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ABSTRACT
There is no time for gloom, even as African oil exporters are suﬀering across the board
from low prices
Asset maturity and political challenges raise onshore operational costs while the
oﬀshore sector is deprived of capital expenditure
But with increasingly proven plays and proximity to a market with long-term demand
drivers, Africa’s demographic fundamentals should sustain investor interest
A less optimistic public perception of the continent’s oil industry as a long-term source
of economic uplift may come at some risk to socio-political stability
As a consequence, international oil companies are encouraged to safeguard local
content initiatives, despite the need for OPEX cuts.
The outlook, for governments and corporations in the private sector, will continue to be
shaped by downturn strategies that can provide ﬂexibility and negotiate market uncertainty.

The downturn in the global oil industry over the last eighteen months has been one of the
worst in recent history: More than 200,000 workers have lost their jobs and industry giants
have suﬀered multi-billion dollar losses. While the fall-out of low oil prices across the breadth
of Africa’s oil economies is hardly uniform, impairments to government revenues have threatened economic stability in exporting countries.
In the North, Algeria’s 2016 budget is expected to include spending cuts and consumption tax
increases to help stem a widening trade deﬁcit of more than $20 billion. To the West, Equatorial
Guinea, at $40 per barrel, will suﬀer oil revenue losses of 35 percent relative to a theoretical
prevailing price of $100. And as Nigeria’s public ﬁnances threaten to carry a forecasted deﬁcit of
$11 billion, as well as face up to a 50 percent increase in unemployment, the public perception
of the continent’s oil industry as a long-term source of economic uplift is beginning to wane.
This white paper ﬁnds that, on aggregate, low oil prices have negatively impacted oil-dependent African exporters across the broad base of their stability indicators, the most concerning
of which is unemployment. However, with a twofold rise in the demand for oil products (to 4
million barrels per day) predicted for 2020, and a fourfold increase in electricity demand by
2040, some operators have identiﬁed sub-Saharan Africa’s economic capacity to stimulate a
revival in the regional oil and gas industry. The long-term opportunities for ﬁrms working
across the industry and the prospects for investment in a nascent deep-oﬀshore industry also
necessitate downturn strategies that can provide ﬂexibility and negotiate the uncertainty that
will characterise the industry in the medium term.

Economic Interest
Africa’s oil industry has not been spared any of the pain resulting from the slump in global oil
prices. While production has remained steady, governments and their private partners have
been forced to make painful adjustments. However, the challenges faced by Africa’s economies vary. In the case of predominantly oil importing countries, such as South Africa, where
fuels account for approximately 25 percent of all domestic imports, core inﬂation has tumbled
along with crude oil benchmarks, (from more than 6.5 percent in early 2014 to 4.8 percent in
November 2015), as businesses and consumers beneﬁt from cheaper energy.

