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ABSTRACT This article provides a critical overview of the key commercial,
technical, legal, and political challenges the Eastern Mediterranean region
faces in regard to the development of its natural gas resources and proposes
possible ways to overcome them. To that aim, it first gives an up-to-date
overview of the upstream developments in the region. It then discusses
the challenges facing the monetization of the gas discoveries by looking at
both the commercial challenges hampering exploration and field devel-
opment and the technical challenges involved in exporting the gas to the
immediate and distant markets. While examining the legal and political
challenges related to maritime delimitation and political alignments, it
highlights the role of gas. Finally, it offers some possible ways to overcome
those challenges.
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Introduction

ern Mediterranean have played an important role in regional dynamics

for several reasons.! First, the Eastern Mediterranean holds substantial
natural gas potential. The total volume of discovered gas reserves in the region
is similar to that of Norway. Around half of that volume, which is equivalent
to Azerbaijan’s current gas reserves, was discovered in the past decade. When
the assessments for undiscovered resources are also considered, the region’s
total gas potential is equivalent to that of the North Sea, making the Eastern
Mediterranean region an exciting exploration frontier.

The exploration and exploitation of hydrocarbons resources in the East-

Second, the exploitation and utilization of the region’s gas potential have
brought various benefits and challenges with it. In addition to contributing
to the economy of the region, the discovered reserves have changed the entire
energy picture in Egypt and Israel. Now, these gas producers face the risk of
oversupply and competitive prices within the region. Third, having supplied
their immediate neighbors, they are in need of reaching distant but lucrative
markets; the lack of sufficient gas export infrastructure in place is a major ob-
stacle. All of the options on the table face several commercial, security, legal
and political challenges.

Resolving the longstanding disputes in the region, particularly those related to
maritime boundaries, remains the most difficult conundrum. Without a via-
ble export route to distant markets, the future of exploration, production, and
field development activities in the region look bleak. Unfortunately, instead of
paving the way for collaboration and cooperation to help improve prosperity,
natural gas has further complicated the already complex dynamics of the re-
gion and become a tool for shaping new alignments and alliances. All of these
issues will be discussed throughout this article through a critical lens and some
recommendations for a possible way forward will be offered.

Brief Overview of Natural Gas Developments in the Eastern
Mediterranean

More than 5,000 billion cubic meters (bcm) of natural gas has been discov-
ered in the region since the first gas discovery in Egypt’s Abu Madi gas field
in 1967.% This is more than the total amount of gas discovered in Norway.’?
Around half of that volume was discovered in the past decade.* Some of the
discoveries in the Eastern Mediterranean, namely, the Tamar and Leviathan
fields in 2009 and 2010 in Israel, Aphrodite in 2011 in Cyprus, and Zohr in
2015 in Egypt were among the world’s largest deep-water gas discoveries.’
Of these, the Zohr field is the largest gas discovery ever made in the Med-
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iterranean Sea.® Consequently, the East- Resolving the Iongstanding

ern Mediterranean has become one of di tes in th .
the most exciting new frontiers of natu- ISputes In the region,

ral gas exploration worldwide. However, particularly those related

this is not the only reason why the region to maritime boundaries
has sparked the interest of major interna- !

tional energy players. remains the most difficult
conundrum

The Eastern Mediterranean region is es-

timated to have substantial yet-to-be-

discovered hydrocarbon resources. Two United States Geological Survey
assessments,” as well as potential estimates by Cypriot, Lebanese, and Israeli
officials, have put the region under the spotlight of international energy com-
panies.® These estimates indicate that the region’s undiscovered potential is
twice as much as the total gas discoveries made there so far. When the vol-
ume of discovered gas and undiscovered gas potential are combined, the re-
sulting total places in the Eastern Mediterranean region are on par with the
whose holdings are divided among Norway, the UK, the Netherlands, and
Denmark.

The substantial gas potential of the Eastern Mediterranean has yet to be ad-
equately developed. A large part of the region still remains under- or unex-
plored, even in Egypt, and the speed of exploration and success have been
uneven among the countries involved. Some countries have been successful in
attracting foreign companies, others not. In some cases, progress has been in-
terrupted or delayed because of domestic conditions, often related to political,
regulatory, and legal issues. A brief account of exploration activities by country
is provided below.

Egypt

Egypt has launched numerous international bidding rounds for hydrocarbon
exploration and production and has signed dozens of agreements with inter-
national companies.’ The demarcation of its maritime borders with Saudi Ara-
bia allowed Egypt to launch its first-ever bid round in 2019 for the untapped
area of the Red Sea. Another virgin territory, the offshore West Mediterra-
nean, is currently being directly negotiated with interested companies. After
ExxonMobil was awarded a block in the area in early 2020, six more blocks
in this zone were awarded to major international oil and gas companies.'” On
February 18, 2021, Egypt announced the start of a new round of bids for the
exploration and exploitation of oil and natural gas in 24 blocks, nine of which
are in the Mediterranean Sea.

There have been several large onshore and offshore natural gas discoveries in
Egypt in the past five decades. Of these, the most important one was the Zohr
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In 2014, the Syrian government  field whichis regarded as a geologi-

. d ducti hari cal game-changer for exploration in
sighed a production-sharing the Mediterranean.! It is important

agreement for the exploration  to note that both ExxonMobil and

and developm ent of one of its Chevron entered the Egyptian up-
stream sector in 2019. Moreover,

blocs, but no activity has been e acquiring Noble Energy (op-
reported yet erator of the Tamar and Leviathan
fields in Israel and the Aphrodite
field in Cyprus) in 2020, Chevron has become one of the most important ac-

tors in the Eastern Mediterranean.

