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QATAR'S ECONOMY TRANSITION
FROM OIL BASED ECONOMY TO GAS BASED ECONOMY*

1.0 QATAR'S OIL RESOURCES

1.1 HISTORICAL BACKGROUND

Before the advent of oil era Qatar's economy was based on
essentially rudimentary agriculture.

Interest was aroused in the oil potential of Qatar in 1931 when the
Anglo-Persian Oil Co. (Now British Petroleum) began carrying out a
detailed geological survey of the country, in 1935, the company was
granted a concession to explore for oil. The license was
subsequently transferred to Petroleum Development (Qatar),
associated with the Iraq Petroleum Co. in which Anglo-Persian
Company was a shareholder. Petroleum Development, which was
later re-named the Qatar Petroleum Company (QPC), struck oil near
the village of Dukhan after the first exploration well, Dukhan No. 1
was spudded in October 1938. Two more wells were drilled in the
same structure, but the second World war/ made it necessary to plug
all three, when initial production operations had taken output to the
40,000 b/d level.

Operations were not resumed until the end of 1947. The first
shipment was made from the new terminal at Umm Said in December
1949. In the same year, further exploration licenses covering
offshore areas were also granted.

That was in May 1960 and with a few months, an even more
promising discovery was made 11 miles to the north-east, at Maydan
Mahzam.

A third offshore field, Bui Hanine, was discovered in 1970 and that
came on stream in 1972.

The Qatar General Petroleum Corporation (QGPC) was created in
1974 and, in accordance with Decree No. 72 of 1980, was
subsequently merged with the Qatar Petroleum Producing Authority.

' Lecture delivered at the training course on "Industrial Planning" on 7th February. 1993 at
Dept. of Industrial Development, Ministry of Energy & Industry.



In December 1974, the government decided to acquire all the
remaining shares in these two companies. The creation of QGPC
stemmed from these developments and it took over all the state's
shareholdings in the different o.i companies operating in the
country.

1.2 Recent Developments

With view to boosting its reserves and long-term production
potential, Qatar is encouraging foreign oil companies to acquire
exploration licenses in the country again. In June 1985, Standard Oil
Company of Ohio (Sohio), a subsidiary of British Petroleum, was
granted a 25-year exploration license for a 12,000 sq.km offshore
tract stretching from south of Khor.

In May 1987 BP raised its holding in Sohio to 100% and took over the
latter's oil concession in Qatar.

In February 1986, the US company Amoco signed a 25-year
exploration and production-sharing agreement for the onshore
acreage of 8,000 sq.km.

Then in January 1989, Elf Aquitaine Qatar of France signed a six year
exploration and production sharing agreement for a 2,837 sq.km
offshore tract located on Block No. 6 of the eastern coast of the
country.

In the event of a discovery, the production period is set at 25 years,
and Elf will share half the oil profit with the government.

Since QGPC has virtually halted all exploration activity, foreign
contractors now account for all of the small amount of hydrocarbon
prospection work that is carried out in Qatar. In recent years,
moreover, they have met with little success, even though they
tepped up drilling operations in 1988-89.

In accordance with the work commitments contained in its
exploration contract, British Petroleum drilled a series of five
wildcats between 1987 and 1989, none of which resulted in a
commercial find. The second of them, Al Karkara 1, was the only one
to strike oil, yielding a flow of 2,000 b/d of crude from a pay zone
at a depth of 9,840 feet. It thus relinquished its acreage in July
1989 at the end of the first four year exploration period.



Amoco has had no greater success than BP, having drilled three dry
holes in 1988 after completing its obvligatory 4,000 km of seismic
surveys.

Meanwhile, Elf Aquitaine spent much of 1989 carrying out
preliminary prospection work on the acreage it was awarded in
January 1989 and making preparations for a series of seismic
surveys which got under way towards the end of the year.

1.3 Production

Qatar built up a theoretical production capacity of 650,000 b/d
during the 1970s, but output never attained that level. The all-time
high was recorded in 1973, when production averaged 570,300 b/d.
The new structure will raise onshore production capacity by 70,000
b/d and boost total capacity to 550,000 b/d by 1993. Work on the
development is scheduled to begin in 1990.

Qatar was originally allocated a quota of 300,000 b/d in 1982, but
that was cut to 280,000 b/d in late 1984, when output amounted to
290,000 b/d.

The situation changed radically in 1986 when OPEC abandoned its
official pricing structure and its proudction quota system. Qatar
stepped up output to 340,000 b/d in the first seven months of the
year, but brought it back down to 280,000 b/d from September 1,
when the quota system was reestablished. Fortjie year as a whGle,
production averaged 313,600 b/d.