Crude oil is priced in US dollars, thus rand volatility may have undermined the full extent of
the upside, but the fundamental beneﬁts remain. Others, particularly those East African economies with ambitions of building hydrocarbons reﬁning hubs, are bemoaning their lack of oil
storage capacity, according to a Deloitte
study, as the region is missing an opportuWTI Crude Oil, USD
nity to accumulate cheap stockpiles, as is
120
the trend around the world 1.
For the bona ﬁde African oil producers,
however, the last twelve months have
brought economic adversity. These countries depend on petroleum for at least 90
percent of their export earnings and, in
the case of Nigeria, approximately 70
percent of budget ﬁnance 2.
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As members of OPEC, Nigeria, Libya and
Angola have urged for supply cuts and
higher oil prices, but to no avail.
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According to IMF and Deutsche Bank research, the governments of Nigeria and Libya needed
a price of $122.50 and $184.50 per barrel, respectively, in order to balance their 2015 budgets,
while Angola’s state planners estimated a price point of $98 to balance their 2014 ﬁscal
budget 3. In reality, at the end of the ﬁrst week of January 2016, Brent crude was trading at an
intraday low of $32.16 per barrel, 72 percent lower than the peak of $115 reached in the
summer of 2014 4, while WTI futures were a few cents above their 52-week low of $34.48.
Analysts at KPMG have calculated that a $40 barrel equates to GDP losses (in terms of oil
revenue, relative to $100 per barrel) of 7.6 percent for Nigeria, 19.5 percent for Angola and
nearly 35 percent for Equatorial Guinea.
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1 AllAfrica – “East African Countries Could Lose Out On Low Oil Prices” 09.02.15
http://allafrica.com/stories/201502100116.html
2 BloombergView – “Will Oil Cause the Next Recession” 02.09.15
http://www.bloombergview.com/articles/2015-09-02/if-oil-prices-keep-slipping-recession-could-follow
3 WSJ – “OPEC: The cartel is Standing Pat on Production, for Now” – 25.11.14
4 The Guardian – “Brent crude oil price drops to new low of $32 a barrel as US output rises” 07.01.16
http://www.theguardian.com/business/2016/jan/07/brent-crude-oil-price-drops-32-dollars-barrel
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Since the oil price slid below
$40, Africa’s hydrocarbon economies have stagnated. Nigeria, the
continent’s largest economy and
biggest oil producer, is projected
to grow by 2 percentage points
less than in 2014. In the second
quarter of 2015, its foreign
direct investment plummeted to
$624 million, the lowest total
since 2007.
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Such severe losses in revenue are very diﬃcult for governments to absorb. In Angola, public
spending was reduced by more than 50 percent in 2015. Its debt as a proportion of GDP
moved toward the same ﬁgure as it forecasted borrowing requirements of $25 billion.
Algeria’s 2016 budget is also expected to include spending cuts and consumption tax
increases to help stem a widening trade deﬁcit of more than $20 billion.
Equatorial Guinea, which produces 3 percent of Africa’s total crude oil5 , will see a deterioration to its external position of approximately 20 percent, according to KPMG analysis6, a
problem arising from a lack of economic diversiﬁcation and shared by countries such as
Chad, Congo and Gabon.

5 BP Statistical Review of World Energy, 2015
https://www.bp.com/content/dam/bp/pdf/energy-economics/statistical-review-2015/bp-statistical-review-of-world-energy-20t15-full-report.pdf
6 KPMG Oil in Africa Report, 2015
https://www.kpmg.com/Africa/en/IssuesAndInsights/Articles-Publications/General-Industries-Publications/Documents/Oil%20and%20Gas%20sector%20report%202015.pdf

Political Dynamics
Nigeria’s recently elected President Buhari faces a similar economic challenge: the public
deﬁcit is forecasted to hit $11 billion. But a 10 percent increase in inﬂation and a 50 percent
increase in unemployment threaten the political stability of a fractured country trying to
confront the dual threats of sectarianism and terrorism in the north. The President’s recent
budget pledged to tap domestic and international credit sources to cover borrowing requirements. However, the trend is toward potential capital outﬂows, as systemic corruption,
pipeline sabotage and weaker oil prices dampen investor interest. Security challenges also
undermine economic growth in terms of lost oil revenues. According to the International
Energy Agency, Nigeria’s value of the estimated 150 thousand barrels lost to oil theft each day
– amounting to more than $5 billion per year – could fund universal access to electricity for all
Nigerians by 2030 7 . Thus, barring serious government action such as accretive terms for
foreign investors and a forward-looking message of growth and optimism for citizens, the oil
price crisis will worsen the country’s indebtedness and social turmoil.
The political stability between South Sudan and Sudan is also jeopardised by a low oil price.
South Sudan is committed to a ﬁxed contract which means it pays $26 per barrel of oil in fees
to Sudan 8. With oil expected to remain under $60 a barrel for the foreseeable future, this
arrangement could be a source of tension between the rivalrous states. And in Libya, where
the central government in Tripoli is seeking to exert its control over territories held by rival
factions, a steady income from oil operations is vital to funding security operations.

