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Main Points
 The upward trend in natural gas consumption in Israel continued in 2015, increasing 11% compared
to 2014, to 8.4 BCM (billions of cubic meters). The Israel Natural Gas Authority expects natural gas
consumption will reach over 9 BCM in 2016. Natural gas consumption for electricity production
equaled 6.6 BCM in 2015, while natural gas consumption for industrial purposes amounted to 1.77
BCM.
 Since April 2013 the primary source for the supply of natural gas in Israel has been the “Tamar”
reservoir, and the supply from this reservoir has been trending upwards. However, over the longer-term,
the demand for natural gas is expected to outstrip this reservoir’s supply capability; therefore, the
development of additional gas reservoirs is required.
 On this regard, it appears the development of the “Leviathan” reservoir is close to being initiated.
This comes against the backdrop of a number of deals signed during 2016 involving the supply of gas
from this reservoir to various customers. These deals underscore the economic feasibility of developing
the reservoir. According to the owning partnership of “Leviathan”, the first stage of development of the
reservoir, which is supposed to supply gas to the Israeli market, is expected to be completed by year-end
2019.
 Furthermore, in the beginning of December 2016 the Israeli Ministry of National Infrastructures,
Energy, and Water Resources (hereinafter “MoE”) officially approved the sale of the “Karish” and the
“Tanin” reservoirs to the Greek energy company Energean. This company has targeted the beginning of
2020 to begin the production of gas from these reservoirs.
 The development of gas reservoirs has been delayed primarily because gas owners lack an “anchor
client” (in the local market or an export agreement) that will take upon itself the obligation to purchase a
fixed set quantity (“take or pay”) of natural gas over a period of years. Apparently no "anchor clients"
exist in the local market because, among other reasons, the Israeli economy has not gone through the
necessary adjustment process required for the broad consumption of natural gas.
 The main bottlenecks delaying the development of the natural gas sector in Israel are: the fact that
there is only a single pipeline connecting the offshore gas reservoirs to shore; and the limited
deployment of a national gas distribution network.
 The expansion of a national distribution network holds the potential to increase the local demand for
natural gas, such that it will include many additional consumers from a variety of sectors within the
economy. However, the process of establishing a natural gas connection infrastructure in Israel has
been proceeding sluggishly until now.
 Other factors weighing on the development of local natural gas demand include: high costs for the
conversion / establishment of equipment for the use of gas, cumbersome pricing of natural gas that is not
necessarily attractive to customers, low oil prices since mid-2014, a number of years of regulatory
uncertainty on the issue of natural gas, and more.
 One cannot rule out that the current structure of the local natural gas market, which includes the
granting of gas exploration and production rights to private companies, together with the granting of
transport licenses to private companies, is not optimal. In light of the great importance of expanding the
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use of natural gas and developing the gas sector in the Israeli economy, it would have been worthwhile
to act in this realm within the format of a “national priority”. It is quite possible that in this
circumstance, it should be considered to give preference to a government monopoly, through the
establishment of a government gas company, similar to the Israel Electric Corporation (IEC), which will
be able to serve first and foremost the long-term interests of the Israeli public. This preference is also
in-line with economic theory, as well as the actual experiences of other countries.
 Growth of the Israeli economy is expected to be positively affected by the accelerated development
of the local natural gas sector, both directly and indirectly. In our opinion, the contribution of the broad
use of natural gas, excluding gas exports, is expected to amount to an additional 0.5 percentage points to
the potential economic growth rate of Israel in the "steady state".

The Development of the Supply of Natural Gas in Israel
The supply of natural gas began to flow into the Israeli economy in 2004. Between 2004-2008 the
economy relied on natural gas from the Mari-B / Yam Tethys (YT) reservoir, primarily for the purposes
of electricity production. During 2008-2012 60% of Israel’s natural gas was produced within Israel by
US company Noble Energy, while the remaining 40% came from Egypt (Eastern Mediterranean Gas
Company – EMG). However, in April 2012 the agreement for the supply of gas from Egypt was
cancelled due to recurring and frequent damage to the connecting gas pipelines and also due to
economic reasons. Consequently, Israel quickly built the necessary infrastructure for the import of liquid
natural gas (LNG), including a sea terminal for the collection of LNG offshore from the Israeli city of
Hadera.