Qatar's production quota was raised in two stages in 1987m to
285,000 b/d for the first half of the year and 299,000 b/d for the
second half.

Qatar was assigned an increased quota of 312,000 b/d for the first
half of the year, which was raised to 329,000 b/d for the third
quarter and 346,000 b/d for the fourth quarter (an average of
324,750 b/d for the year).

For the first half of 1990, Qatar's production quota was raised to
371,000 b/d, approaching the country's actual extraction rate at the
end of 1989.



1.4 Reserves

Qatar's oil reserves have not been substantially reevaluated since
1984, when a new official estimate of proven reserves was
published, putting them at 4.5 billion barrels as against 3.33 billion
barrels before. Assuming an average 500,000 barrels per day the
reserves should last approximately 25 years from 1990 i.e. say till
2015 AD.

Qatar's reserves are almost equally divided between onshore and
offshore fileds. The field has an estimated production capaicty at
present of 250,000 b/d, although its current rate of output is well
below that.

The bigger offshore field is Bui Hanine, the last of the three to be
discovered, which has recoverable reserves of about 1.1 billion
barrels. Idd Al-Shargi, discovered in 1960, has reserves estimated
at around 350 million barrels, while Maydan Mahzam, discovered iun
1965, contains an estimated 830 million barrels of recoverable
reserves. They have a combined production capacity of about
320,000 b/d, but currently produce less than half that.

1.4 Oil Refining

The National Oil Distribution Company (NODCO), a wholly-owned
subsidiary of QGPC, operated a single 13,000 b/d refinery at Umm
Said until 1983. In 1983 the capacity was raised to 62,000
barrels/day.

When OPEC re-established its fixed price system on the basis of an
$18/barrek reference price with effect from February 1, 1987, QGPC
set the price of Qatar Marine crude at $17.67/b and that of Dukhan at
$17.82/b. Export started to slump immediately the new prices
became applicable. The price of oil remained around the level till
now although there was a short rise in prices during the period Aug.
1990 to Dec. 1991 due to the Gulf crisis.

2.0 Natural Gas

2.1 Qatar's natural gas reserves

Qatar's recoverable reserves of natural gas are officially estimated
at 156 trillion cu. ft., representing about 4.1% of the world total and



12% of total OPEC gas reserves. Almost all Qatar's reserves are
concentrated in the colossal North Field which is probably the
largest non-associated gasfield in the world. It covers an area of
some 6,000 sq.km, lies under relatively shallow water to the
northeast of the Qatari peninsula, and its reserves in place are
estimated at 156 trillion cu.ft. are considered recoverable. Recently
this figure was raised to 250 trillion cu.ft.

Depending on the rate of extraction, the North Field could have a
productive life of between 115 and 200 years, compared to a
maxuimum of 30 years for Qatar's known oil resources. The
development of the North Field is a gigantic project that will dwarf
all other hydrocarbon developments in the Gulf region.

2.2 Production of Natural gas

Qatar's natural gas production consisted of associated gas from both
onshore and offshore oil fields, together with non-associated gas
from the Khuff reservoirs and gas cap structure onshore.

Qatar processes all its associated gas in two NGL plants in Umm
Said, which produce propane, butane and condensate for export, as
well as raw material and feedstock for the petrochemical and
fertilizer industries and fuel for seawater desalination plant and
power stations.

2.3 North Field Development

The North Field was discovered in 1979, but it was not until the
early 1980s that the full potential of the structure was confirmed
and only in 1984 was it decided to go ahead and develop the field.
The increasing demand for gas as both a fuel and feedstock in
domestic industry made the Development of the North Field an
absolute necessity. With Qatar's power stations, fertilizer and
petrochemical plants, cement works and the iron and steel plant
consuming over 720 million cu ft/day of natural gas and associated
gas production down to under 250 million cu ft/day, Qatar urgently
needed to bring additional sources of non-associated gas into
production. QGPC launched the phase-1 of North Field development
project to process 800 MMSCFD of raw gas to produce 50,000 BPD of
condensates and 720 MMSCFD of lean gas. This project was
completed and started production in Sept. 1991. The Condensates
are exported and the lean gas after meeting the requirements of



local power generation and industries is fed back to Dukhan field.
The viability of the North Field development required Qatar to find
substantial outlets for the surplus gas it will be producing in the
1990s not only in neighbouring countries in the Gulf but also in
consuming countries in Europe and the Far East.