The GASC

The Greek Administration of Southern Cyprus (GASC) held three offshore
licensing rounds for hydrocarbon exploration in 2007, 2012, and 2016 and has
awarded nine blocks to foreign companies. Three offshore gas discoveries have
been made to-date-Aphrodite in 2011, Calypso in 2018, and Glaucus in 2019.
Of these, only the Aphrodite field discovered by Noble Energy was declared
commercial in 2015."

Israel

Israel has been exploring hydrocarbons for decades, albeit without much suc-
cess. The first commercial gas discovery, the offshore Mari-B field, took place
in 2000. A decade later, two giant offshore gas reserves were discovered —the
Tamar field in 2009 and the Leviathan field in 2010. Other, smaller discoveries
followed. Israel expanded its offshore exploration opportunities after the gov-
ernment adopted a new gas sector framework in 2015 and 2016. Since 2016,
licenses for hydrocarbon exploration offshore have been granted via a compet-
itive process. Israel held three international offshore bid rounds in 2016, 2018,
and 2020 for natural gas and oil exploration, and awarded numerous blocks."
In February 2021, the Israeli Ministry of Energy announced plans to launch
a fourth offshore bidding round for exploration licenses for 25 blocks to be
grouped into six clusters.

Lebanon

Lebanon has launched two international licensing rounds for offshore oil and
gas exploration. The first, in 2012, was postponed several times due to the po-
litical deadlock and lack of consensus in the country. Finally, in 2017, the li-
censing round was relaunched, and two blocks were awarded to a consortium
of three companies: TOTAL, ENI, and Novatek. The consortium failed to find
a commercial reservoir in its first exploration well in block 4, which was drilled
in early 2020. The drilling activities in the other block (block 9) are expected
to commence in 2021. In the second offshore licensing round, launched in
2019, five blocks were offered. However, the deadline for submitting bids has
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been postponed three times due to the global COVID-19 pandemic and its
economic repercussions.'* The government expects to complete the round in
2022.

Palestine

In Palestine, limited exploration activities have been undertaken. Only one
small gas field, the Gaza Marine field, was discovered by British Gas (now
Shell) in 1999 on the Palestinian coast.”® The field remains undeveloped due
to the continued blockade of Palestine’s access to the gas field by Israel and the
political divisions among the Palestinians.

Syria

Syria’s offshore is truly a frontier area of exploration, as no wells have been
drilled offshore Syria. The first offshore bidding round was held in 2007, but
no licenses were awarded. The second Syrian international offshore licensing
round, held in 2011, received no bids, as war broke out in the country soon
thereafter. In 2014, the Syrian government signed a production-sharing agree-
ment for the exploration and development of one of its blocs, but no activity
has been reported yet.' Due to the ongoing crisis in the country, no significant
development in upstream activities is likely in the near future.

Turkey

Turkey’s offshore hydrocarbon exploration activities in the Mediterranean
gained momentum following the announcement of its new national energy
and mining policy in 2017. Unfortunately, none of the 18 wells drilled to date
in Mediterranean have contained commercial quantities of hydrocarbons. It
should be noted that the Turkish Republic of Northern Cyprus (TRNC) is-
sued offshore licenses to Turkish Petroleum (TPAO) for hydrocarbon explo-

The first
domestically built
and operated
drilling ship,
Fatih, is pictured
anchored in the
port of Trabzon,
Turkey, during
operations in the
Black Sea.

AA
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Currenﬂy’ both Egypt and Israel lr)ation in seven blocks in Septem-
2011.

are net gas exporters. Ifoneor

more of its existing discoveries Several exploratory and appraisal

are converted into production drilling campaigns were expected
to take place in the Eastern Med-

capacity, the GASC will also iterranean in 2020, but many of

become a gas exporter them have been deferred as compa-
nies curtailed their upstream capi-

tal expenditures due to the COVID-19 pandemic. This was especially the case
for the drilling activities in the GASC and Lebanon. The pandemic has also
had an impact on licensing plans in the region. Compared to other countries,
however, Egypt’s upstream activities and plans are the least affected.

The Eastern Mediterranean Has Become a Gas Exporting Region

Discoveries make sense if they are converted into production capacity, which
necessitates selling the produced gas to domestic and/or international markets
with a favorable profit margin. Selling the gas to domestic markets was rather
easy because all the countries in the region were hungry for natural gas, the
least polluting fossil fuel. Using domestically produced gas has brought not
only environmental but also economic benefits since it has helped reduce de-
pendence on imported fuels, mostly coal and petroleum products.

For all these reasons, the produced gas has easily found its way to the domes-
tic market. In Egypt, for instance, most of the discovered fields were put into
production quite quickly, which allowed the country to switch from oil to gas
in power generation. Instead of being consumed in the domestic market, the
freed-up oil was exported and hence generated revenues for the country. And
once domestic gas production exceeded demand, the excess production was
also channeled to foreign markets. As a result, Egypt became a gas exporter in
2003. However, during the political uncertainty and civil unrest in the coun-
try between 2011 and 2013, gas production could not keep up with booming
demand, and consequently, Egypt became a gas importer in 2015. This situ-
ation was reversed in 2018, thanks to a series of successful licensing rounds
for hydrocarbon exploration and production after 2013 and improvements in
pricing policy that resulted in multiple discoveries and a tremendous increase
in gas production.

In Israel, production from the Mari-B field, which came online in 2003, was
not sufficient to meet the domestic demand for gas. Therefore, gas imports
commenced in 2005 by pipeline from Egypt, and Liquefied Natural Gas (LNG)
imports began in 2013 from international markets. After production from the
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Tamar field began in 2013, Israel became, first, self-sufficient in gas, and then
a net gas exporter.

