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77 Kupolokun

DEREGULATION OF THE OIL AND GAS INDUSTRY IN NIGERIA
Funsho Kupolokun*

The Governor of Central Bank of Nigeria, Deputy Governors. Directors, other members
of Management, Distinguished Ladies and Gentlemen.

It gives me great pleasure (o be invited to present this paper at this Seminar for CBN

Executives with the theme “Current Economic Reforms in Nigeria: The case for
Deregulation of the Downstream Petroleum sub-sector. This Seminar is coming at a
time when the Federal Government has embarked upon economic, social and political
reforms to place Nigeria on the path of growth and sustainable development.

All over the world. reasons for reforms in the public sector vary from country to country
depending on the objective. peculiarity and the circumstances that the country finds
itself. The issue of reforming our downstream sector such as Refining and Distribution
of petroleum products has been on for quite some time. It has ho :ver, become more
compelling in the last few years given the trauma of petroleum products scarc y the
nation had continuously witnessed. Equally compelling is the need to develop the gas
sector which has the potential of doubling the nation’s revenue but has not received
focused attention until now.

Downstream Deregulation: Historical Perspective

Prior to 1965, petroleum products domestic requirements were met entirely through
importation under a deregulated environment. By 1965, it had become apparent that
the Nation could no longer rely on importation for its products needs. Consequently,
the first refinery in Nigeria — the Old Port Harcourt Refinery was built in 1965 as a
commercial venture to provide petroleum products at market related prices. It was a
35,000 barrels per day refinery jointly owned by Shell (25%), British Petroleum (BP)
(25%). the Federal Government (20%), and the three regional governments (10% each).

*Engr. Funsho Kupolokun is Group Managing Direcior, Nigerian National Petroleum Corporation( [PC).
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However, by mid 1970s, with the advent of the oil boom Government became direr vy
involved in the downstream sector by building two new rewueries and taking over the
first. The Warri re ~  ry was commissioned in 1978 while the Kaduna refinery came
on stream in 1980. Government's main objective was to make petroleum products
av "able throughout the country.

With the change in the ownership structure, the pricing policy = s modified and
controlled to encourage national distribution at uniform prices. This incidentally
introduced the issue of bridging and price equalization at government’s expense. This
was later inherited by the NNPC. However, these controlled prices did not  spond to
the continuously changing business and economic environment. Thus, the cc “-ol of
petroleum products prices by government made it difficult to earn enough resources
to maintain the refinery and distribution ass .

Today downstream assets include four refineries with a combined installed capacity -
445,000b\d, over 5000 km products pipelines and 21 storage depots spread across the
country. Others include 9 LPG depots and the numerous retail stations all over the
country.

Since the commencement of government’s direct involvement however, prices of major
petroleum products such as Premium Motor Spirit (PMS), Automotive Gas Oil (AGO)
and Dual Purpose Kerosene were fixed by government. This of course has been a
disincentive to private sector investment in refining with dire consequences which
include:

{a) Petroleum Products scarcity ;

(b)  Funding problems for NNPC leading to irregular maintenance of refining
and distribution facilities ;

{c) Refining capacity under-utilization ;

(d) Smuggling of Petrolewm products;

(e) Divestment by marketers;

N Wastages;
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Thus NNPC was subsidizing fuel to the tune of about N350 million per day as at the
end of August 2004. This not only resulted in cash flow problems for the corporation,
it affected its operations adversely.

Benefits of Downstream Reforms
(a)  Efficiency in the Downstream Sector

Deregulation will lead to competition among marketers. NNPC’s monopoly in product
supply will be broken. Also, the survival of the corporation will be guaranteed under a
deregulated regime as it will not continue to subsidize products prices. The downstream
reform is therefore expected to refocus NNPC to be able to fulfill the objectives for
which it was set up.

(b) Increase in revenue to Government

At present, government selis 445,000 barrels of crude oil to NNPC for refining at
international price. This has increased the revenue going to G¢ :rnment. This amount
could be used for economic development and poverty alle ation programmes of the
Government.

(¢)  Abundant Fuel Supply

Deregulation of the market implies that a regime of trade liberalization will be in place
whereby petroleum products can be imported or exported. This will ensure abundant
petroleum products in the economy and eliminate long queues at fuel stations.

(d)  Private Sector Participation
Deregulation is very critical to private sector participation in refining because it ensures

commercial viability of products supplies thereby enhancing profitability which is the
major business attraction. The number of marketers and retail stations are likely to
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increase, with their positive impacts on business expansion as well as employment
generation. Instead of divesting from the industry, marketers are most likely to invest
more.

(e)  Maintenance of Refining and Distribution Assels

One of the major problems in the past was lack of funds for the rehabilitation and
maintenance of the refineries and the distribution facilities. This was as a result of the
poor margins received by NNPC on the products manufactured. In a deregulated market,
appropriate prices will be charged for products. Part of the proceeds will be used for
plant rehabilitation and maintenance which will ensure that capacity utilization is
increased and products made available at all times.

(f)  Smuggling

The wide disparity in Petroleum Products prices between this country and her neighbours
was responsible for the high rate of smuggling of petroleum products. A deregulated
petroleum products market will ensure that the price gap is closed and smuggling
becomes unattractive.

(g) General

Granted, the low average wage of a Nigerian worker, it may be argued that the economy
may not be able to sustain increased petroleum price increases. However, this is quite
errc “~ous as in the long run there will be an adjus’ ent mechanism. The anticipated
increase in revenue to Government could be used to cushion the effects of such price
increases.

1th effective management of resources, appropriate wage levels could be put in
place such that employees are paid realistic living wages and salanes. The welfare of
the masses can equally be improved through provision of mass transit means of mobility
and improved facilities. The adjustment mechanism that will be required will be such
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that everyone can perceive the advantage of deregulation.

It has been argued that deregulating the petroleum products market will have an
inflationary effect based on the crucial role petroleum products play in the economy.
While these fears are justified, it must be pointed out that these are short term.
Deregulation brings competition and efficiency. Non- availability of petroleum products
has a worst effect on the economy as people scramble to purchase the products at any
price. Evidence abounds of vehicle operators passing huge price burden to the
consumers.

However, deregulation ensures that the products are available at all times. This will
have a catalytic effect on the other sectors of the economy — industrial, transport,
agricultural and services and improve the country’s economic development.

[t must be pointed out that many developing countries have successfully deregulated
their energy sectors. Kenya. Uganda, Indonesia, Brazil, Argentina and :nezuela are a
few of such countries. Petroleum products scarcity has been unheard of in any of these
counfries.

Natural Gas

Although crude oil will remain an important source of energy for a f¢ more decades,
natural gas will no doubt be the fuel of the 21* century as coal was of the 19" and crude
oil of the 20"

Natural gas acr unts for about 23% of global energy- mix but it is the fastest growing
form of energy at a ut 3% annual growth compared to crude oil which though
constitutes about 39%, of the global energy mix will grow at only about 1.6% and coal
at about 1.2% annually as shown in Charts 3 & 4.





















	Deregulation of the oil and gas industry in Nigeria
	Recommended Citation

	tmp.1620177123.pdf.3mxyt

