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Overview

The discovery of pre-salt oil fields completely changed the prospect for the Brazilian oil industry. It is still uncertain the total amount of oil reserves in those fields. Petrobras has completed evaluation only for the first two fields, where from 8 to 12 billions of barrels of reserves are estimated. The Brazilian oil regulation agency (ANP) estimated that total oil reserves in Brazilian pre-salt ranges from 50 to 80 billion barrels. Those numbers make Brazil a relevant oil producer country. According the International Energy Outlook 2008 (US-DOE), Brazil will be the fourth oil producer in 2030 when Brazilian oil production reaches 5.7 million barrels a day
Those numbers indicate that Brazil will have a relevant role as oil exporter. However, providing adequate conditions to develop the reserves is a big challenge. There are four dimensions on this challenge. The first consists on the elaboration of the institutional framework. It must provide confidence to potential investors and must fulfill public interest. It also must avoid the usual macroeconomic side effects of exploitation of natural resources, what is denominated “Dutch disease” (Corden and Neary, 1982).
The literature indicates that natural resource abundance does not ensure economic development . More often, the resource-abundant countries show lower economic growth. This situation inspired the term “the curse of natural resources” for rich resources-poor economic countries.

 As Mehlum et al.  suggests that institutional aspects are crucial to avoid this curse.  It is fundamental to establish forward and especially backward linkages to the local economy. The local supply of equipments and services and downstream facilities and especially the development of innovative capabilities are crucial and the critical challenge is institutional. The Norway is presented in the literature as succesful case of avoiding the natural resources curse. Brazil has large potential to follow the Norwegian example but it needs to develop the innovative of its domestic suppliers.

The second is a technological challenge. The Brazilian pre-salt oil fields are located in ultra-deep waters (more than 2,000 km), far from the shore (300 km) and below a very thick salt layer (until 2 km). No operating oil field has those severe characteristics. In spite of the Brazilian record on oil exploration and production in deep waters, the development of pre-salt oil imply in significant technological breakthroughs. 

The third is a financial one. Preliminary estimations indicate the need for US$ 400 billion of investments to develop all the pre-salt fields. Nevertheless oil industry is financed on cash flow basis it is still a need for complementary funding in a turbulent time. 

The fourth dimension is to boost Brazilian suppliers to provide equipments and services for the pre-salt oil development. As an IE-UFRJ study indicates, Brazilian suppliers already face difficulties to attend the current demand. As pre-salt must more than double demand, the challenge is hard. However, it is essential to multiply the impact of the discoveries on the Brazilian economy and to avoid the “natural resource curse”. 

Methods

In this paper we draw scenarios for oil production and exports in the next 20 years, estimating impacts on trade balance and fiscal budget. We consider two possible evolutions of oil prices that corresponds to reference and low price cases of the “International Energy Outlook” (DOE, 2008). Higher oil price implicates more effort employed in pre-salt development and a larger volume of reserves will be added (and vice versa). Oil production is determined by yearly reserves adding restricted by a 15 years limit on oil reserves and production ratio.

We developed an econometric model to estimate consumption of diesel, the main oil distillate in Brazil that determines demand of oil in Brazilian refineries. Confronting the last with oil production, we obtained Brazilian oil exports.

Results

Development of pre-salt oil fields will turn Brazil into a relevant oil exporter country. Oil production reaches 5 and 6 thousand barrels a day in 2025 in the higher and lower price scenarios, respectively. According our estimates Brazil will export from 1.5 to 3.5 thousand barrels a day in 2025. It generates an inflow from US$ 25 to US$ 60 billion a year to the country. Assuming that the current level of government take in oil revenues will remain unchanged, we estimated that oil tax revenues will double in the higher price scenario by 2025. It is a conservative estimative since government take must increase reflecting lower risk in pre-salt oil fields.
Conclusions

Brazilian government faces a challenge to set up adequate conditions to develop pre-salt reserves, which must increase social welfare avoiding the risk of a Dutch disease. From the four dimensions we indentified above, we consider the enhancement of Brazilian suppliers the most critical one.
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