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“As the cost of gasoline rises and our dependence on 

foreign oil continues to increase, the effect of sending 

over $100 billion each year to OPEC nations hurts 

every American. “ Paul Gillmor 
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Preface 

 

Evident throughout history, technological progress has been deemed essential for productivity 

growth and economic development; plainly affecting preceding technologies. The most recent 

paradigm shift towards cleaner energy is expected to massively affect global economies and 

specifically the oil-rentier states of the Middle East and North Africa region. As global leaders 

pilot the shift, dependency on fossil fuels is expected to decline, consequentially exerting 

pressure on oil-producing economies. This poses a dilemma for the MENA countries of whether 

they should also shift to cleaner energy sources?  But if they do so, would they also have a 

comparative advantage in producing green energy? What are the opportunities and threats of 

such a reallocation? 

This paper will cover a fundamental analysis on green energy as a sector and its prospect 

effects on the region’s oil industries. Since the price of oil is primarily affected by supply1, and 

not demand, oil prices will not be purely analyzed in this paper. 
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Motivation 

 

As international crude oil reserves continuously diminish while global demand persistently 

increases, international attempts to shift to alternative energy sources have been amplified 

significantly during the recent years. Being characterized as a major carbon emitting industry, 

such attempts to finding alternative energy sources have also been further motivated by 

environmentalist acts that focused on carbon emissions as a cause of global warming. 

 This would most certainly impact oil producing countries, yet in a relatively obscure manner. In 

order to be able to effectively analyze the possible implications of an alternative energy source 

on the oil industry, the status quo should first be defined and compared with possible 

scenarios. 

  



 

Egypt’s Status on Green Energy 

 

As a result of the global concerns regarding carbon emissions and their effects on the 

environment, the Egyptian government has incorporated “Green” initiatives within its energy 

expansionary plans. The Egyptian government has undertaken and approved a number of clean 

and renewable energy projects, while considering future multilateral and bilateral initiatives 

and projects in the near future.  

According to the Egyptian New and Renewable Energy Authority the government is planning to 

“satisfy 20% of the electric energy demand from renewable energy”.2  In attempt of attaining 

such goals, many initiatives in Egypt have recently been undertaken by the public sector, 

foreign countries, as well as private institutions. The Regional Centre for Excellence for 

Renewable Energy and Energy Efficiency is a $30 million example.3 The center is intended to 

construct researches for wind and solar energy projects, provide consulting services, as well as 

offer training programs that entails expanding the use of renewable energy globally. 

One of the few clean energy projects is The Zafarana wind farm. It is the first wind energy 

generating field in Egypt, which was finalized by the cooperation of the Danish government by 

the end of September 2006.4  
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The hydroelectric power generation mainly supplied through the Aswan High Dam, also majorly 

contributes to the current total electricity generation, and is anticipated to supply as much as 

14% of the total energy supply by the year 2020.5 

Even though currently the clean and renewable energy sector is still and infant sector and 

Egypt, yet it is expected to grow rapidly along with global energy growth rates. According to the 

German-Arab Chamber of Industry and Commerce, Egypt has undertaken 36 projects costing 

over $1 Billion, through efforts to decrease carbon emissions. According to Maged George, the 

Egyptian Minister for Environmental affairs, Egypt has more “green” or environmental friendly 

projects underway than other MENA countries. 

The DESERTEC foundation6 which is primarily concerned with the security of energy supplies, 

have started numerous initiatives to promote the use of renewable energy sources, specifically 

in the North Africa region. According to the DESERTEC website, “Within 6 hours, deserts receive 

more energy from the sun than humankind consumes within a year”.7  Consequently, DESERTEC 

has initiated the DESERTED EUMENA concept project has been presented globally and has 

acquired various proponents, yet its implementation has not yet taken place. The DESERTEC 

project aims to deliver a sustainable energy supply to Europe through the Middle East and 

North Africa region, using clean energy sources. (See Image 1 in Appendix for more 

information) 
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Natural gas is considered to produce less carbon emissions than oil. With large reserves of 

natural gas, the government has undertaken a number of initiatives and projects that utilize 

such a large reserve for local consumption, and its use is increasing as it gets more popular. 

Prospects for Egypt’s Renewable Energy Industry 

 

Analyzing the requirements for setting up renewable energy projects, Egypt seems as having a 

comparative advantage over various other countries, European.  

Even though with Egypt’s abundance in unused areas of land, its fair climate and extensive sun 

exposure, renewable energy sources are still underutilized by foreign investors as well as the 

public sector. Yet, the capacity of energy produced through carbon free technology is planned 

to be expanded. 

Access to funds remains a major determinant in the amount of investments in clean energy 

sources. As more incentives are put in place (either by governmental or international attempts) 

more investors will be more willing to invest in such a technology.  

