in recent 
weeks. Hussein Salem, the Egyptian businessman behind the deal and a close confident of Gamal 
Mubarak, fled the country during the protests, and former oil minister Sameh Fahmy is 
reportedly wanted for questioning on corruption charges by the Egyptian authorities. 
 
While the Egyptian political scene remains fluid, the current climate is not conducive to the 
status quo, and Egyptian negotiators have already used the situation to press for advantage in 
pricing talks. After years of public scrutiny, the Israel export deal is a tempting target not only 
for the Muslim Brotherhood, but for any political actor seeking to strike a nationalist chord. 

 

International implications. In the short term, the cut offs, taken with the rising tensions in 
world oil markets, are a significant shock to the energy supplies of Israel, Jordan and to a lesser 
extent Lebanon and Syria, who lie further downstream. If post-revolutionary Egypt continues to 
demand price increases or threatens gas cut-offs, downstream buyers will increasingly look 
elsewhere for supply. Israel and Lebanon have recently discovered major offshore gas fields, 
while Jordan and Syria may look to the reserves of northern Iraq. Both solutions have political 
problems of their own and will take several years to come online. 

 

International energy companies active in Egypt, which include BP, ENI, BG Group and others,   
face an uncertain political order and new faces at the Ministry of Oil. After Sahem Fahmy was 



removed as oil minister, his replacement, Mahmoud Latif Amer, lasted less than three weeks 
before being replaced by Abdallah Ghorab, former CEO of the Egyptian General Petroleum 
Corporation. In early statements, Ghorab said his top priorities would be supplying energy to the 
domestic market while adhering to agreements with foreign oil companies. But given the rapid 
turnover at the Ministry of Oil, Egypt’s desire to amend gas pricing contracts, and the 
government’s newfound commitment to maintaining costly energy subsidies, foreign energy 
companies have some grounds to worry about changes being demanded to their contracts or 
export rights. 
 
Labour unrest and security could also impact Egypt’s energy investors as well as global energy 
markets. Of particular concern are continuing intermittent strikes at the Suez Canal, through 
which almost 2 million barrels per day (bpd) of oil are shipped. So far, there have been no 
reports of strikes directly affecting the energy industry, and strikes at Suez have not appreciably 
impacted trade.  
 
Yet given the economic grievances that underpin Egypt’s revolution, the demonstrated ability of 
terrorist groups to strike in the Sinai, and the energy infrastructure including the Suez canal and 
2.1 million bpd SUMED oil pipeline in the area, there remains a significant ‘tail risk’ of a low 
probability-high impact event that disrupts the global energy regime or Egypt’s place in it. The 
fallout from such an event would be further magnified by the conflict in Libya and continued 
unrest in the Gulf. 

 

Conclusion: Egypt’s energy policy is turning inward. If a stable political order emerges and the 
economy quickly recovers, Cairo is likely to have even less gas available for export. If the 
political scene remains chaotic and the economy sluggish, the status quo could continue, albeit 
with increased risk for further infrastructure attacks or other disruptions. 