Diagram 1: Israeli gas supply sources
BCM per year, by source
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Since April 2013 the main source for the supply of natural gas to Israel has been the “Tamar” reservoir.
In 2015 the “Tamar” reservoir was responsible for 99% of the total supply of natural gas, and
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throughout almost the entire year there was a constant flow of natural gas from the reservoir.1
Furthermore, we note that the supply from the “Tamar” reservoir is in an upward trend. Thus, during
2015 the “Tamar” reservoir supplied 8.28 BCM of natural gas, compared to 7.51 BCM and 5.49 BCM
in 2014 and 2013, respectively (see Diagram 1).
In 2010 the “Leviathan” reservoir was discovered offshore from Israel, with an estimated 17.6 TCF of
natural gas, which is equal to more than 500 BCM (Noble 2015). The completion of the development of
the “Leviathan” reservoir, which is supposed to supply gas also to the Israeli market, has been
postponed a number of times over recent years. This postponement is primarily the result of delays in
receiving approvals for export from the government of Israel, as well as issues relating to taxation. In
other words, it appears that regulatory obstacles have been (and still are) the main obstacle to the
development and completion of the “Leviathan” reservoir on time. The situation is expressed also in the
licensing process for additional natural gas terminals and the expansion of the necessary infrastructure.
On this regard, we note that on August 16, 2015 the Israeli government decided to approve the outline
for increasing the quantity of natural gas produced at the “Tamar” natural gas field and also the
relatively rapid development of the following gas reservoirs: “Leviathan”, “Karish”, and “Tanin”, as
well as additional natural gas fields. This overall plan was labeled the “gas outline”. All this is
dependent on the granting of an exemption from anti-trust restrictions. On December 17, 2015 the
prime minister, Benjamin Netanyahu, under the authority of his role as the acting minister of economy
and industry at the time2, approved the mentioned exemption. Following a correction to the regulatory
stability clause on May 22, 20163, the gas outline was finally approved4.
One of the most important and substantial points of the gas outline for the economy is the obligation of
the “Leviathan” reservoir owners to develop the reservoir by 2020. On this regard, we note that
according to the development plan presented by the partners in “Leviathan” from February 2016, the
completion of the first stage of “Leviathan”, which is supposed to supply gas to the Israeli market, is
1

In the survey on the development of the natural gas sector during 2015 by the MoE it was explained
that during November 2015 there were a number of days in which planned maintenance was carried out
on the “Tamar” reservoir, and on these days the flow from the “Tamar” reservoir was reduced
substantially and even ceased. On these days the supply from the LNG terminal increased substantially.
2
The prime minister, Benjamin Netanyahu, served as acting minister of the economy and industry
starting on November 3, 2015, and following the resignation of Ariyeh Deri he functioned as the actual
minister.
3
The correction is in clause 5(a), according to which: “If there will be changes in the legislation
considered material by the reasonable investor, …, the government will favorably consider the
formulation of solutions for the establishment of a level of economic worthwhileness that is acceptable
in similar projects in the sector around the world for investments carried out for the purpose of
developing the holding.” This is in place of the original wording: “…the government will not initiate
changes as mentioned in this realm and also will object to private law proposals that demand to advance
changes as mentioned in this realm.”
4
Article by Yoav Friedman from the research division of the Bank of Israel on the topic “Government
Policy in the Natural Gas Production Sector: Seven Years After the ‘Tamar’ Discovery”, from March
2016 assisted in the writing of this section.
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expected by the end of 2019. It is notable that the representatives of the owners repeated this target date
a number of additional times since then. It is also noted that the overall production capacity of the
“Leviathan” reservoir will equal 21 BCM per year, reflecting an increase of 5 BCM per year compared
to the original development plan; however, it should be noted that low oil prices are likely to cast a
shadow of doubt on the economic worthwhileness of the heightened capacity.
The development of “Leviathan” reservoir is divided into two stages. The first stage includes the
development of 12 BCM per year that are intended to be divided primarily between the Israeli economy
and the Jordanian electric company. The second stage will include the development of 9 BCM per year,
which is intended in its entirety for export. However, it is notable that within the plan there is a clause
that permits a lower magnitude of development of the reservoir (only in the initial stage – 12 BCM) in
the event an export agreement will not be signed in the end with Egypt or with Turkey. A lesser
magnitude of development is expected to lower the overall development costs of the reservoir and to
increase the chances of achieving the deadline schedules to which the owners have committed
themselves within the framework of the gas outline.
It appears that the development process of the “Leviathan” reservoir is very close to being initiated, since
the directors of the controlling partnership in the reservoir approved the first stage of the development
plan in early December 2016, and authorized the management to approve as soon as possible a final
investment decision for the development of the reservoir. This comes against the backdrop of, among
other things, a number of business deals that were signed during 2016 for the supply of natural gas from
“Leviathan” to various customers. These deals underscore the economic feasibility of the development
plan for the reservoir.
It should be noted that this is the largest infrastructure project in the history of the Israeli economy
(using private financing), with an estimated cost of US$5-6bn (the development of the first stage is
estimated at US$3.5-4.0bn). We emphasize that the existence of long-term agreements for the supply of
natural gas that guarantee revenues to the controlling owners in the gas reservoirs are the key to rapid
development of the reservoir and of the natural gas sector in Israel in general.
The signed agreements completed until now vis-à-vis the owning partnership of “Leviathan”
1. A natural gas export agreement to the national electric company of Jordan (NEPCO) in the overall
amount of 45 BCM for a period of 15 years, starting from the end of 2019. The purchase is expected to
equal US$ 10bn. The agreement establishes that the gas will be supplied from an exit point from the
northern section of the Israel gas transport system at the Israel-Jordan border.
2. A sales agreement of 6 BCM over 18 years to the Edeltech Group of Israel, at a value of US$1.3bn.
The purchase agreement is intended for two new power plants of the group – the “Tamar” power plant
located at the Haifa Chemicals factory and the “Solad” power plant at the CHS factory in Ashdod.
3. An agreement for the sale of gas to the IPM power plant, which is planned for the Be’er Tovia industrial
zone in Israel, in the amount of 13 BCM over a period of 18 years. The deal is valued at US$3bn.
4. An agreement with the subsidiary of Israeli company Paz, “Paz Ashdod Oil Refinery”, for the supply
of 3.12 BCM over 15 years at a cost of US$700m.
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5. An agreement with Israeli company Dalia Energy for the supply of natural gas for a new power plant,
which is scheduled to be established in the coming years in Kiryat Malachi. The agreement is for 8.8
BCM over 20 years, at a cost of US$2bn.
In addition, the gas outline assumes the “Karish” and “Tanin” reservoirs (which include 60 BCM of
proven gas reserves and another 25 BCM with a high level of probability), which are intended for
domestic use only, will also be developed after their sale to a third party, this with the goal of increasing
competition within the sector. On this regard, we note that in the beginning of December 2016 the MoE
officially approved the sale of the “Karish” and “Tanin” reservoirs to Greek energy company Energean,
at a price of US$150m with the addition of royalties from future revenues. The company announced it
intends to present a plan for the development of the reservoirs that is expected to cost US$1bn, within
six months from the day of the sale completion. The goal of the company is to begin the production of
gas from the reservoirs in early 2020. However, it is possible that Energean will find it difficult to signup potential customers, because the primary share of the natural gas sector in Israel today – which
includes the electricity producers – is already almost entirely supplied by the “Tamar” reservoir, and this
is likely to delay the development of the reservoirs. The development of the national domestic gas
distribution network, which will enable the delivery of gas to additional customers, to a wide range of
sectors of the economy, will likely assist in signing up new customers.
Regarding the “Southwest Tamar” reservoir, there is a controversy between the gas companies and the
state of Israel. The gas outline establishes that the state will permit the gas companies to produce and to
sell natural gas from this reservoir on the condition that their revenues as a result of this will not exceed
US$575m, a sum that is expected to enable the financing for the development of the reservoir. It should
be noted that this reservoir holds 30 BCM, an amount similar to that discovered in the Mari-B / Yam
Tethys reservoir; and therefore, it is expected to assist the “Tamar” reservoir to fulfill the demand for
natural gas in the domestic market.
In continuation of the above, Diagram 2 presents our proposal for a possible deployment of natural gas
production capability in Israel for the coming years, in a manner that will guarantee a constant supply of
natural gas to the local market, which will supply the full current demand and even more, this through the
proper timing of the supply of gas from the various reservoirs. The goal is to prevent a situation in which
the gas from the “Tamar” reservoir will be completely depleted, and there will not be at the same time an
additional active reservoir (apparently “Leviathan”) to supply natural gas to the economy (as occurred in
the past with the “Yam Tethys” reservoir). This will contribute to much more certainty in this market,
and consequently it is expected to encourage investment in the conversion / establishment of equipment
that is adapted for the absorption of natural gas.
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Diagram 2: Potential gas production (excluding LNG imports)
in the Israeli economy, in terms of BCM per Year
35
30
25
20
15