The Qatar Liquefied Gas Company (Qatargas) was set up in November
1984, with British Petroleum and Total CFP each holding a 7.5%
interest in association with QGPC. The Japanese companies
Marubeni and Mitsui subsequently took 7.5% stakes in the venture as
well, reducing QGPC's holding to 70% . Recently however British
Petroleum with drew from consortium. QGPPC has entered into a
contract with CITUBU Electric Co. of Japan to supply 4 million tons
of liquefied natural gas. QGPC also entered into three other
contracts on understanding to export LNG. One of them being with
Snampogeti of Italy under name Qatar Eurogas.

The second one was with Elf Aquataine and Sumitomo of Japan and
finally one more with MOBIL Corpn. of U.S. A new industrial area
known as Ras Lafan in to North of the country is being developed to
locate these projects.

Natural gas use, which is already three times as great as oil, is
expected to double between now and the end of the centurey. At
present, Qatar utilizes over 240 million cu ft/day of gas (equivalent
to 41,600 b/d of oil) in power stations and desalination plants as
well as in its fertilizer and petrochemical plants. Domestic gas
consumption is forecast to be running at 460 million cu ft/day
(80,000 b/d of oil equivalent) by the year 2000.

3.1 Petrochemicals

Hydrocarbon industry well before the first round of oil price hikes in
1973-74 put such a premium on its principal natural resource. It
was therefore natural for State of Qatar to enter petrochemcials
area. This was a great foresight on the part of H.H. Sheikh Khalifa
Bin Hamad Al-Thani. Qatar's first venture, the Qatar Fertilizer
Company (QAFCO), was set up in 1969 as a state controlled company
in which QGPC became the principal shareholder (with a 75%
interest) on its creation in 1974. The remaining shares are held by
Norsk Hydro of Norway (25%).



Subsequently, QGPC became involved in two joint ventures with the
French company Orkem (initially CdF Chimie), whose fertilizer and
petrochemical operations are to be transferred to Elf Aquitaine in
July 1990 in a major reshuffle of France's chemical industry
announced in January 1990. The Qatar Petrochemical Company
(QAPCO), which is 84% owned by QGPC and 16% by Orkem, operates
an ethylene plant at Umm Said, It also has a 7% interest in Norsolor,
the holding company that controlled all of Orkem,'s chemical
activities in France.

QGPC engaged M/s Bechtel Corpn of U.S.A. in 1989 to develop what
they term as "STRATEGIC PLAN FOR THE DEVELOPMENT OF NATURAL
GAS UTILIZATION". According to this 'STRATEGIC PLAN1 several
petrochemical industries are planned at Umm Sadid and Ras Lafan.
The Umm Said Industrial area would be utilized to the maximum
potential by promoting the following industries.

Expansion of existing industries

(1) Qatar Fertilizer Co. through additon of a third line 1500
tons/day of ammonia and 2000 tons/day of urea.

(2) Qatar Petrochemical Co. through increasing Ethylene capacity
to 450,000 tons/yr and addition of second unit to produce Low
Density Polyethylene

New projects: The following new projects have been recommended
for promotion.

2 methanol plants of 20,000 tons/day each.

2 MTBE plant of 500,000 tons/yr.

A third fuel methanol plant

An ethylene oxide/glycol plant 270,000 tons/yr.

A propylene/polypropylene plant of 200,000 tons/yr.

Some progress has already been made in all the above plans.
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At Ras Lafan : The projects recommended to be developed in the
different stages. (Photocopy page 2-13 of Bechtel Summary is
attached under annexure -1).

3.2 Metallurgical industries : Qatar Steel Company (QASCO)

QASCO is 70% owned by the Qatari State and the other shareholders
are the Japanese companies Kobe Steel and Tokyo Boeki, which have
20% and 10% holding respectively. QASCO established an enviable
record both in quality and production and presently operate at 170%
of design capacity and are the only organization to have been
approved by Japan Industrial Standard Specifications. QASCO are
also planning expansion of their product range towards which they
recently floated global enquiries for market and feasibility studies.

3.3 Non-Hydrocarbon based general industries and small/medium scale
industries

Dept. of Industrial Development have been involved in preparing an
"Industrial Plan" for the period 1992-95 for non-hydrocarbon based
large industries. A systematic study of about 30 project

ideas is in progress. The emphasis is on energy intensive industries
which will use either natural gas or electricity as one of the major
outputs. Prefeasibility studies for 15 projects are ready out of
which Dept. of Industrial Development may choose 6-8 projects to be
included in the subsectoral industrial plan to be submitted to the
Govt.