Currently, both Egypt and Israel are net gas exporters. If one or more of its
existing discoveries are converted into production capacity, the GASC will also
become a gas exporter. Lebanon might follow if sufficiently large discoveries
are made, as is hoped. Natural gas production potential in the region is more
than sufficient to meet the regional demand in the short to mid-term. Accord-
ing to the Observatoire Méditerranéen de I’Energie (OME), the total gas export
potential of Egypt, Israel, and the GASC could be between 30 bcm to 50 bcm
per year by 2030."” The problem is that the region lacks sufficient physical ex-
port infrastructure to export that much gas, particularly to distant markets.

The Lack of Sufficient Export Infrastructure: A Major Challenge to
Access to Distant Markets

Egypt has a well-established and diversified gas export infrastructure. It has
two gas export pipelines: the Arab Gas Pipeline (AGP) connecting Egypt to
Syria via Jordan and the Eastern Mediterranean Gas pipeline (EMG), some-
times called the Arish-Ashkelon Pipeline, connecting Egypt’s Sinai Peninsula
to southern Israel.

Egypt’s gas exports to Jordan commenced in 2003 through the AGP, which has
an annual capacity of 10 bcm.'® Egyptian gas reached Syria in 2008 and Leb-
anon in 2009. Following the repeated terrorist attacks on its feeder pipelines
during the unrest in Egypt in 2011, only small volumes of gas reached Jordan
until early 2014. Afterward, gas deliveries stopped completely, and the pipeline
remained idle. Egypt resumed gas exports to Jordan in 2019 when the pipeline
became operational again. In the past, there were plans to export Egyptian gas
to Turkey by extending the section of the AGP in Syria to the Turkish border.
Theoretically, this pipeline could be used as a gas collector, for instance taking
gas from Israel and from Lebanon if gas were found there, and carrying the gas
from the region to Turkey and onward to Europe. However, such an option is
currently unrealistic given the ongoing conflict in Syria and the political dis-
putes in the region. The EMG is a subsea pipeline with an annual capacity of 7
bem. " It skirts the Gaza Strip and connects the Israeli and Egyptian gas trans-
mission systems. It was originally built to export Egyptian gas to Israel. Gas
supply from Egypt to Israel began in 2008 through this pipeline and continued
until April 2012 when Egypt terminated its contract with Israel. It currently
carries gas in reverse flow, from Israel to Egypt.

In addition to those two pipelines, Egypt has two LNG liquefaction plants,
in Idku and in Damietta. Their combined annual capacity is 19 bcm.?® Those
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facilities allowed Egypt to become an LNG exporter in 2003, but they have re-
mained idle since 2011 when the feed gas was reverted to the domestic market.
Exports from the LNG plant in Idku resumed in 2016. Exports from the other
LNG plant in Damietta has restarted on February 22, 2021.

Figure 1: Gas Export Infrastructure in Eastern Mediterranean

----- Planned/under construction
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------
-
-

-
—”
-

Source: Compiled by the author

Israel started exporting small quantities of gas from the Tamar field in January
2017 to two private companies in Jordan: the Arab Potash Company and the
Jordan Bromine Company. In January 2020, gas from the Leviathan field be-
gan to flow to the Jordanian National Electric Power Company. Two separate
pipelines were constructed to enable the flow of gas from Israel to customers
in Jordan. In addition, gas exports from Israel to Egypt through the EMG pipe-
line started in January 2020.

In the past, there were plans to export Israeli gas to Palestine and to Turkey.
Talks about exporting up to 1 bcm of gas per year via a pipeline to feed power
plants in Gaza have been going on for years. Reportedly, a major step forward
on that path was taken in February 2021. According to news circulating in the
media, Israel will sell gas to Gaza under a deal involving the EU, the UN, and
Qatar. Gas would come from the Leviathan field, the EU would provide financ-
ing to install gas pipelines from the Israeli border to the power plant and Qatar
would handle pipe installation on the Israeli side.”! The other project of export-
ing gas to Turkey, however, has been shelved. It involved building an 8 bcm-
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per-year capacity pipeline from  The probability of the EastMed

the Leviathan field (with a possible iveli d the Turk
link to the Tamar field) to Turkey’s gas pipéiine an e furkey-

Southeastern Mediterranean coast, Israel pipeline projects ever

and possibly from there onward to materializing is very low. This
Europe. Another alternative export

route that was under discussion in is Partly because both pipelines
the past (at least before Noble En- need to cross disputed

ergy was acquired by Chevron) and cus .
has recently been reconsidered is maritime zones, which would

the export of LNG via a floating provoke political tensions
LNG facility. A floating LNG facil-

ity, or Floating Liquefied Natural Gas (FLNG), could offer more flexibility and
freedom for the export of Mediterranean gas to lucrative markets.

