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While conventional onshore oil production
will remain central to the economy of the
Kingdom of Saudi Arabia (Saudi Arabia), the
country will increasingly look towards the
development of unconventional gas resources
and offshore oil and gas opportunities. The
United States remains a central partner to
Saudi Arabia in the O&G sector and will
continue to push for commercial relationships
through the U.S.-Saudi Strategic Partnership
for the 21" Century.
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Background

Saudi Arabia possesses the world’s largest proven
reserves of crude oil, is the world’s second largest
crude oil producer after the United States and is the
largest exporter of total petroleum liquids. It is also
the largest producer in OPEC and is a part of the
Cooperation Council for the Arab States of the Gulf
(alternatively, the Gulf Cooperation Council), which
has pushed for greater regional integration.
Revenues from oil sales remain central to the Saudi
economy, accounting for approximately 79 percent
of the country’s export revenues. Saudi Arabia also
holds the world’s fifth largest natural gas reserves
and is continuing to diversify its O&G sector from its
oil production into natural gas, refining and
petrochemicals, among other industries.

Saudi Arabia’s 268 billion barrels of crude reserves
(including those in the shared Saudi-Kuwaiti Neutral

Zone) comprises roughly 16 percent of the world’s
proved reserves and more than 20 percent of OPEC’s
reserves. Saudi Arabia is the world’s largest crude oil
producer by total capacity. Whereas most oil
companies have retrenched in the light of sustained
low oil prices, Saudi Arabia has continued to invest
heavily in oil and gas exploration and development.
Saudi Arabia is attempting to balance declining oil
production at older sites with the development of
new fields and increase the share of light crude over
medium or heavy grades because lighter grades are
generally associated with onshore fields in Saudi
Arabia. The Kingdom plans to offset declines in fields
with new exploration and development, but has also
started utilizing EOR techniques.

Saudi Arabia holds 294 Tcf of natural gas reserves,
accounting for more than 4 percent of the world’s
proved reserves. Growth in natural gas development
is intrinsically connected to increases in oil
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production, and any additional natural gas
production could displace the domestic use of crude
oil in power generation or water desalination.
Further natural gas exploration and production is
hindered by high production costs, low (state
controlled) natural gas prices and insufficient new
discoveries.

Saudi Arabia’s O&G sector is controlled by the NOC,
Saudi Arabian Oil Company (Saudi Aramco), which
has the largest total production of any oil company
in the world. Saudi Arabia’s Ministry of Petroleum
and Mineral Resources oversees Saudi Aramco.
Additional policy guidance, particularly in regards to
long-term strategy on the industry, was provided by
the Supreme Council for Petroleum and Minerals
Affairs (SPMC) until it was dissolved in January 2015.
SPMC has been replaced by a 10-member supreme
board for Saudi Aramco, which is headed by Deputy
Crown Prince Mohammed bin Salman, the chairman
of Saudi Arabia’s Council of Economic Affairs and
Development.

Market Analysis

In 2015, U.S. exports of O&G equipment totaled
$584 million (down from $903 million in 2014) and
represented nearly 3 percent of total U.S. 0&G
equipment exports globally. The largest U.S. exports
included parts for boring or sinking machinery (44
percent) and positive displacement pumps (20
percent). In 2013 and 2014, Saudi Arabia relied on
several sources for its O&G equipment imports,
including the United States (22 percent of 2013
imports), Singapore (18 percent), South Korea (9
percent), China (8 percent) and Japan (8 percent).
Saudi Arabia is also an exporter of O&G equipment,
exporting $1.1 billion in 2014 and $683.9 million in
2013. Its primary export market is Asia, accounting
for 72 percent of its exports in 2013.

Policy Context: Opportunities and Challenges

Saudi Aramco has signaled its intent to deepen the
role of unconventional hydrocarbons, including an
$8 billion investment in shale and tight sand
formations in northern Saudi Arabia, around Ghawar
and in the eastern Faurah Basin. At the same time, it
has made a similar push toward offshore deposits in
both the Arabian Gulf and the Red Sea. This focus on
increasing the exploitation of new energy sources

will invite American equipment and expertise,
particularly around site development, rig
preparation, drilling, hydraulic fracturing,
completion, well tie-in, production and
maintenance. Entrants into the market, however,
should be cognizant of the budgetary impact of
lower oil prices and rising public spending, which
have already forced the government to cut some
planned capital expenditures and have increased the
country’s fiscal deficit. The budget deficit has
influenced the decision by the Saudi government to
consider an initial public offering of Saudi Aramco as
a piece of wider economic reforms. In addition,
other challenges remain in the country, particularly
regarding subsidy reforms, commercial dispute
settlements, local labor policies, conformity
assessments and industrial standards.

While the security situation in Saudi Arabia is stable,
O&G infrastructure has been targeted in the past by
terrorist attacks. The most notable example was a
failed suicide bombing in February 2006 of the
Abqaiq petroleum processing facility, the largest in
the world. Transnational terrorist groups, including
al-Qaeda and ISIL, have called on supporters to
attack Saudi Arabia’s energy sector. In response to
these threats, Saudi Arabia has increased the
military presence assigned to protect installations,
rounded up suspects that have been accused of
planning attacks and implemented redundancy
strategies to ensure that the market is not disrupted
by an attack.
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