Operational Adjustments
Africa’s biggest producers have all maintained production with only incidental
ﬂuctuations since prices began to fall
rapidly in June 2014. But faced with falling
revenue, governments and oil companies
are cutting back to maintain margins.
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11.6 percent and 12.5 percent respectively, despite a mere 2.6 percent fall in
production. Despite a strong balance
sheet position, Sonangol announced a 45
percent cut in its capital expenditure (CAPEX) budget in 2014 to $5 billion 9. In Nigeria, NNPC
slashed its 2015 joint venture CAPEX budget by 40 percent to $8.1 billion due to the “drastic
decline” in oil export receipts 10. Under Nigeria's joint venture arrangements, NNPC funds 60
percent of the CAPEX requirement while the foreign ﬁrms ﬁnance the remainder.

7 International Energy Agency – “Africa Energy Outlook” 2014
https://www.iea.org/publications/freepublications/publication/AEO_ES_English.pdf
8 FT – “War-torn South Sudan under economic attack from fall in oil price” – 21.12.2015
9 Reuters – “Sonangol Preliminary Results for the Year Ended 15 January 2015” – 27.02.15
http://www.reuters.com/article/sonangol-idUSnBw275166a+100+BSW20150227
10 Platts – “Nigeria slashes 2015 joint venture oil CAPEX by 40% to $8.1bn”
http://www.platts.com/latest-news/oil/lagos/nigeria-slashes-2015-joint-venture-oil-capex-26997557
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Private upstream operators are also adapting to the low price environment. BP, with operations in
Algeria and Angola, announced three rounds of spending cuts in 2015. It forecasts that by 2017
global CAPEX will fall to $17-19 billion, from an original 2015 target of $24-26 billion 11.
As well as being cut, capital budgets are also being reprioritised. Cobalt Energy, which made the
world’s fourth largest discovery in Africa last year 12, maintained its 2015 CAPEX budget at $800
million. But 80 percent of that was spent on appraisal and development projects, compared with
just 40 percent in 2014 13. In addition, rumours that Nigeria’s federal government is planning to
hold its initial public oﬀering (IPO) of assets owned by the NOC in 2018 suggest a desire to
rationalise the large cost structures of the existing arrangement and divest from the reﬁning and
distribution businesses in order to focus upstream.
In 2014 all of the largest African discoveries were oﬀshore. These 11 discoveries all ranked in the
global top 20 most signiﬁcant discoveries of the year, according to a PwC study 14 . Yet Rigzone
reported a 20 percent decrease in the number of oﬀshore rigs between June 2014 and June 2015 15.
The indication that investors are reluctant to commit to complex drilling operations in this climate
is a point of concern for Africa’s nascent deep oﬀshore revival as well as other frontier activity.

Analysing Market Strategies
Highly-leveraged producers remain particularly vulnerable in the current climate, while pure-play
explorers can sit on assets until valuations are more agreeable, provided cash ﬂows are not an
issue. Still, re-accessing the markets is a matter of ‘when’ and not ‘if’ for these exploration companies and the outlook is grim, despite a wealth of opportunities.
Genel Energy CEO Tony Hayward declared that capital markets were “eﬀectively closed” to the
industry in Africa 16 . With barrel prices below $50, just a third of $270 billion worth of potential
investment makes economic sense and less than 10 percent of recent reported discoveries have
received ﬁnal investment decisions, according to Martin Kelly, director for sub-Saharan Africa
research at consultancy Wood Mackenzie, as reported via Bloomberg 17.
Oilﬁeld services companies are not exempt from the fallout and a crackdown on costs is causing
pain for global giants such as Schlumberger, which announced 9,000 layoﬀs in 2015, while Baker
Hughes announced 7,000 job losses and a 20 percent cut in CAPEX 18. Despite the need for lower
staﬃng costs and greater operational eﬃciency, local content and national training programmes
remain an important part of each nation’s oil and gas legacy and a sound long-term investment
for international oil companies. Companies can look across the supply chain and ﬁnd meaningful
savings elsewhere. The cost of data acquisition (2D and 3D seismic surveys), for example, dropped
by 65 percent in 2013/14. Africa is a particularly vulnerable market for these service ﬁrms, due to
generally higher operating costs. This, however, presents an opportunity for smaller independent
explorers to cut costs and negotiate excellent terms with suppliers, such as rig contractors.
Smart use of hedging may be generating material cash ﬂows and repaying producers now after
years of boom time oil prices. One example, Tullow Oil – which has producing assets in West Africa
and signiﬁcant prospects in the East – has harnessed a number of downturn approaches to achieve
stability. While the company cut its annual exploration budget by 80 percent to just $200 million, its
CAPEX budget remained resilient in the ﬁrst half of 2015, falling just 25 percent, to $783 million.