Cyprus has no gas export infrastructure. Since the amount of gas discovered
in the Aphrodite field was not sufficient to justify the envisioned LNG plant
at Vassilikos commercially viable, at present the building of a subsea pipeline
from the field, either to Europe or to Egypt, is being considered. The pipe-
line to Europe is the EastMed project, with an annual transport capacity of
10 bem. It seeks to link Israel and the GASC to Greece.” The three countries
signed an inter-governmental agreement about this project in January 2020.
Its extension to Italy is known as the IGI Poseidon pipeline. The pipeline is en-
visaged to be completed by 2025. Despite the optimism and political support,
questions remain about the project’s commerciality, profitability, and financing
especially since, after touting the EU’s ‘Green Deal’ vision, the EU’s Connect-
ing Europe Facility has abandoned financing hydrocarbon projects. The other
project, to Egypt, aims at constructing a pipeline from Cyprus to Egypt. It is
not yet clear whether the gas is intended for the Egyptian domestic market or
for re-export via the Idku LNG plant in Egypt or both. The GASC and Egypt
signed an inter-governmental agreement concerning this project in September
2018. Nevertheless, none of the above-mentioned projects have registered any
tangible progress. This is partly due to the uncertainties concerning the devel-
opment of the Aphrodite field caused by the absence of a unitization agree-
ment with Israel, bureaucratic delays concerning the field’s development plans,
and the lack of sufficient feed gas. In the northern part of the island, there
have been negotiations to build a gas pipeline in parallel to the existing water
pipeline between the TRNC and Turkey. If realized, this project could facilitate
the gasification of the island. Moreover, by reversing the direction of the flow,
it could, at least in theory, provide an export route for GASC and potentially
also Israeli gas to Turkey and from there onward to Europe.

According to some analysts, the probability of the EastMed gas pipeline and
the Turkey-Israel pipeline projects ever materializing is very low.” This is
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partly because both pipelines need to cross disputed maritime zones, which
would provoke political tensions. Therefore, they can be considered as a realis-
tic option only if the Cyprus problem is resolved.

Commercial Challenges Facing Eastern Mediterranean Gas

Exporting the Eastern Mediterranean gas faces several commercial chal-
lenges.” The competitiveness of the region’s gas at export destinations, both
within and outside the region, is one of those challenges. This mainly concerns
the Israeli gas. Around 3 bcm of gas per year is committed to Jordan from
the Tamar and Leviathan fields.”” In addition to that, in 2019, the partners
in the Tamar and Leviathan fields signed a gas sales and purchase agreement
with Dolphinus Holdings, a private company in Egypt. Exports to Egypt are
expected to reach 7 bcm per year at plateau level and will last until 2034.%¢ In
sum, the total quantity of annual gas exports from Israel to Egypt and Jordan
amounts to 10 bem for more than a decade. How the contracted quantities of
gas with uncompetitive prices could be absorbed, especially by the Egyptian
market, is an important issue that needs to be questioned.

Israeli regulation prohibits the sale of gas to foreign markets cheaper than
the domestic market. In the first three quarters of 2020, the average sale
price of Tamar and Leviathan gas to customers in the domestic market was
above $5/MMBtu, as indicated in the financial statements of Delek Drilling.
Imported gas from Israel, which is estimated to be around $6/MMBtu, as-
suming a Brent oil price in the range of $60-70 per barrel, is understood to
be consumed in industry.”

However, the price of gas for industrial use in Egypt was reduced to $4.5/MMBtu
by the government in March 2020 to combat the COVID-19 pandemic.?® If the
Egyptian government announces further reductions in gas prices as expected,
it will be very difficult for Israeli gas to compete in the Egyptian market. On the
other hand, the shrinking domestic gas demand due to the COVID-19 pan-
demic, coupled with the very low LNG prices, forced Egypt to limit production
in some fields. Later, Egypt decided to halt LNG exports between March to
October 2020 altogether in order to avoid exporting LNG at a loss. This was
understandable, as LNG prices at export destinations were too low compared
to the price Egypt was paying to the domestic producer-$2.65/MMBtu for the
bulk of onshore production and to up to $5.88/MMBtu for the deep offshore.”
When the LNG prices recovered, those restrictions were eased and LNG ex-
ports resumed in October 2020. Almost all of this LNG was sold to Asian mar-
kets, due to the attractiveness of its price. It should be noted that the benchmark
price for spot-delivered LNG to North-East Asia rose to an all-time high of
$32.50/MMBtu on January 13, 2021, after plunging to a record low of $1.825/
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MMBtu on April 28, 2020.* The record spot LNG _

prices observed in January 2021 would make even

re-exporting of Israeli gas through the LNG facilities

in Egypt profitable. However, this price hike was an AIthough there are
exception, not a norm. When the costs of imported varyin g views about
gas from Israel, liquefaction in Egyptian LNG plants,

and shipment to foreign markets are added together, when the world

in general, the landing price in the destination mar- LNG markets will be

ket is unlikely to b.e c.ompetitive, p?rticularly in Eu- rebalanced, recent
rope. The case is similar for Egyptian gas when the

average LNG netbacks are calculated.’ estimates indicate
that it is unlikely to

The discussion above indicates that the Egyptian
happen soon

market is likely oversupplied with gas at uncom-
petitive prices. It seems that a similar situation is
also the case for Jordan, which has pipeline gas supply contracts with Egypt
and Israel. When gas supplies from Egypt stopped in 2012, Jordan embarked
on aggressive investments in renewable energy. Today, the country produces
nearly 20 percent of its electricity from renewable resources, compared to
only 1 percent in 2012. This share is expected to reach 30 percent in 2030.%
The current oversupply of both natural gas and electricity is likely to force
the Jordanian government to introduce radical measures, such as deferring
or suspending some of the solar and wind projects and perhaps paying com-
pensation to independent power producers to reduce or cease generating
electricity. The 470 MW Attarat oil shale plant, which was expected to com-
mence operations in early 2021, might also be shelved.