As the Egyptian market absorbs such a technology, it will ultimately become more affordable, 

and hence more desirable. With Egypt’s strategic location and climate, it will be able to produce 

relatively more energy, and hence a possibility to export such a residual would seem realistic.  

 

 



 

 

Why should Egypt go green? 

There are other social and economic advantages related to solar energy production. Solar panel 

fields are perfect for demographic expansion objectives. Solar panels are not only able to 

produce power, but they can also be used for water desalination (which is one of Egypt’s 

problems; water scarcity). This would enable horizontal expansion to other unused territories 

without concerns regarding energy or water.  More energy production translates into less fixed 

costs, and hence this could most probably increase foreign direct investment, and capital flows, 

as well as domestic investments. 

 

 

 

 

 

 

 

 

 
 



 

Implications on the Oil industry 

 

Importance of the Oil Industry 

The oil industry is one of the most essential and influential industries in the global economy, 

primarily due to its significance in daily life activities. Oil production is deemed to be highly 

correlated with economic growth, and as dependence on oil increases, so does the correlation. 

This might well illustrate another reason that could be a motivating factor for the shift.  But 

how will this shift affect the production of oil? Since the numbers of possible scenarios are 

endless, I will be focusing on only two possible main scenarios. 

8  
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Optimistic Scenario 

 

The ever-increasing global demand on energy exerts pressure on the oil industry and reserves. 

With limited and diminishing reserves, oil producers might not be able to satisfy such demands 

in the future, unless an alternative energy source is found.  

Some oil producing countries such as the United Arab Emirates have an optimistic macro-level 

view regarding such a major shift. This paradigm shift would decrease the excess demand on oil 

today, allowing oil producers to relatively decrease oil production, and hence depleting the oil 

reserves at a much slower pace. This would allow oil producers to pump more oil in the future 

than they could if they keep operating and the current levels. Abu Dhabi is building the first 

“Zero Carbon Emission” Renewable Energy City also known as Masdar City. UAE’s shift to 

renewable energy sources could be thought of as contradictory, considering the amounts of oil 

reserve that they currently possess.  Yet, starting an alternative energy source industry seems 

to benefit the UAE, knowing that this paradigm shift is inevitable.  

How is this good for the oil industry?  

Renewable energy sources are primarily used to generate electricity and power, and will hardly 

substitute for liquid fuels, petrochemicals, etc. in the near future. With reserves being depleted 

at a slower pace, this would give oil producers a relatively larger oil reserve, and hence, could 

act as a comparative advantage in the future (against the countries that did not introduce 

renewable energy sources).  

 



 

Pessimistic Scenario  

 

Pessimists are ultimately concerned with the possible decrease in the demand on oil post the 

anticipated expansion in the use of alternative energy sources. Generally, as more investments 

are allocated towards clean and renewable energy, it will eventually decrease the high costs 

involved with it (pertaining to the idea of economies of scale). As clean energy becomes 

cheaper (relative to its previous tag price) it will become more convenient for a wider audience, 

and hence possible decreasing the quantity demanded on oil for power generation.  

Accordingly, most oil producing companies (Chevron for example) have added subsidiaries that 

are somewhat involved with alternative energy sources. This illustrates that there is an 

anticipated loss in profits by oil firms, which requires them to “join in” and invest in the “future 

energy sources”. 

Political and social pressure are also reasons for pessimism. During the recent Copenhagen 

conference on environment, most world leader countries who declined to sign the Kyoto 

protocol have concurred on the importance of lowering carbon emissions (such as the USA and 

China). As global concerns regarding carbon emissions amplify, more pressure is exerted on oil 

producing firms to lower their C02 emissions, this perceived cost might negatively affect the oil 

industry over time. 

 

 



 

Concluding effects 

Oil consumption is expected to decrease over time, as alternative energy sources become more 

plentiful. This would not virtually decrease the quantity demanded significantly, but it would 

have a dire effect on the oil producers, and hence the need for research and development, as 

well as investments in cleaner energy. Even though the quantity demanded might most 

probably decrease, there still remains no substitute for liquid fuels that are used in heavy 

machinery and industries such as aviation. Hence, the oil industry is anticipated to slowdown, 

with less investment allocations. 

Final comments 

 

Clean zero carbon emitting energy sources are going to power the future. With less 

dependence on oil for economic development and growth, oil price swings are expected to 

have a smaller effect on the global output. This will exert more pressure on the oil producers, as 

the quantity demanded is expected to decrease. 

Since the price of oil is primarily affected by the supply (as well as future trading on the 

commodity exchange markets, quotas, etc.), the change in price remains relatively obscure, as 

it will vary according to how the oil producers would respond to such a shift towards cleaner 

energy sources.  

As more oil producers realize the possible threats, more oil producing companies include 

renewable energy production in their expansionary as well as their research and development 

plans. This further proves that the perceived risk of profit and market loss is considerably large, 

which motivated oil firms into investing in clean energy production. 
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