High POL prices are here to stay
By Sultan Ahmed

THE peak POL prices will remain unchanged for at least some fortnights despite the 25 per cent fall in world oil prices in recent weeks. Prime Minister Shaukat Aziz has said the POL prices would not be brought down until the subsidy paid earlier on them was wiped out. There are various figures of the total subsidy involved and one estimate is that it may take three months for the subsidy to be adjusted.

And the prime minister’s advisor on Finance Dr Salman Shah says the government has to pay Rs45 billion to the oil marketing companies before the prices are brought down. And it is likely that by the time the subsidies come to zero, the world price of oil is again closer to the peak of $79 from where it came below $60. By the time harsh winter sets in, the demand for oil for domestic heating, particularly in the US, would increase and push up prices again.

In anticipation of high world oil prices the government did not budget for any revenue as petroleum development surcharge this year, while in the last fiscal year it had collected Rs22.2 billion on this head against the budgeted Rs16.6 billion. It has also budgeted for the current year a gas development surcharge of Rs18.1 billion against last year’s 22.2 billion.

In the earlier years when the world price of oil went below even ten dollars a barrel the government did not reduce the domestic price of POL but pocketed the large fiscal gain for itself. But now with oil price at its peak price, people will have to pay more for gas and electricity. Hence, inflation in the first quarter of the new financial year rose to 8.45 per cent compared to the first quarter of last year. Food inflation in the first quarter was 11.26 per cent, while we have been promised an overall inflation of 6.5 per cent this year. So any relief from any quarter is welcome.

In addition to the gas development surcharge of Rs18.1 billion, the government will this year receive royalty on domestic oil of Rs9.3 billion and royalty on gas of Rs20.3 billion — a total of Rs29.6 billion. Along with that, the current year is expected to be a good year for tax revenues as Rs840.9 billion is expected to be collected against last year’s Rs715.7 billion, which was again more than the budgeted Rs700 billion. Hence there is plenty of budgetary scope for lowering the prices of POL at home at a time of falling oil prices.

The OPEC has decided to bring down its output by a million barrels a day and there will be shortage of oil for heating purposes in the US in the winter. Nevertheless world oil prices are not expected to rise too high in the near future.

Even otherwise Pakistan gets its oil from the Gulf with Saudi Arabia as the principal supplier. Unlike the US sweet crude or the Brent crude of the North Sea, the heavy Gulf crude is usually priced up to ten dollars a barrel than the US crude. Even otherwise the tax revenues from all oil sources in the last fiscal year came to Rs105 billion compared to Rs67 billion the year before, that is a hefty income for a small economy like Pakistan’s.

If the POL prices cannot be brought down now because there has occurred a decline in the international oil price, then what is the sense in having a fortnightly formula for price fixing. Why not fix the price every three months instead of raising expectations every fortnight. The purpose of the fortnightly exercise was to quickly readjust the domestic price the moment there occurs a change in the world oil price. But, as the situation exists today, the domestic POL prices may be reduced after a long time.

Meanwhile the rich refineries, affluent oil marketing companies and the petrol pump owners are making gains and the government collects larger revenues from their enlarged incomes. The consumer or the common man remains the perpetual victim.

Forced to buy generators to make up for the failure of electric supply the consumers have to pay diesel oil or petrol over and above their daily consumption. All that adds to the family budget in a big way while the poor man spends more money on candles. The prime minister wants to make Pakistan an energy trade and manufacturing hub of the region. President Musharraf is even more enthusiastic about that. And the prime minister wants to see Karachi as a commercial and industrial hub of the region beginning with the IT hub it is supposed to become.

How do we make the country an energy, commercial and industrial corridor for Central Asia and west China without adequate energy and a steady supply of that. With a constant supply of power, gas, and water, Karachi‘s industrial production would go up by 30 per cent and its economic expansion would be much faster and industrial investment much higher.

The PM has directed the KESC to match its supply of power with the actual demand. At the same time he says the demand for power in the country is increasing by 10-12 per cent annually. The managing director the privatized KESC says now the demand for power in the city and its supply is equal and the problem is only in the transmission and the distribution breakdowns which are too frequent. We can talk of demand and supply of power being equal in the city because of the large number of industrial generators taking care of the industry and some homes as well. The prime minister has suggested the introduction of mobile transformers. They can help to some extent. He hopes the situation will improve distinctly by April. The prime minister says the central government would lend enough money to the company to improve the facility. The managing director of the KESC says that Rs22 billion would be spent in the next three years to expand and strengthen the system and there would be hundred megawatts more power in three years. What matters is steady supply with few breakdowns and not the larger installed capacity.

Meanwhile, the PM has advised the KESC to open more complaint centres. The need is to make the existing complaint centres function well and ensure steady supply of power. Unless they can do that and meet the people’s demand, more complaint centres would only invite more violence from the frustrated or enraged consumers who have been denied power. What is far more important is the entire KESC staff should be more alert and maintain the system far better and attend to complaints promptly and efficiently. Otherwise the new exercise may mean more money down the drain.

The Wapda, under instruction from the government has done well to resume negotiations with the Chinese Schenhua group for the use of Thar coal for power production. The earlier stalemate which has lasted too long was over the purchase price of power from the Thar project which was to cost $500 million. Wapda was offering 5.7 cents a unit while Schenhua wanted a far higher rate arguing that Wapda was paying 8-13 cents per unit for the power purchased from independent producers who used gas or diesel oil or furnace oil.

Simultaneously, it has been reported that the capacity of the Thar plant will be raised by 600 megawatt to 1000 megawatt which means the investment cost will be far more than 500 million dollars. Initially the Schenhua group may have to use imported coal while preparing the Thar coal for later use.

Meanwhile for all the headlines the gas pipeline outside Pakistan have been making and the hopes they have been raising for ample gas supply, uncertainties about the pipelines have increased. The most non-controversial of them — the pipeline from Qatar — now seems out of the picture. Qatar has now said it does not have enough gas so it cannot build a pipeline from its gasfield to the Pakistan border. The pipeline from Daulatabad, Turkmenistan, has become uncertain because of the escalated fighting in Afghanistan. The same Afghan problem held up the earlier project and the situation is no better now. Although India too is interested in the project and Asian Development Bank is willing to finance it.

Finally there is the seven billion dollar Iran-Pakistan-India gas pipeline which has been under frequent discussion for long despite strong US disapproval. The principal deterrent is the high price of the gas demanded by Iran or the low price offered by Pakistan and India.

Now both sides have agreed to appoint a foreign consultant and chosen a Singaporean Gaffney Cline who lives in India. He will suggest a mutually acceptable price as well. The three-country working group is expected to meet after the consultant swings into action before the end of the year. So there is no hope of getting gas from outside Pakistan early.

Meanwhile the government is pursuing negotiations with China and the US for production of nuclear power through larger reactors than we have and also through diverse alternate energy beginning with wind power. And the efforts to look for oil offshore has been stepped up with far more foreign companies authorized for that purpose. Looking for oil amidst water is a costly exercise and the companies may have to dig deeper than on land. But if India can strike oil off Mumbai, Pakistan has a reasonable chance of doing that despite the failure of the earlier attempts.

Despite the shortage of power and the chaos caused by frequent breakdowns in supply hardly any effort is made for energy conservation or to improve the energy economy. It is all illuminations all over the place at the drop of a hat.