The Israeli market is not very different. Production from Energean’s Karish
field is expected to start in late 2021 and from the Tanin field soon thereafter.
Israel’s gas demand is forecasted to more than double between 2020 and 2040,
exceeding 25 bem. This forecast takes into account the complete phaseout of
coal by the end of 2025 and the increasing share of renewables in electricity
generation from 8 percent in 2020 to 30 percent by 2040.” Even though Is-
raeli gas demand will continue increasing in the future, however, the market
share of natural gas might not grow fast enough, as is forecasted due to rapidly
growing electricity generation from renewables saturating energy demand.
This could put pressure on companies, especially the Leviathan and Tamar
partners, that wish to double the production in both fields with second-phase
development plans. Unless access to export markets is secured, this scenario
would also discourage exploration activities.

All these issues point to a likely oversupply of relatively expensive gas in the re-
gion. As a matter of fact, from time to time it could make more sense for Egypt
and Jordan to import competitively priced LNG from international markets
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Tu rkey has shifted toward rather than pipeline gas from Israel, at least

. ti until the oversupply in the world LNG mar-
pursuing a more assertive ket disappears. Although there are varying

policy, including the Mavi views about when the world LNG markets
Vatan, or Blue Homeland will be rebalanced, recent estimates indi-
4

. cate that it is unlikely to happen soon.*
Naval Doctrine announced

in 2006 World LNG demand is estimated to double
by 2040, and two-thirds of the increase in
LNG imports are expected to occur in Asia* where, in the future, LNG prices
(both spot and oil-linked) are expected to remain above European gas prices.*
Moreover, some 40 percent of the currently active LNG contracts will expire by
2030.%7 Therefore, there will be fierce competition between LNG exporters to
gain a market share in Asia. The Eastern Mediterranean gas producers will face
major challenges to compete in the Asian market. Since only Egypt has LNG
export facilities in the region, naturally these facilities will prioritize export-
ing gas produced in Egypt. It is usually assumed that gas production in Egypt
will not be able to meet domestic demand in the mid-to-long-term, and hence
that there will be plenty of spare capacity in the Egyptian LNG plants. This is a
strong assumption to which the author of this article does not subscribe. Rather,
it is the gas producers in Israel who will likely face more difficulties in finding
markets for their gas. To reiterate, if additional export outlets are not secured,
exploration and development activities in Israel will be under severe stress.

Maritime Boundary Disputes: A Major Obstacle to Exploration and
Exploitation of Gas in the Region

At present, the majority of maritime boundaries in the Eastern Mediterranean
are not demarcated, e.g., between Greece and Turkey, the GASC and Turkey,
the GASC and Syria, Israel and Lebanon, Israel and Palestine. And those that
have been agreed upon bilaterally are contested by other countries in the re-
gion.*® The lack of unified agreement and maximalist approaches pursued by
the parties in their respective claims is a major obstacle to gas exploration,
exploitation, and commercialization in the region.

The discovery of the Tamar and Karish fields in Israel has fueled a maritime
boundary dispute between Israel and Lebanon. This has added further com-
plexity to the already troubled relations between the two countries. The area of
overlap in the Exclusive Economic Zone (EEZ) claims between the two coun-
tries is about 855 km? Tensions escalated in 2013 when the Lebanese govern-
ment included the disputed area to the blocks it offered in its first offshore
hydrocarbon exploration bidding round. Over the years, both Lebanon and
Israel have threatened to use force against each other to protect their claims. In
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October 2020, Israel and Lebanon entered negotiations, hosted by the UN with
the U.S. as mediator and facilitator, regarding the demarcation of their dis-
puted maritime border.*” However, when the Lebanese delegation pushed for
an additional 1,430 km? of sea farther south, which includes part of the Karish
field, to be included in Lebanese territory, Israel presented a countermeasure
of its own, and hence negotiations to settle the border issue were suspended.*

The maritime boundary dispute between Turkey, the GASC, and Greece is
more challenging because of the ‘Cyprus Problem, which has a multilateral
dimension. Cyprus has been de facto partitioned since 1974, separated by a
buffer zone known as the ‘Green Line. The North of the island is under the
control of the TRNC and the South is under the control of the GASC. Turkey
does not recognize the GASC nor, therefore, its proclaimed EEZ.

Hydrocarbon exploration activities have been another reason for conflict be-
tween Turkey and the GASC. Turkey maintains that the GASC’s awarding of
hydrocarbon exploration blocks to energy companies disregards the Turkish
Cypriots’ legitimate rights.*’ Moreover, Turkey’s continental shelf claim over-
laps partly with those of the GASC’s proclaimed EEZ (specifically parts of the
GASC’s blocks 4, 5, 6, and 7). Furthermore, two of the TRNC’s blocks, awarded
to TPAO (blocks F and G), overlap with GASC blocks 2, 3, 8,9, 12, and 13.

Figure 2: Exploration Blocks, Gas Export Infrastructure, EEZ/CS Claims, and Agreements in the
Eastern Mediterranean

Source: Compiled by the author
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The maritime border dispute between Turkey and Greece is very complex. It
not only concerns their overlapping maritime boundary claims in the Medi-
terranean, but also the maritime boundaries of the Greek islands adjacent to
Turkey in the Aegean and the Mediterranean Sea. The nature of the dispute
between the two NATO members mostly involves national security grounds
that are beyond the scope of this article.* However, in the past few years, hy-
drocarbon exploration activities have become part of the security dimension.
Since Greece rarely conducts exploration activities in the Eastern Mediterra-
nean, it is the intensifying activities of TPAO that are usually blamed for the
escalation of tensions in the region. Various actions and threats by the EU and
some other major powers emanating from their biased policies, which include
some form of sanctions, have not dissuaded Turkey. On the contrary, Turkey
has shifted toward pursuing a more assertive policy, including the Mavi Vatan,
or Blue Homeland Naval Doctrine announced in 2006.*

