A COMAC Article

In a bid to address energy security and
economic stability, the concept of trading
gold for oil has garnered significant attention
as a potential remedy for high fuel prices.

Ghana’s Gold for Oil (G40) policy, launched
in 2022, was designed to reduce fuel costs
by exchanging gold for imported petroleum,
thereby easing foreign exchange demand.

Although the policy aims to stabilize fuel
prices, alleviate forex pressures, and bolster
the local economy, a closer examination of
Ghana’s economic landscape indicates that
gold-for-oil transactions alone may fall short
of delivering the anticipated relief.

Without addressing the underlying
inefficiencies in the downstream petroleum
sector, the Iinitiative risks misallocating
critical resources.

The Limits of Gold-for-0Oil
Transactions

False Sense of Security:

While trading gold can indeed help reduce
forex demand and stabilize the cedi, it does
not directly translate into lower fuel prices.

Global fuel prices are influenced by a myriad
of factors; including supply and demand
dynamics, geopolitical risks, and refining
expenses; that remain largely outside the
control of any single government.

Furthermore, Ghana’s substantial reliance on
imported refined petroleum, compounded by
inadequate refining and storage
infrastructure, suggests  that  simply
switching to gold as a payment medium fails
to tackle the fundamental drivers of high fuel
costs.
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Risks of Mismanagement:

Ghana, like many developing nations, faces
significant challenges in managing its
natural resources. Without rigorous
oversight, there is an inherent risk of
corruption, economic instability, and
environmental degradation.

For the G40 policy to achieve its intended

outcomes, it is imperative to implement
reforms that promote transparency and
accountability in the management of gold
reserves. Establishing publicly accessible
records, conducting regular audits, and
ensuring clear reporting on transactions are
essential measures to safeguard against
mismanagement.

Ultimately, uncovering and addressing the true drivers of rising fuel
prices is vital, in the pursuit of an effective and holistic solution for

Ghana's energy challenges.
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The Cedi's Depreciation: The Silent Culprit Behind Price Hikes

International petroleum prices are influenced
by global supply and demand, geopolitical
risks, and refining costs, as reflected in
benchmarks such as Platts and Argus.

However, the final price at the pump is
significantly impacted by exchange rate
fluctuations; an element that remains under
government control.

Since Ghana imports most of its petroleum
products, which are priced in U.S. dollars, a
depreciating cedi inflates the cost for
importers

This increased cost is then passed down the
supply chain; from Bulk Import, Distribution,
and Export Companies (BIDECs) to Oil
Marketing Companies (OMCs) and Liquefied
Petroleum .Gas Marketing Companies
(LPGMCs); ultimately burdening consumers.

Figure 1: Movement Ex Pump Prices vs Cedi - Yearly Averages
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While global benchmarks like Platts and
Argus remain relatively stable year-on-year,
Ghana’s weak and volatile currency
exacerbates fuel price fluctuations.

Analysis, as illustrated in Figure 1, reveals a

direct correlation between cedi depreciation
and rising fuel prices over a five-year period.
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Therefore, stabilizing the cediis
not only an economic necessity
but also a strategic imperative to
mitigate fuel price volatility and
curb inflation.
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Regulatory and Operational Bottlenecks Driving Up Costs

Several regulatory and  operational
challenges are compounding fuel costs in
Ghana, adding layers of inefficiency and
increasing the financial burden on
consumers. These issues are not isolated,
rather, they stem from systemic policies
and infrastructural shortcomings that disrupt
the smooth operation of the fuel supply
chain.

The key challenges include:

1. The Zonalization Policy: Efficiency or Unintended Chaos?

Fully implemented in September 2023, the
Zonalization Policy was intended to
streamline fuel distribution by designating
specific supply zones. However, in practice, it
has inadvertently  created  significant
inefficiencies.

Stock shortages at designated depots have
led to supply disruptions, compelling Oil
Marketing Companies (OMCs) to seek cross-
zonal authorizations. This process, mired in
bureaucratic delays, introduces additional
costs.

2. ICUMS System Failures: A Digital
Roadblock?

The Integrated Customs Management
System (ICUMS) is a critical tool for ensuring
the smooth clearance of petroleum
transactions. Unfortunately, persistent
downtimes and technical failures within
ICUMS have repeatedly disrupted these
transactions.

Such disruptions lead to delays in product
loading, increased administrative costs, and
heightened uncertainty in the fuel distribution
process. These setbacks not only inflate
operational expenses but also undermine
confidence in the system.