10
5
0

Tamar

Leviathan

Tanin & Karish

In addition, we emphasize that the scenario relates to the maximum amount of expected production in
the Israeli market, by year up to the year 2040. The production will not necessarily be entirely used for
local consumption, since the possibility exists for some of the produced gas to be directed to export. It
should be noted that in our opinion, it can be expected that technology will be used in the development
of the reservoirs that will contribute to heightened production of gas, as the “Tamar” gas field becomes
depleted. Furthermore, it is possible there will be an increase in production from “Leviathan” over the
coming decade.

The Development of Natural Gas Consumption in Israel
The upward trend in the consumption of natural gas in Israel continued in 2015. As can be seen in Diagram
3, in 2015 total consumption in the local economy amounted to 8.4 BCM, representing an 11% increase
compared to 2014. The Israel Natural Gas Authority expects that the rise in natural gas consumption will
continue also in 2016, as consumption is expected to exceed 9 BCM.
Natural gas represents an energy source that is cheaper and less polluting than the main alternatives (coal,
crude oil, and refined petroleum products). According to estimates from the Israel Natural Gas Authority,
total savings5 to the economy resulting from the use of natural gas in the years 2004-2015 equal NIS
43.8bn. In addition, the savings are accompanied by private investment in large scale, which leads to a
reduction in expenditures on fuels and contributes to an increase in state revenues from taxes and royalties.

