
28 - NATURAL GAS SUPPLY

not justify the substantial investments required for pipelines, have proved to be
unfounded. Indeed, the opening of new markets, as in the case of the Bolivia-Brazil
pipeline, has created an incentive for intensified exploration.

An important distinction, which affects the current and potential exploitation of gas
reserves, is whether those reserves are found in reservoirs that contain mostly gaseous
hydrocarbons (non-associated or free gas) or in reservoirs that hold a large percentage
of liquid hydrocarbons (associated gas). Despite significant recent discoveries of non-
associated gas (notably in Bolivia and Peru), associated gas still accounts for over half
of proven gas reserves in South America, and the share is as high as 91% in Venezuela.

This reflects the fact that much gas in South America was found as a result of oil
exploration. Still today, in many South American countries, oil production is much
higher than gas production (Figure 1.1). Usually, the economic benefits of producing
oil are much greater than for gas. The infrastructure necessary to process and transport
gas is costly and requires long lead times. Hence, oil companies generally view associated
gas as an undesirable by-product: in order to make use of it, they need to invest more
and defer oil production. When associated gas is found in fields too remote from demand
centres, or when potential gas demand is too small to justify heavy investments in gas
infrastructure, the gas is either reinjected into the reservoir, flared or, in some cases,
vented.

Furthermore, where the share of associated gas in total reserves is high, production of
gas is highly dependent on oil production, and hence on the demand for, and the price
of, crude oil. This is especially visible in Venezuela, where 100% of gas production is
associated with oil and where the impact of OPEC quotas on oil production has precluded
a steady supply of associated gas, limiting the development of the gas market. These
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Figure 1.1 Production of oil and gas by country, 2001