It is imperative for the Ghana Revenue
Authority (GRA) to implement immediate
measures to enhance the reliability and
robustness of ICUMS, thereby minimizing
disruptions and reducing associated costs.

For example, marketers in Takoradi are
often forced to transport fuel from Tema
while waiting for delayed approvals,
resulting in extra expenditures for logistics,
accommodation, and driver sustenance.

Additionally, tax inefficiencies within the
Customs Excise and Preventive Service
(CEPS) system lead to double taxation,
when fuel is sourced from alternative
depots. These cumulative costs directly
translate into higher prices at the pump.

3. The Primary Distribution Margin
(PDM): A Nuisance Tax?

The PDM, initially introduced to cover inter-
depot transportation costs, imposes a 26-
pesewa-per-liter charge on consumers,
regardless of whether the fuel passes
through Bulk Energy Storage and
Transportation Company (BEST) facilities.

Given that over 50% of petroleum products
bypass these depots, the justification for
this levy remains questionable.

Instead of levying blanket charges, a more
transparent allocation of funds to critical
infrastructure improvements, such as a
national pipeline network, could significantly
reduce transportation costs and lower fuel
prices.
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Infrastructure Deficiencies: The Hidden Cost of Inefficiency

Ghana’s downstream petroleum sector,
which includes refining, storage, distribution,
and retail of petroleum products, stands at a
pivotal moment. While it remains a crucial
pillar of economic activity and energy
security, the sector is hampered by aging
infrastructure, inefficiencies, and exposure
to global oil price volatility.

As energy demands rise with increasing
urbanization and consumption, persisting
with  outdated  strategies will only
exacerbate existing challenges.

Limited Refining Capacity

The industry’s refining capacity remains
insufficient to meet domestic demand,
resulting in heavy dependence on imported
refined petroleum products. Even with the
recent introduction of the Sentuo Oil
Refinery, the gap between production and
consumption persists.

This dependency not only increases
exposure to external oil price shocks but
also magnifies the impact of exchange rate
fluctuations.

Inadequate Storage Facilities and
Strategic Reserves:

Concerns over fuel storage capacity continue
to plague the sector. The current limitations
raise questions about the mandate and
operational efficiency of the Bulk Energy
Storage and Transportation (BEST) Company.
Without adequate strategic reserves, Ghana
is increasingly vulnerable to supply
disruptions, which, in turn, contribute to price
volatility.

Inefficient Distribution Networks

The sector’s over-reliance on Bulk Road
Vehicles (BRVs) for fuel transportation leads
to delays, increased logistical costs, and
significant strain on the Unified Petroleum
Price Fund (UPPF). Developing a more robust
pipeline network would not only enhance
distribution efficiency but also help lower
costs and reduce logistical challenges.

A Transformative Roadmap for our
Infrastructure gaps

To modernize the petroleum sector and
create a more efficient supply chain, a
comprehensive roadmap is essential. Key
strategic initiatives include:

e Privatizing and revamping critical assets,

such as the Tema Qil Refinery (TOR), is long
overdue. Modernization efforts would
reduce reliance on imports and improve
domestic refining capabilities, ultimately
contributing to a more resilient energy
sector.

Investing in pipeline infrastructure is crucial
to lowering transportation costs and
reducing the industry’s dependency on
BRVs.

Expanding the nation’s strategic fuel
reserves through the BEST Company is vital
to safeguarding against supply shocks.
Upgrading tank farms and depots with
advanced monitoring and management
systems will help prevent product losses
and ensure more efficient handling of fuel.
Encouraging private sector participation is
essential for driving sector-wide growth and
modernization. Initiatives like the $12 billion
Petroleum Hub Project can attract
significant capital and expertise, fostering
innovation and efficiency improvements
throughout the industry.

Conclusion

Stabilizing fuel prices at the pump and an
efficient supply chain is within our reach, if we
adopt  strategic innovation, implement
coherent policy reforms, and enhance
efficiency throughout the downstream
petroleum sector. While the gold-for-oil
initiative introduces a creative approach, it is
not a comprehensive solution.

A truly holistic strategy must also address
critical challenges such as currency volatility,
regulatory inefficiencies, and infrastructural
deficits.

By taking decisive action and leveraging both
domestic and international best practices,
key stakeholders can transform the
downstream petroleum sector and secure a
more sustainable economic future.
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