5

The calculation is according to the estimates of the Israel Natural Gas Authority and in comparison to
the situation without the introduction of natural gas and with the establishment of coal powered plants
‘D’ and ‘E’ according to original plans.
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Diagram 3: Israeli gas usage
BCM per year
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Natural Gas for Electricity Production
The demand for natural gas on the part of electricity producers in the economy has accounted for the
bulk of natural gas consumption in Israel since 2004. According to data from the MoE, in 2015 natural
gas consumption for the production of electricity amounted to 6.6 BCM6 (which accounted for 79% of
total natural gas consumption in the economy) compared to 5.8 BCM in 2014. The use of natural gas
for the production of electricity has increased over recent years, against the backdrop of government
efforts to reduce the use of coal and other polluting energy sources7. Thus, in 2015 53% of electricity
was produced from coal, 44% from natural gas, and 2% from renewable resources. This compares to
2011 when natural gas was responsible for 32% of total electricity produced in Israel8. Looking
forward, total electricity production from natural gas is expected to reach 12,300MW (mega-watts) in
2020, or 69% of total electricity production in Israel (MoE, May 2016).
However, the composition of natural gas consumers among the electricity producers in Israel changed
over the course of the past decade. Thus, in 2004 100% of natural gas consumption in Israel was for the
purposes of electricity production, and was used by the Israel Electric Corporation (IEC). Yet, in 2014
the portion of IEC's consumption out of total natural gas consumption for the production of electricity
fell to 75%, and in 2015 this figure fell to only 66%. Diagram 4 illustrates the downward trend in the
IEC’s share out of total natural gas consumption in the economy over the years, which in 2015 stood at
52%, or approximately one-half of its share in 2004.
6

This includes the supply of gas to the Israel Electric Corporation (IEC), private electricity producers,
and industrial plants that produce electricity in some capacity.
7
Among others, within the framework of government decision number 542 from September 20, 2015 on
the issue of “reducing greenhouse gas emissions and optimizing energy consumption”.
8
According to the budget proposals published by the budget department of the Ministry of Finance
(MoF) for the Ministry of National Infrastructures, Energy and Water Resources, for 2017-2018
(October 2016) and 2013-2014 (June 2013).
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Diagram 4: The proportion of natural gas consumption by the IEC out of
total consumption in the Israeli economy, in percentage terms
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The remaining share out of total natural gas demand for the production of electricity belongs to private
electricity producers, which in 2015 consumed 2.28 BCM9, representing a market share of more than
30%. This share is expected to increase to 42% by 2020, with the establishment of additional
production facilities10.
Parallel to the rise in the importance of natural gas in the future energy mix of the economy, the
government of Israel has been advancing in recent years policies to encourage increasing use of
renewable energy11. According to the current government targets12, renewable energy sources will
account for 10% of electricity production by 2020, 13% in 2025, and 17% in 2030. As of May 2016,
renewable energy facilities produce approximately 900 MW of electricity. In addition, the
establishment of additional solar facilities with a capacity of 290MW was approved10.
The use of natural gas for the production of electricity was supported by an average annual increase of
3.3% in the demand for electricity during the years 2004-2015. In our opinion, the local demand for

9

Including gas consumption at industrial plants for the purpose of electricity production.
The MoF budget proposal for the Ministry of National Infrastructures, Energy and Water Resources,
for 2017-2018 (October 2016).
11
Energy that is derived from the use of sun radiation, wind, bio-gas, geo-thermal sources, and other
non-consumable natural resources.
12
This refers to government decisions: 542 from September 20, 2015 on the issue of “reducing
greenhouse gas emissions and optimizing energy consumption”; and 1403 from April 10, 2016, which
were agreed upon towards and in continuation of the World Climate Summit in Paris that was held at
year-end 2015.
10
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electricity is expected to continue to climb at a similar rate through 203013, due to, among other things,
the use of natural gas in new areas, including water desalination. Afterwards the increase is expected to
moderate to 2.5%. However, it is possible that government action in the area of energy optimization14,
which includes, among other things, a target of reducing domestic energy consumption by a rate of at least
17% until 2030 (compared to the base scenario involving no intervention), will lead to a slight reduction
in the demand for electricity, primarily in the industrial sectors, local municipalities, hotels, and more.
We note that our forecast is higher than that of the Bank of Israel (2.0% - 2.5%15) and of the Natural Gas
Authority (2.7%), but is lower than other forecasts16. The relatively low forecast of the BoI stems from a
number of factors, headed by: estimates for a slowdown in the GDP growth rate; expectations for a
continued increase in the proportion of the high-tech sectors, which consume less electricity than the
industry average; and the final realization of the process of the penetration of air-conditioners in
households. However, the BoI notes that its forecast does not include the full potential for the expansion
of local demand for electricity in areas such as: train transport and water desalination. Activity in these
areas is likely to grow in the coming years.