11 Reuters – “BP shrinks again to weather extended oil slump” 27.10.2015
http://www.reuters.com/article/us-bp-results-idUSKCN0SL0MT20151027
12 in barrels of oil equivalent
13 Cobalt Energy – 23.02.15
http://www.cobaltintl.com/newsroom/cobalt-international-energy-inc.-announces-fourth-quarter-and-year-end-2014
14 PwC – “From Fragile to Agile: Africa Oil & Gas Review” August 2015
http://www.pwc.co.za/en/assets/pdf/oil-and-gas-review-2015.pdf
15 Ibid
16 Bloomberg – “Africa Oil Boom Fades as $50 Crude Shuts Door on High Cost Deals” 20.11.15
http://www.bloomberg.com/news/articles/2015-11-20/africa-oil-boom-fades-as-50-crude-shuts-door-on-high-cost-deals
17 Ibid
18 PwC – “Fit for $50 oil in Africa: Will the boom go bust?” – February 2015
http://www.pwc.com/gx/en/oil-gas-energy/publications/pdfs/pwc-fit-for-50-dollar-oil-in-africa.pdf

Tullow has ramped up production in West Africa and secured hedges to mitigate price risk.
The company reports it has a ﬂoor price of $75 per barrel for 2016 and a hedging programme
with a mark to market value of nearly $450 million19.

The Range of Challenges
Regulatory uncertainty and ﬁscal terms have moved up the list of important concerns in the
current commercial environment. No longer a ‘contextual issue’, African governments will likely
have to make competitive contractual oﬀers in upcoming licensing rounds to ensure investor
interest and improve perceptions. Current proﬁt-share deals in deep-water oilﬁelds award
anything between 60-90 percent to government, while in Nigeria, legislation is under consideration to increase oﬀshore taxes from 50 percent to 73 percent 20. As a mirror of this concern, in
South Africa investors are seeking clarity over the Mineral and Petroleum Resources Development Act before committing to an untested market. A PwC survey found that oil and gas ﬁrms
regard South Africa as the most uncertain regulatory environment on the continent 21.
In a low-oil price environment, large scale infrastructure investments move even more slowly.
However, according to a PwC executive survey, concerns about poor physical infrastructure in
Africa’s oil and gas industry ranked second highest after the uncertain regulatory framework 22.
In August 2015, Kenya and Uganda agreed on a route for the 1,400km Hoima-Lokichar-Lamu
pipeline, expected to cost at least $4 billion. Asked about the prospects of ﬁnancing the project,
John Ngumi, chairman of Kenya Pipeline Co., described them as “not entirely impossible” 23.
Meanwhile, Tanzanian authorities have delayed a decision on a proposed $15 billion export
plant for three years24. The importance of large-scale infrastructure to the commercialisation of
oﬀshore resources cannot be understated and evidence of extraordinary government support
will be needed to sustain momentum.

No Time for Gloom
Even as depressed prices and above the ground risks dominate today’s business news,
increasingly proven plays and proximity to a market with long-term demand drivers should
support investor interest in Africa’s oil industry throughout the downturn. On a continent
where only 31 percent of people had access to electricity in 2014 25 , long-term investors are
following fundamentals and perceiving more value in today’s assets than in recent history, as
other players seek to de-risk their Africa portfolio.
A twofold rise in the demand for oil products (to 4 million barrels per day) is predicted for
2020 26, as well as a fourfold increase in electricity demand by 2040 27.