Dept. of Industrial Development are also involved in identification
and promotion of small/medium scale industries in State of Qatar.
Based on systematic survey, study and discussion, Dept. of Industrial
Development released 22 project profiles to private sector in May
1991. This was followed by release of another 15 profiles in May
1992 studied through Gulf Organization for Industrial Consulting
(GOIC).

Dept. of Industrial Development are also involved in evolving
incentives and other promotional efforts to stimulate private sector
participation in the dcevelopment of small/medium scale industries.
Due to the very nature of such industries attempts to structure them
in an "INDUSTRIAL PLAN" have not been made. It is hoped that spirit



of private enterprise will prevail in promotion of small/medium
scale industries.

3.4 Industrial Development & Private sector participation

An industrial investment company has been established to promote
the development of medium and light industries in Qatar through
private sector participation known as "Qatar Industrial
Manufacturing Company (QIMC)". It started operating early in 1990.
The Qatari government has a shareholding of 20% in the venbture and
the other shareholders are private Qatari investors.

QIMCO has been able to promote a few small/medium scale
industries. Several project ideas are being researched and project
development activities are being pursued. Govt. is also offering
several incentives for attracting foreign investment and private
sector participation in development of small, medium & large scale
industries. The Govt. has yet to come out with an "Industrial Policy"
spelling out its policy with regards to Industrial Development and
promotion of private sector. Such a policy will be a prerequisite for
Industrial Planning Exercise.

However, the fact remain that Qatari economy needs diversification
which we may briefly discuss as follows:

4.0 Need for Industrial Diversification

The Qatari economy remain highly dependent on developments in the
oil sector, which generates over 90% of government revenue and a
similar proportion of export earnings. It received serious setback in
1986 when oil prices collapsed, resulting in a 43.8% plunge in the
value of oil sector output and an 18.5% contraction in GDP. That
effectively wiped out the progress made between 1983 and 1985
when the economy started to pick up again following the even
greater slump of 1986. Moreover, after returning to positive growth
in 1987, albeit at a modest rate of 1.7%. The economy went
marginally into reverse again in 1988, when a fresh slide in oil
prices depressed revenues despite a substantial increase in the
volume of oil production and exports.

Total export earnings in 1988 were dragged down by the fall in the
value of oil exports, but imports were only slightly up, so the trade
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surplus remained comfortable, even though only a fraction of the
1985 level.

Qatar's domestic finances are also experiencing difficulties. They
have been in constant deficit since 1986 despite the government's
tendency in its budgets was to be' conservative. It has maintained a
relatively restrictive fiscal stance in recent years to minimize the
annual shortfall, and has successed in reducing public expenditure in
each of the last four fiscal years. A surplus of QR 19 million was
recorded in 1985-86, in fact, although a deficit of QR5.87 billion
was projected since government expenditure was held at only two-
thirds of the budgeted amount.

In 1986-87, when no budget was published but revenues plunged to
QR 5.88 bullion, leaving a deficit of QR 4.6 biliion. The following
year the deficit was trimmed to QR 3.6 billion although it was
projected to widen to QR 5.47 billion, essentially because
expenditure fell under QR 10 billion instead of jumping to QR12.2
billion as forecast. Even so, the expenditure estimate in the 1988-
89 budget was even higher than the year before (at QR 12.4 billion)
while revenues were expected to decline (to QR 6.34 billion), so the
deficit was forecast to increase to QR 6.1 billion.

For 1989-90, the Qatari government published a more restrictive
budget, with a sharp cut in capital spending allocations to QR 1.5
billion (from QR 2.6 billion the year before) accounting for the lion's
share of a 7% reduction in total expenditure to QR 11.5 billion.

For 1990/91 the budget estimates of total budget revenues were
77.86 whereas actual were 10,182. The total expenditure budgeted
were 11709 and actual were 10,365: Because of the higher revenues
the actual deficit was (183) as against budget (3923). The
government also announced that it was to use the Gregorian calendar
from then on and that fiscal years would henceforth run from April 1
to March 31.

While cutting back capital expenditure allocations sharply the Qatari
government is neverthless determined to maintain its economic
diversification drive. While the North Field development has given
rise to some downstream projects producing non-energy products,
the need for an abundant supply of energy remains the common
denominator of the new plants being developed. For the foreseeable
future at least, the fortunes of the Qatari economy will continue to
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be closely tied to the hydrocarbon industry. Unless and until
economic diversification through Industrialization and promotion
also private participation in the industrialization takes rapid steps.
IINDUSTRIAL PLANNING is a key to a successful economy
diversification.