This is similar to the forecast of the MoE, as it appears in the document “The National Plan for
Energy Optimization”, pages 21-22, published on January 4, 2017. According to this document, in the
“business as usual” scenario, in 2030 electricity consumption in the economy will increase 62%
compared to 2015, representing an annual increase of 3.3%.
14
“The National Plan for Energy Optimization”, MoE, January 4, 2017. In addition, see footnote 12.
15
“Analysis of the Influencing Factors on the Demand for Electricity in Israel, and Forecast on Its
Development in the Coming Decades”, Lior Gallo, Research Division of the BoI, November 2016.
16
For example, the forecast of the Head Economist from the company BDO, Chen Herzog, stands at
3.8% per year in the coming decades. This takes into consideration a 2% rate of increase in the
population, expansion of water desalination facilities, the establishment of electric trains, and the
expectation for a reduction on electricity tarifs.
13
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Natural Gas in Industry
Apart from electricity consumption, which is very substantial in some of the industrial sectors, energy
products in industry are used for the purpose of combustion that is supplied for the most part by fuels
such as: crude oil, diesel fuel, oil, and liquefied petroleum gas (LPG)17. Natural gas is used as a more
environmentally friendly substitute for these same combustible materials, and usually at a lower cost as
well. Furthermore, a steady supply of natural gas to industrial plants can enable the establishment of cogeneration facilities, through which factories will be able to produce electricity, receive the residual
thermal energy (hot water and steam) and even sell the surplus electricity, at times when the plant is not
at full performance levels, to the national electricity grid.
The actual consumption of natural gas is carried out generally through connection to the natural gas
pipeline (large companies) and distribution (smaller companies) systems (see details on this topic later
in this survey), to which the companies in various sectors of the economy have hooked up to. Some of
these companies include: Israel Oil Refineries Ltd. (Bazan), Hadera Paper Ltd., Food Industries
(Sugat), and more. Furthermore, in 2015 industrial plants hooked up for the first time for the
consumption of compressed natural gas (CNG), which was not via connection to the distribution
network (MoE 2016). This is a method of connection that is likely to solve, if only temporarily,
connection problems of additional consumers who are far away from the paths of the gas transport and
distribution networks.
In 2015 natural gas consumption in the industrial sectors, in addition to consumption for the domestic
production of electricity, amounted to 1.77 BCM, similar to the level of consumption in 2014, yet higher
than consumption in 2013, which equaled 1.50 BCM (MoE 2016). This shows that the forecasts of the
Tzemach Committee (the 2012 inter-ministerial committee to examine the government’s policy
regarding natural gas), according to which industrial demand will increase from 1.5 BCM in 2013 to 3.8
BCM in 2020, are likely to be overestimated. However, in our opinion there is still room for substantial
investments in the integration of natural gas in the industrial sectors in the coming years.
It should be noted that energy dependency is higher in industries that are less technology intensive,
primarily traditional industries; therefore, the expected proceeds from the penetration of natural gas for
use in these industries is likely to be substantial. However, we emphasize that there are differences in
the degree of impact of natural gas on the different sectors, as can be seen in the accompanying table18.
The most substantial impact is expected in sectors with medium-high energy dependency and a
relatively small portion of export today (non-metallic minerals, paper and its by-products, as well as
food, beverage and tobacco). Natural gas is expected to contribute to these sectors through substantial
savings in manufacturing costs and also the creation of a comparative advantage that did not exist
previously, a development that is likely to develop over time also into a broader range of export activity.
Regarding sectors with medium-high energy dependency and a relatively high portion of exports today
(such as: textiles, clothing, as well as rubber and plastics), natural gas has the potential to reduce energy

Liquefied petroleum gas is also called “cooking gas”, and is also referred to as simply propane or
butane.
18
“The Effect of the Penetration of Natural Gas on the Traditional Industries in Israel”, consulting
company TASC Consulting & Capital, January 2014.
17
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costs, to strengthen relative advantages vis-à-vis global competitors, to increase manufacturing and
export levels, and more. The long-term trend of strengthening of the shekel, which weighs on
companies with a high component of exports, strengthens even further the need to use gas as an
important component in reducing costs, as mentioned.
Degree of impact

Industrial sector
Chemicals, chemical by-products, and oil refining

High

Non-metallic mineral products
Textiles, clothing, leather, and leather by-products

Medium-high

Paper and paper by-products
Plastic and rubber products

Medium

Food, beverages, and tobacco products
Sand quarrying, minerals, and stone quarrying

Medium-low

Basic metals and metal products
Wood and wood by-products
Transport equipment

Low

Publishing and printing
Machinery and equipment, office machinery

In the longer term, the expansion of the use of natural gas in the local economy is also likely to lead to a
development of new industries, such as methanol. In our opinion, there is a potential for one large
manufacturer with a medium-sized factory that will begin to manufacture towards 203019. The creation
of a methanol factory is also likely to contribute to the growth of secondary industries that will use
methanol as a raw material in the production of other chemical and plastic products.

The development process of the Natural Gas Sector in Israel
The “Tamar” reservoir is expected to serve as the primary source of supply of natural gas to the
economy also in the coming years. However, over the longer-term, the demand for natural gas is
expected to outstrip the reservoir’s supply. Therefore, a substantial delay in the development of
additional reservoirs is likely to lead to a return to heightened imports of energy products in the
economy, although it should be noted that the “Leviathan” reservoir is apparently close to the initiation
of the development process. Currently, the main bottlenecks that are delaying the development of
additional gas reservoirs in Israel include: the connection of the offshore gas reservoirs to land through
a single pipeline; and only a partial deployment of the national domestic distribution network.
The offshore “Tamar” reservoir is connected to land by means of a single pipeline that is connected to
the shore of Ashdod. Therefore, in the event of a serious malfunction at the reservoir and/or in the sole
gas pipeline that transports gas to the economy, the supply of natural gas to Israel would be stopped,
possibly even for an extended period. Such a scenario would likely cause substantial damage primarily
to the large consumers of natural gas – the electricity producers and the industrial sectors.