Even though national security concerns are at the core of the maritime bound-
ary disputes between the countries in the region, natural gas exploration
activities have often been accused of exacerbating the frictions. Sometimes
those frictions have gone beyond diplomatic protests. For instance, in Feb-
ruary 2018, the Turkish navy blocked a drillship hired by ENI from reaching
its drilling target in the GASC’s block 3, to which the TRNC also lays claim.
Another example involved the TPAO’s seismic survey ship in July 2020 near
the Greek island of Kastellorizo (Meis), in an area of the Mediterranean Sea
claimed by Turkey and Greece. German Chancellor Angela Merkels inter-
vention prevented a military confrontation between the two NATO members.
Lastly, just a few days after the signing of the Greece-Egypt EEZ agreement in
August 2020, Turkey sent a seismic survey ship, escorted by Turkish navy ves-
sels, into the disputed zone. This move put the Greek military on high alert.
In support of Greece, France dispatched fighter jets and a naval frigate to the
area. On August 14, 2020, a Greek and a Turkish warship were involved in a
mild collision. These examples are evidence that the highly volatile situation
could easily spiral out of control.

International Law as a Potential Means of Conflict Management and
Resolution

The Eastern Mediterranean maritime boundaries disputes not also threaten the
peace and security of the region but also constitute a key impediment to the ex-
ploration, exploitation, transport, and export of its hydrocarbons. The question
is, which international law could be used to overcome the disputes—and how?*

The broad principles of international law concerning hydrocarbon explora-
tion and exploitation, as well as maritime boundary delimitation, are set out
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in the provisions of the United Na-  Bjlateral maritime delimitation

tions Law of the Sea Convention ts tvpicallv d t
(UNCLOS), an international treaty agreements typically ao no

adopted in 1982. UNCLOS is re- map the whole boundary

garded as a reflection of customary  phatween two countries, in
international law (CIL). In principle, !

even if a country is not a party to order not to presuppose

UNCLOS, it is bound by these rules  their boundaries with third
and accordingly, any breach thereof .
countries

could amount to a breach of CIL.
However, a country that has estab-
lished a persistent objection to CIL principles may have the ability to opt-out
of a CIL rule.

If the concerned parties cannot reach an agreement, they are required to “make
every effort to enter into provisional arrangements of a practical nature” until
a final delimitation is agreed upon. The guiding principle, according to UN-
CLOS, is to achieve an equitable solution. The equidistant method, adopted by
most countries in the region, can be used as a starting point, but the resulting
line should be adjusted to reach an equitable solution. The final boundary de-
marcation line should not give disproportionate areas to the parties compared
to the lengths of their coasts. This in fact is the view that Turkey supports.

Bilateral maritime delimitation agreements typically do not map the whole
boundary between two countries, in order not to presuppose their boundaries
with third countries. This approach reflects the general principle of interna-
tional law of res inter alios acta, meaning that a maritime boundary delimi-
tation agreement cannot adversely affect the rights of a country that is not a
party to it. In short, international law tells us that unilateral EEZ/CS claims
and bilateral maritime boundary delimitation agreements in the Eastern Med-
iterranean are not worth much if they do not consider the interests of third
parties.

Countries party to UNCLOS are required to submit their dispute to certain
resolution procedures, such as conciliation and arbitration. However, coun-
tries not party to UNCLOS, such as Turkey, cannot be referred to those pro-
cedures. On the other hand, all members of the United Nations (UN) are
required to settle their international disputes by peaceful means and make
every effort to participate in provisional arrangements of a practical nature.
There are two common methods for such provisional arrangements: a mora-
torium on all activities in disputed areas and the establishment of joint devel-
opment zones through joint development agreements. In the latter, two states
agree to develop and share jointly, in equal or in arranged proportions, the
hydrocarbons resources within the overlapping maritime boundary claims.*
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As soon as political relations In this sense, a joint administration

and revenue-sharing agreement be-
between Turkey and Israel, tween the Turkish and Greek Cypri-

and Turkey and Egypt became ots could be the best way to exploit

frosty Greece and the GASC Cyprus’ gas resources. Establishing a
! mutual trust fund, for instance under

began to successfully pursue  yx supervision, could help facilitate
high-level dip|omacy with such an option. A similar approach

could be applied to the Lebanon-Is-
Egypt and Israel rael dispute.

Furthermore, under customary international law, countries do not have the
unilateral right to exploit hydrocarbon resources in disputed maritime areas,
because such an act would violate the rights of the other state. Whether this
extends to exploration activities as well is not clear.”” In any case, inclusive
dialogue and negotiating in good faith are a must to overcome the challenges
posed by maritime boundary disputes. Unfortunately, diplomatic relations
have hardly been normal in the Eastern Mediterranean. As politics shifted, so
did the alliances and alignments.

Eastern Mediterranean Gas and Shifting Regional Geopolitical
Dynamics

Changing national interests and opportunities linked to the exploration and
exploitation of natural gas have contributed to the shaping of a new power
balance in the Eastern Mediterranean and have altered the region’s geopoliti-
cal landscape.*® Several factors have played a role in shifting alignments in the
Eastern Mediterranean. These include the deterioration of political relations
between Turkey and Israel after the 2008-2009 Gaza War and the 2010 Mavi
Marmara incident; between Turkey and Egypt since the ousting of Morsi’s gov-
ernment in 2013; and between Turkey and the EU, particularly since 2016.