19 Tullow Oil - “Overview Presentation Nov/Dec 2015”
http://www.tullowoil.com/Media/docs/default-source/3_investors/Nov-dec-2015-tullow-overview-presentation.pdf?sfvrsn=18
20 Bloomberg – “Africa Oil Boom Fades as $50 Crude Shuts Door on High Cost Deals” 20.11.15
http://www.bloomberg.com/news/articles/2015-11-20/africa-oil-boom-fades-as-50-crude-shuts-door-on-high-cost-deals
21 PWC – “From Fragile to Agile: Africa Oil & Gas Review” August 2015
http://www.pwc.co.za/en/assets/pdf/oil-and-gas-review-2015.pdf
22 PWC – “From Fragile to Agile: Africa Oil & Gas Review” August 2015
http://www.pwc.co.za/en/assets/pdf/oil-and-gas-review-2015.pdf
23 Bloomberg - “Kenya Starts Talks With Uganda on Financing for Oil Pipeline” 28.08.15
http://www.bloomberg.com/news/articles/2015-08-28/kenya-starts-talks-with-uganda-on-financing-for-oil-pipeline
24 Bloomberg - “Tanzania Sees Decision on $15 Billion LNG Project in Three Years” 19.07.15
http://www.bloomberg.com/news/articles/2015-06-19/tanzania-sees-decision-on-15-billion-lng-project-in-three-years
25 International Energy Agency – “Africa Energy Outlook” 2014
https://www.iea.org/publications/freepublications/publication/AEO_ES_English.pdf
26 McKinsey & Company – “Brighter Africa” Feb 2015
27 International Energy Agency – “Africa Energy Outlook” 2014 h
https://www.iea.org/publications/freepublications/publication/AEO_ES_English.pdf

Justiﬁably, some operators have identiﬁed that sub-Saharan Africa has the economic capacity
to stimulate a revival in the regional oil and gas industry. BG Group, which has a signiﬁcant
interest in east African LNG, reduced its CAPEX budget by 34 percent in 2015 but focused the
cuts in Brazil and Australia to protect investment in Tanzania 28. The country’s economy sourced
nearly 16 percent of its $125 billion worth of oil imports from African nations in 2015 and
hopes to increase that ﬁgure to 25 percent in the short term 29 . ONGC Videsh, the overseas
investment arm of India’s national oil company, is considering bidding for six blocks on oﬀer
in Uganda, with the successful bidders for these blocks to be announced by mid-January.
Among other African nations set to oﬀer exploration blocks in 2016 is the Republic of Congo.
Following formal ratiﬁcation of the new Petroleum Code by parliament, this year will see
oﬃcials in Brazzaville invite oﬀers for a licensing round of open blocks in the Cuvette basin.

The Stability Protocol
Coping with low oil prices demands a ﬂexible approach from private corporations and governments. Capital expenditure, ﬁnancial management and regulatory certainty should rank
highly across the public-private divide, while in terms of diversifying the national ﬁscal base,
the second best time is surely now, as oil prices look uncertain into the medium term. Tighter
ﬁscal planning will safeguard Africa’s oil export dependent economies from spiraling deﬁcits
and relieve pressure on their respective currencies. Though market sentiment is fragile,
securing the high up-front CAPEX budgets for investing in infrastructure could prove an
important step towards commercialising new hydrocarbon ﬁnds, particularly oﬀshore East
Africa. Maintaining a willingness to prospect and invest in upcoming rounds, will position
companies to acquire assets on highly competitive terms. Finally, as unemployment bites,
ring-fencing local content initiatives will play a part in protecting social stability, as well as
store-up operational eﬃciency dividends for IOCs in the long run.

28 BG Group – “Investor Update Nov/Dec 2015”
http://www.bg-group.com/assets/files/cms/BG_Q32015_presentation.pdf
29 Investing News – “India to Focus on Increased Investment in African Oil and Gas Assets at India-Africa Forum Summit” Oct 2015
http://investingnews.com/daily/resource-investing/energy-investing/gas-investing/india-to-focus-on-increased-investment-in-african-oil-and-gas-assets-at-india-africa-forum-summit/
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