See more on this in our survey from April 2014 on the subject “The Potential of Natural Gas in the
Israeli Economy”.
19

The Natural Gas Sector in Israel

Finance Division > Department of Economics

13

In order to prevent this scenario from occurring and to lessen the exclusive dependence of the economy
on the “Tamar” reservoir, the government must act to expand the gas transport infrastructure from the
“Tamar” reservoir and from other natural gas reservoirs by creating additional pipelines, this in parallel
to the development of additional gas reservoirs20. These actions are closely related to the expansion of
demand for natural gas in the local market and to the signing of additional export agreements, without
which, apparently, there will not be any economic justification for developing new natural gas
reservoirs. Therefore, expanding the gas transport and distribution infrastructure across the country,
which until now is not advancing at the desirable pace, represents a factor of the utmost importance.

The Natural Gas Transport and Distribution Networks in Israel
A broad natural gas transport network that is suitable for the needs of the economy is expected to help
create additional demand for natural gas in the Israeli economy, beyond the demand that derives from
electricity production such as: the IEC, private electricity producers, and the conversion / establishment
of power plants that use natural gas. Therefore, there need for a national transport and distribution
network that will easily supply natural gas, and at a competitive price, to all potential consumers in the
economy. An expansion of the domestic infrastructure is expected to reduce the energy expenditures of
many companies within the various sectors of the economy, and this will support the encouragement of
local economic activity, and in reducing the cost of living. It will also lead to an improvement in the
profitability of Israeli exporters.
We note that the method of connecting consumers in Israel to the natural gas distribution network is
accomplished via two separate systems: the transport network and the distribution network. The
transport network (at a high rate of pressure equal to 80 bar) is under the responsibility of the
government company Israel Natural Gas Lines (INGL), and through this company the largest consumers
of natural gas in the economy are connected to natural gas. These companies include power plants and
large factories that are energy intensive.
The distribution network (at a low rate of pressure of up to 16 bar) is under the responsibility of six
private companies that each received a regional operating license (see map on the next page). On this
regard, we emphasize that according to the Israel Manufacturers Association, the primary obstacle to the
penetration of natural gas to additional industrial factories is the establishment / expansion of a
distribution network, and not the price of natural gas21.
Expansion of the national gas distribution network has the potential to increase the domestic demand for
natural gas, such that it will include many additional consumers such as: small- and medium-sized
industrial plants, natural gas filling stations, hotels, greenhouses, and public facilities such as –
hospitals, prisons, military bases, government complexes, and other energy intensive public institutions.
Furthermore, it is possible to expand the potential of the use of natural gas among urban consumers
within a variety of areas, such as: services, retail trade, households, and more. This can be done
The Bank of Israel (BoI) relates to this issue within the framework of the BoI’s 2015 annual report,
Chapter 1: The Economy and Economic Policy, topic number 5 – Natural Gas, sub-topic A – Reserves
and the Development of the “Leviathan” Reservoir, pages 19-20.
21
“The Impact of the Production of Natural Gas and Its Price on the Economy and on Industry”, Itamar
Milrad, The Center for Research and Information of the Knesset, November 2014.
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through, among other things, the establishment of independent energy centers within multi-story
structures and also in structures with large spaces such as office buildings; in large shopping centers; in
community settlements, parallel to the establishment of new residential neighborhoods; as well as the
use of household equipment that makes direct use of natural gas (central heating, laundry dryers, and
more).
Map of the natural gas distribution regions

Source: The Ministry of National Infrastructures, Energy and Water Resources website .
The process of setting up a connection infrastructure to natural gas in Israel has advanced until now, but
not at a very fast pace that should be aspired to. The relatively slow advance occurred despite the great
importance of a broad, rapid connection of all the potential domestic natural gas customers in Israel.
Furthermore, the advance was slow until now despite a government plan to assist in financing the costs
of the connection to a natural gas distribution system, with the goal of encouraging and advancing the
use of natural gas in industry, which includes participation in the connection costs to the natural gas
distribution system and in the costs of converting internal systems of users to the use of natural gas.
According to the 2016 annual report of the Israeli State Comptroller, through March 2016 159km of
pipeline were spread across the country. This figure is less than one-third of the total amount of pipeline
that is supposed to be included in the distribution network. Furthermore, as of the end of May 2016,
after more than six years from the granting of the first licenses to the distribution companies, only 17
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consumers (16 of which are in the southern region) consume natural gas out of hundreds of potential
consumers. This is a very small number compared to the original target set by the government calling
for the connection of 450-500 natural gas consumers through the end of 2020.
In addition, these consumers consume in total 95m cubic meters per year, out of an annual maximum
consumption that is estimated by the MoE at 1.2 BCM. It should be noted that within the framework of
the economic plan for the year 2015-2016 the government advanced the acceleration of the deployment
of gas distribution networks through legislative changes, and through this, set a new target according to
which in the next five years there will be 370 factories consuming natural gas from the distribution
system.
The data noted above show that the economic potential hidden in the expansion of the natural gas
distribution infrastructure justifies the investment costs, in an accelerated and intensive manner.
Support for this comes from the budget proposal of the MoE for the years 2017-2018 from October
2016, according to which investment in the national domestic gas distribution network is estimated at
NIS 750m, whereas the expected annual savings from the reduction in the use of fuels is expected to
equal NIS 0.5bn-1.0bn per year (without taking into consideration the substantial benefit to the
environment).
As mentioned, the distribution network represents a key factor to creating new demand and to expanding
local demand for natural gas. This has a crucial importance in the development of existing gas
reservoirs and the entrance of new companies to the field of natural gas exploration in the territorial
waters of Israel.