As soon as political relations between Turkey and Israel, and Turkey and Egypt
became frosty, Greece and the GASC began to successfully pursue high-level
diplomacy with Egypt and Israel. Their trilateral summits and high-level meet-
ings later evolved to include Lebanon and Jordan as well. The center of gravity
in those meetings was natural gas. It was clear that the creation of a regional
alignment was underway and that the exploitation and transport of hydrocar-
bons was being used as a tool to shape it.

The result was the establishment of a multinational framework for cooper-
ation on gas matters —the EastMed Gas Forum (EMGF)- in January 2019.*
Egypt, the GASC, Greece, Israel, Italy, Jordan, and Palestine were the founding

130 INSIGHT TURKEY



KEY CHALLENGES FACING THE EASTERN MEDITERRANEAN: THE FUTURE OF REGIONAL ENERGY DEVELOPMENT

members. With the encouragement of the U.S. and the EU, a Cairo-based in-
ternational organization was set up in September 2020. It will come into force
in March 2021. France has already requested to join as a full member. The EU
and the U.S. are seeking observer status. In December 2020, the United Arab
Emirates (UAE) joined as an observer. The forum includes a Gas Industry Ad-
visory Board, created in November 2019, to help monetize the gas reserves. So
far, Syria, Lebanon, and Turkey have not been involved in the EMGF due to
political reasons.

The goal of the EMGF is to increase cooperation on natural gas matters by es-
tablishing a structured policy dialogue that would lead to the development of a
regional gas market and unlock the region’s gas potential. However, the involve-
ment of the UAE in the EMGF and the recent normalization of relations be-
tween Israel and several Arab countries may lead to an expansion of the initial
aims of the Forum to other areas, especially electricity. Currently, there are two
electricity interconnection projects underway in the Eastern Mediterranean:
the first one is the €2.5 billion EuroAsia Interconnector electricity cable project,
which aims to connect the electricity grids of Israel, the GASC, and Greece
through an undersea cable. The other is the EuroAfrica Interconnector project,
which aims to link Egypt, the GASC, and Greece.” Regional integration of elec-
tricity markets would not only create another avenue for cooperation but also
provide opportunities for more gas use to generate electricity, hence helping to
reduce some of the challenges of commercializing natural gas and of exporting
the generated electricity to countries in the Middle East and Africa.

The joint announcement of a political process of full normalization of relations
signed by the heads of states of the U.S., Israel, and the UAE on August 13,
2020, also called the Abraham Accords, has caused geopolitical shifts in the
Middle East and Eastern Mediterranean. Afterward, Bahrain (in September
2020), Morocco (in December 2020), and Sudan (in January 2021) signed the
Accords and have established full diplomatic relations with Israel. The Abra-
ham Accords could pave the way for commercializing natural gas in the form
of electricity to the Gulf states. After signing the Abraham Accords, the UAE
and Israel agreed to go ahead with concrete developments in the field of en-
ergy. The Israeli state company, the Europe-Asia Pipeline Company (EAPC),
and a newly formed UAE-Israeli joint venture signed a binding Memorandum
of Understanding on October 20, 2020, for collaboration in the storing and
transfer of crude oil and petroleum products through the EAPC pipeline net-
work, hence bypassing the Suez Canal and Egypt’s Sumed pipeline.”" If other
Middle Eastern producers follow suit, utilizing those pipelines would mean a
loss in transit revenues for Egypt.

According to the U.S. Congressional Research Service, Israeli normalization
with Arab states could intensify, dwindle or fluctuate in countering Iran and
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perhaps even Turkey and Qatar.>> Moreover, the Abraham deal may pose stra-
tegic challenges and headaches for Jordan, which has been arguing that Israel
can only enjoy normalization with Arab countries if it agrees to a two-state
solution in Palestine.” The case is similar for Qatar, which has long taken the
position that it would normalize ties with Israel after the Palestinian conflict
is resolved. However, as explained previously, when it comes to the natural gas
business, both Jordan and Qatar have taken a pragmatic approach in dealing
with Israel. In the meantime, on January 5, 2021, Qatar, Egypt, and the Gulf
Cooperation Council (GCC) signed the al-Ula Declaration, which ended the
dispute within the Gulf and the boycott of Qatar. In the wake of the Abraham
Accords and the al-Ula Declaration, it is yet to be seen whether the Palestine
issue will remain a priority or even a concern of the Arab countries.

Another important development took place on February 11, 2021, in Athens.
Egypt, Greece, the GASC, the UAE, Bahrain, Saudi Arabia, and France decided
to establish a framework to discuss issues of common interest and concern un-
der a new Forum, called the Philia Forum. In a joint statement, they explicitly
referred to International Law, territorial integrity, UN Security Council Reso-
lutions, and the UNCLOS.* Interestingly, Israel did not participate. The joint
statement mentioned that the Forum is open to other countries of the region
and beyond that share the same values and principles. This is in fact almost
identical to statements made at the EMGF meetings and declarations.

One common feature of the EMGEF, the Abraham Accords, and the Philia Fo-
rum is that Turkey, Lebanon, and Syria appear in none of them. Because of
their systematic exclusion from almost all high-level multilateral gatherings,
calls have often been raised in those countries, at least in the Turkish and Leb-
anese media, for the need to develop a counter forum. Given these countries’
diverging national interests, this would surely not be easy; thus, no tangible
action has been taken yet on that front.

