Enigma of oil prices


OIL has always remained a good source of revenue income for successive governments in Islamabad and the marketing companies have ensured for themselves unrealistically lucrative margins since the commodity’s trading was deregulated some years ago. The ultimate losers have been the final consumers who pay 45 per cent more in the shape of taxes for each litre they buy and of course the overall economy whose competitive edge relative to its neighbours is continuously blunted in the export market. So it is not the losses of the marketing companies that the government proposes to cover by mobilising loans worth Rs40bn at a very high rate of interest but to pay for protecting their high profit margins. On the part of the government, the loans are not being raised to finance what is euphemistically called the oil subsidy but to make up the shortfall in revenue income as the increases in world oil prices have not been passed down to the consumer since last year for political reasons.

The global crude oil market is a dynamic and somewhat unpredictable entity that is vulnerable to a number of risk factors. From a low point of just below $50 per barrel in January 2007, prices doubled hitting $100 a barrel in the last week of December, an all-time record. A year earlier they had averaged around $60-65 a barrel. Presumably the government had used the last figure for making its budgetary estimates for the current fiscal year. Therefore the shortfalls in government revenues and a slight erosion of profit margins for marketing companies.

Resultantly, the government’s bank borrowing has crossed Rs220bn in the first half of the year against a full-year target of Rs131bn, escalating the fiscal deficit beyond control. Petrol is one of the most important inputs in a nation’s economy and its price has wide social and economic repercussions. A number of studies have shown that the price of petrol in Pakistan is significantly high (not just in relation to per capita income) and needs to be scaled down in order to enhance the competitiveness of the country’s exports and reduce the burden on the purchasing capacity of the people. However, this cannot be an easy task unless of course the country reduces significantly its dependence on imported oil by accelerating its exploration activities and also by expanding its tax base enough to facilitate a marked reduction in the tax component in petrol prices. At the same time OGRA would do well to take a closer look at the margins of marketing companies and introduce fail-safe regulations to curb their appetite for unearned profits.