Concluding Remarks and a Looking Ahead
The use of natural gas has many advantages over many other energy alternatives. It represents an
energy source that is more environmentally friendly than other types of fuel; therefore, it has more
moderate negative externalities compared to the main alternatives, and it is usually also cheaper per unit
of energy. Expanding the use of natural gas to all sectors of the economy is expected to contribute to a
substantial reduction in energy costs to the economy, an improvement in labor productivity, and
consequently also to a reduction in the cost of living and an increase in the disposable income of
households.
The use of natural gas can improve the degree of competitiveness and strengthen the relative advantages
of Israeli exporters vis-à-vis their competitors around the world. This is similar to the effect of a real
depreciation in the shekel, which will likely enable the Israeli exporters to increase their global market
share through better competitiveness. Natural gas is also expected to help manufacturers that are active
in the domestic market to better compete against competing imports, and also to act towards broadening
employment in the economy due to the potential of developing new industries in this area.
In addition to the impact on economic activity and on Israel’s ability to compete, an increase is expected
in state revenues from taxes and royalties on natural gas. Furthermore, an increase in energy reserves
for the economy will help to reduce the economy’s dependency on energy imports.
Growth in the Israeli economy is expected to be positively affected from the accelerated development of
the local natural gas sector, both indirectly, as explained, and also directly, as a result of, among other
things, an increase in investment in equipment and in fixed assets related to the use of natural gas, and in
the future also the likely export of gas. In addition to the investments development, an increase is also
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expected in the demand for services and goods such as: planning of energy systems, carrying out
infrastructure projects, maintaining systems, and local manufacturing of pipeline and additional
components that integrate with the construction process of projects of this type. In addition, an increase
in the demand for financial services, which are necessary as part of the investment process, is expected
to also contribute to growth of the economy.
Overall, in our opinion the contribution of the broad use of natural gas, excluding gas exports, is
expected to amount a 0.5 percentage point to the potential growth rate of Israel in the stable state22. We
note that in the event of exporting large quantities of natural gas will be initiated, then the contribution
to growth is expected to increase, and will likely reach one percentage point.
The process of broadening the use of natural gas is part of a global trend. According to forecasts of the
International Energy Agency (IEA) from November 2016, a 50% increase is expected in the global
demand for natural gas through 2040, at which point natural gas is expected to be a more important
energy source than coal. Nevertheless, and despite all the advantages in the use of natural gas, the
development process of the local natural gas market is very slow. This is primarily because the local
demand for natural gas is very low.
The demand for natural gas in the local market is not sufficient in order to justify the high investment
costs of the gas companies, in locating and developing new gas reservoirs and/or the expansion of the
potential supply from the existing gas reservoirs. Thus, development of “Leviathan” has been delayed
(also after the regulatory arrangement in the gas sector), primarily because the gas owning partnerships
lack an “anchor client” that has taken upon itself to purchase a set, fixed quantity of natural gas over a
period of years, this in contrast to the “Tamar” reservoir that holds the IEC as an anchor client.
However, apparently, there are still no additional "anchor clients" that are equal in size to the IEC in the
local economy. This is because, among other things, the size of the economy and also because the Israeli
economy has not gone through the required adjustment process for the broad consumption of natural
gas, as explained in detail in the previous section. If the actual local demand for natural gas, or the
forecasts on demand in the coming years, were higher, then it is likely the local economy would be able
to supply additional "anchor clients".
Additional factors that weigh on the development of local demand for natural gas:
High costs in the conversion / establishment of equipment for the absorption of natural gas, cumbersome
and not necessarily attractive pricing of natural gas for the consumer23, low oil prices since mid-201424,
a number of years of regulatory uncertainty in this realm, and more.
22