Concluding Remarks

There is no doubt that the Eastern Mediterranean has substantial natural gas
potential. A series of major natural gas discoveries since 2009 and great pros-
pects for the discovery of additional hydrocarbons beneath the Mediterranean
waters have presented a rare window of opportunity to help improve energy se-
curity and economic prosperity in the region. So far, Egypt and Israel have ben-
efited most from the region’s potential. Currently, their markets, as well as their
common export outlet, Jordan's market, are oversupplied with gas. Without ac-
cess to distant and lucrative markets, the commercialization of the existing and
future discoveries in the region will be difficult. The problem is that the region
lacks sufficient gas export infrastructure. Only Egypt has a well-established and
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diversified gas export infrastructure in |t appears that the regiona|

the form of pipelines and LNG facili- Ii ts in the East
ties. Therefore, Egypt is in a relatively alighments In the Eastern

comfortable situation, but the competi- IMlediterranean are moving

tiveness of Egyptian LNG, especially in awav from enerav-based
European markets, is questionable. Gas y gy

producers in Israel will likely face even gatherings toward security-
more difficulties in finding markets for gnd po|itics-re|ated

their excess gas. If additional export formations t nd sianals t
outlets are not secured, exploration and o ations to se signals to

development activities in Israel will fall perceived adversaries
under severe stress.

If the Eastern Mediterranean were a normal place, Turkey would be a suitable
outlet for Israeli gas. There are three reasons for that: first, Turkey is one of the
largest gas markets in the Euro-Mediterranean region and almost all of its gas
demand is met by imports; second, many of Turkey’s long-term gas contracts
are due to expire within the next five years; and finally, the gas prices set by
BOTAS (Boru Hatlari Ile Petrol Tasima Anonim Sirketi) are higher than those
in Europe. However, several challenges prevent Israeli gas from reaching the
Turkish market.

As presented in this article, the exploration, exploitation, and commercializa-
tion of natural gas necessitate overcoming numerous commercial, technical,
and legal challenges, all of which have geopolitical implications. Countries in
the region need to plan with realism and pragmatism if they are to make the
best use of the region’s hydrocarbons potential.*> A pragmatic approach, un-
dertaken through constructive and candid dialogue, especially regarding the
contested maritime boundaries, is necessary to convert challenges into oppor-
tunities and to help turn controversies into cooperation.

As stated in the Charter of the UN, countries are obliged to settle their inter-
national disputes by peaceful means in such a manner that international peace,
security, and justice are not endangered. Moreover, they should make every
effort to enter into provisional arrangements of a practical nature until a mari-
time boundary delimitation agreement has been reached. Creating joint devel-
opment zones in overlapping maritime zones (for instance, around the island
of Cyprus and in the disputed zone between Israel and Lebanon) and the joint
development of new gas export infrastructure (for instance, a pipeline carrying
Israeli gas, or better with the gas from GASC to Turkey via Cyprus) or the joint
use of existing infrastructure (i.e. the Arab Gas Pipeline) could be an option to
consider. Creating a virtual gas hub in the region could also be considered for
fostering cooperation and for marketing the regions gas.*® Establishing a mu-
tual trust fund, for instance under UN supervision, could help facilitate those
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If not managed with wisdom, options. If pursued, those actions could

if not d I di t facilitate the overcoming of differences
If not developed in a cost- and the creation of interdependencies.

effective and timely manner, The absence of diplomatic relations be-

the gas bonanza in the tween the relevant countries, however,
. . will not make that easy.

region will be remembered

as another opportunity lost Unfortunately, instead of being used as

. . a means for cooperation and collabo-
in the hIStOI'y of the Eastern ration for the benefit of all and an axis

Mediterranean for stability and prosperity, natural gas
has been turned into a tool for conflict.
What's more, new alignments and alliances have helped to escalate rather than
reduce the tensions in the region. It appears that the regional alignments in the
Eastern Mediterranean are moving away from energy-based gatherings toward
security- and politics-related formations to send signals to perceived adversar-
ies. It is remarkable that while Greece, the GASC, Egypt, and the UAE have
been at the center of all of the recent, high-level, multilateral gatherings in the
region, such as the EMGE, the Abraham Accords, and the Philia Forum, (even if
their co-existential harmony and future is questionable), Turkey, Lebanon and
Syria are kept away. The task of finding a unifying common denominator and
reformulating the regional order in this increasingly polarized environment is
becoming more and more urgent, and at the same time more complicated.

Sooner or later, the countries in the Eastern Mediterranean will realize that
the road to regional prosperity, energy security, and a peaceful future needs to
pass through Turkey. For its part, Turkey should formulate strategies and poli-
cies to best serve its long-term national interests and implement them. A reset
in political relations with Israel and Egypt could also help. No opportunities
should be lost, as happened in the past. For instance, if Turkey and Egypt could
have signed an EEZ agreement during the Morsi era (July 2012-July 2013),
perhaps much of the current friction regarding maritime boundaries in the
region would never have occurred. Moreover, Turkey should be involved in
the region’s energy and gas markets as an active player. In this sense, TPAO
could participate, preferably jointly with Qatar Petroleum and SOCAR, in the
exploration bidding rounds in Lebanon, Israel, and Egypt. Turkey’s possible
involvement in the development of the Gaza Marine field in Palestine could be
another avenue to consider.

What the future will bring is unknown, but for the long-term benefit of all, it
will be necessary to look beyond short-term political gains. As one expert put
forward, solving the region’s complex geopolitical puzzle will require a diplo-
mat’s touch, an admiral’s intuition, and an economist’s foresight.”” A pragmatic
model for regional cooperation gathering all the countries in the region to-
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gether will require a united effort. It will be difficult, but not impossible, as long
as there is political will on all sides. In conclusion, if not managed with wis-
dom, if not developed in a cost-effective and timely manner, the gas bonanza
in the region will be remembered as another opportunity lost in the history of
the Eastern Mediterranean. @
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