See footnote 19.
BoI relates to this issue in the BoI Annual Report – 2015, Chapter 1: The Economy and Economic
Policy, topic number 5 – Natural Gas, sub-topic (b) – The Price of Natural Gas, pages 20-21. In
addition, see source in footnote 4.
24
The assumption is that oil is perceived in the eyes of energy consumers as an alternative product to
natural gas, which the consumption of also does not require adjustment costs of any sort; therefore,
when the price of oil falls, then the demand for natural gas falls accordingly. It is reasonable to assume
that most energy consumers in the economy do not take into consideration the other benefits of natural
gas, such as: the fact it is more environmentally friendly, geo-political considerations, and more. This
is because it is the function of the state to worry about these matters. In addition, see footnote 20.
23
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In addition, it is notable that natural gas has indeed been adopted for use in the areas of electricity
production and industry; however, in the realm of transportation there is close to no use whatsoever of
natural gas, this in contrast to the global trend in this area.
The transportation sector still represents the primary end-user of petroleum distillates in the local market.
Thus, in 2015 60% of the total consumption of oil product distillates in Israel was for transportation uses25.
It is possible that adjusting the transportation market, particularly trucks, for the use of CNG at an earlier
stage would be able to help create an additional local “anchor client”, and consequently also in the more
rapid development of gas reservoirs. It should be noted that within the framework of the economic plan
for 2017-2018, the government is leading a plan with the goal of reducing the dependency of the Israeli
transportation sector on imported oil, while at the same time increasing the use of local natural gas26,
which is likely to quicken the process.
At the same time, the gas companies are finding it difficult to reach export agreements of natural gas in
substantial quantities. At a time when the demand for natural gas in the local market is growing slowly,
the option exists to export the gas, subject to the permitted quota limit in the gas outline 27. However, the
gas companies are encountering difficulties in this realm, and as of the beginning of January 2017, one
single export agreement has been signed, with the electric company of Jordan (as noted in the beginning
of this survey), and even this involves a relatively small quantity.
The owning partnership of the “Tamar” reservoir announced recently that the possibility still exists to use
the liquefaction facility in Egypt in order to export LNG from the “Tamar” reservoir to across Europe28.
Currently there does not exist, not in the local market and not within an export agreement, a substantial
“anchor client” that will quicken the development of reservoirs that have already been discovered (headed
by: “Leviathan”, “Karish”, and “Tanin”), and the exploration and development of new gas reservoirs. In
our opinion, it seems that cooperation between Israel and Cyprus, within the framework of which a
liquefaction facility will be established off the coast of Cyprus, will ultimately lead to the export of gas in
the future.
In light of the above, the possibility cannot be ignored that perhaps the current structure of the local
natural gas sector, which includes the granting of natural gas exploration and production rights to private
companies, together with the granting of transport licenses to private companies, is not optimal. In view
25

See footnote 10.
Government decision number 1837 from August 11, 2016 on the topic “Converting the Economy to
Natural Gas”. The plan includes a variety of laws, regulations, and targets of which the primary among
them are brought forth in the MoE budget proposal from October 2016, pgs. 26-27.
27
The gas outline requires the allocation of 540 BCM of natural gas reserves at a level of certainty less
than that required in the government decision from June 2013. In addition, the outline permits the
export of gas from the “Tamar” reservoir also before the “Leviathan” reservoir will be connected to the
local market.
28
This is against the backdrop of a press report during December 2016 that Italian company ENI, which
holds a certain portion of the ownership of the natural gas reservoir offshore from Egypt (ZOHAR) and
also part of the liquefaction facility, announced it had reached an agreemen with the Egyptian
government on the export of some of the natural gas in the reservoir, this together with the use of the
liquefaction facility that was supposed to be used for export of LNG from the “Tamar” reservoir.
26
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of the great importance of the expansion in the use of natural gas to the Israeli economy, it would have
been worthwhile to act in this realm within the format of a “national priority”.
The natural gas sector is in fact a natural monopoly that is characterized by very high initial investment
costs, which represent a barrier to entry for competitors in this sector. It is quite possible that in this
case preference should be given to a government monopoly, through the establishment of a government
gas company, similar to the IEC29, which would be able to serve first and foremost the long-term
interests of the public. In the current situation constant tension exists between the interests of the state
and the interests of the gas companies, which ultimately is likely to hurt the public welfare. The BoI
relates to this subject in its Annual Report – 2015, and suggests the government consider investment or
the granting of guarantees to finance investment in the event development of a reservoir is not
worthwhile to developers, and even government assistance to developers in exchange for participation in
their portion of profits from future gas sales30.

Disclaimer
The data, information, opinions and forecasts published in this publication (the
“Information”) are furnished as a service to the readers and do not necessarily
reflect the official position of the Bank. The above should not be seen as a
recommendation and should not replace the independent discretion of the reader,
nor should it be considered an offer or invitation to receive offers or advice –
whether in general or in consideration of the particular data and requirements of the
reader – to purchase and /or to effect investments and/or operations or transactions
of any kind.
The Information may contain errors and is subject to changes in the market and to
other changes. Likewise, significant discrepancies may arise between the forecasts
contained in this booklet and actual results. The Bank does not undertake to provide
the readers with notice, in advance or in retrospect, of any of the aforementioned
changes by any means whatsoever.
The Bank and/or its subsidiaries and/or its affiliates and/or the parties controlling
and/or parties having an interest in any of them may, from time to time, have an
interest in the information represented in the publication, including in the financial
assets represented therein.
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Noach Hager, energy consultant, refers to this in an article in Globes newspaper from May 14, 2015.
See footnote 20.
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