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Markets aren’t perfect predictors of the future, which means that prices will 

shift to and fro. For the last five decades, the transformation of oil prices over 

the last five decades seem like a roller-coaster ride; a suspenseful experience 

characterized by sequence of steep hills, unexpected jumps, and sharp drop-offs.  

The high volatility of oil prices exist because many different players like world 

leaders, cartels, speculators and global investors seek to influence price on daily 

basis. Through commodities and financial market happenings, geopolitical 

events, infrastructure constraints, speculation, regulations, policies, alternative 

fuel sources, arm conflicts, natural and man-made disasters, and technologies; 

supply and demand of crude oil is influenced.  

The dynamic and complexed movements between these factors ends in the 

strange performance of the crude oil price movement. For instance, oil prices rose 

from 2004 to historic highs in mid-200 due to increasing demand in emerging 

economies like China and India, with production cuts by the Organization of 

Petroleum Exporting Countries (OPEC); only to fall precipitously in the last four 

months of 2008 and lose all the gains of the preceding four and a half years. The 

great oil bust of 2014 where in a matter of six months, Brent oil price dropped over 

40 percent from US$115 per barrel to US$70 per barrel, and tumbled to mid-$20s 

of a barrel in first month 2016, is yet another typical example. 

Quite recently, oil prices were volatile following an attack on Saudi Arabia’s oil 

infrastructure facilities, shutting 5 percent of global crude output and spiking the 

most since the 1991 Gulf war. Global benchmark Brent crude oil rose 19 percent 

to almost US$72 per barrel after the market opened for the first time after the 

drone strike at the heart of Saudi Arabia’s oil industry. 

 

Impacts 

Some volatility is natural and quite tolerable, but others may be quite 

devastating, stunting economic growth; whether man-made or natural. For the 

world economy, this sharp and rapid swings has been anything but thrilling and 

exhilarating. Volatility in the price of oil can have devastating effect on 

companies, economies, and global geopolitics, especially prolonged price 

volatility that influences macroeconomic indicators, energy investment, 

government budgets and monetary policy. 



A case point is 1973 when oil prices skyrocketed unexpectedly, to the extent that 

in a matter of two years, unemployment in the U.S. had doubled; leaving the 

nation deep in the throes of a recession. Similar tailspins occurred in 1979 and 

1991, both caused by sharp increases in oil prices. 

Oil price swings can equally unsettle oil companies and investors when making a 

strategic investment decisions on exploration and production. For those looking 

to put money into oil projects, heightened volatility can have a huge impact on 

investment decisions, especially in an environment where lower long-term prices 

mean the margin of error for investments has become much smaller. The volatility 

creates uncertainties regarding firm profitability, valuations and investment 

decisions.  

For companies not involved in the oil industry, rising crude oil prices presents an 

increased cost to business, and without an offsetting increase in revenues it results 

in a reduction in profits. This is so because a spike in crude prices automatically 

results in increases in the price of Gasoline and other refined products on both the 

world and local markets. Surges in crude oil price filters through to gas stations, 

and with oil fuel being a major input to services and productions, business 

profitability is impacted negatively. 

For countries, oil price swings can blow a hole in government budgets, prompt 

wholesale economic reform, or alter geopolitical priorities seemingly 

overnight. An extended period of high oil prices lifts annualized import bills of oil 

importing countries. Also an increase in oil price volatility increases perceived 

price uncertainty for all countries, regardless of their trade balance, thus reducing 

planning horizons, causing firms to postpone investments, and potentially 

requiring expensive re-allocation of resources. According to the World Bank 

Research Digest, formulating robust national budgets becomes more difficult, 

with oil importers facing uncertainty about import costs and fuel subsidy levels, 

and oil exporters facing volatile revenues. This may be a particularly profound 

problem in budget-constrained developing countries that rely on revenues from 

oil exports or allocate large parts of their budgets to subsidizing fuel. 

 

Mitigation Measures 

During periods of high oil prices, many governments seek to introduce 

assistance schemes, ranging from cash transfers, free utilities, targeted 

subsidies and tax reductions et cetera; in a bid to mitigate the effects of  the 

increases.  



For instance, during the heights of the mid-2000 high oil prices, it is reported by 

the World Bank that Indonesia launched a second round of targeted cash 

transfers in 2008, providing $11 a month to 19 million low income households 

for seven months in two tranches. It is also said that Pakistan similarly launched 

a scheme to provide $30 every two months to 3.5 million poor households, 

while Thailand implemented six-point measures in the second half of 2008 

which offered, among other items, free electricity and water (up to a ceiling) 

and free bus and train rides for the poor. Egypt, Jordan, and Syria increased 

public sector wages.  

These measures have proven not to be sustainable in any way, and are seen 

as a knee jerk approach. Instead, serious economies and countries like United 

States, Japan, China, the United Kingdom (UK) and the European Union (EU) are 

resorting to the use of strategic petroleum reserve, energy conservation, fuel 

use diversification, refining local crudes et cetera to deal with oil supply 

disturbances and price shocks.  

For example, the governments of Chile and the Philippines have mandated 

energy use conservation with quantitative targets for government agencies. 

Rwanda and Ghana have distributed compact fluorescent lamps to replace 

incandescent light bulbs, while Argentina is offering financial incentives for 

reducing electricity consumption. Thailand has ever offered interest-free loans 

to 100,000 households purchasing highly efficient appliances, soft loans for 

renovations of factories and other buildings, and overhaul or replacement of 

machinery, according to a World Bank report. 

Oil emergency stocks have been found as a strategic mechanism to managing 

oil supply disturbances and price shocks. The United States, China, Japan, and 

the United Kingdom’s Strategic Petroleum Reserve (SPR) is a typical example of 

oil stockpiles owned by governments to provide a response option, should a 

global supply disruption threaten their economies. The World Bank reveals that 

China leads the developing world in systematically establishing the strategic 

stocks mechanism. India, Kenya, Rwanda, Tanzania, Uganda, the Republic of 

Yemen, and Zambia are also aggressively pursuing strategic oil stockpiling 

option.  

According to the World Bank, efforts are being made at diversifying away from 

oil intensified when oil prices were rising. In Argentina, Colombia, India, 

Indonesia, Peru, and the Philippines, new biofuel blending mandates have 

been introduced. There is also an accelerated shift from traditional fuels like 



gasoline and diesel to natural gas in the transport sector in countries like 

Bangladesh, Colombia, Egypt, the Islamic Republic of Iran, Pakistan, and Peru.  

Short-term risk management instruments such as strategic purchasing 

contracts, and financial instruments for hedging supply risks, are also being 

employed in serious economies to complement more structural policies. In 

developing countries especially, hedging against effects of oil price volatility 

could help substantially in reducing the vulnerability of economic activity and 

protecting the livelihoods of the poor, according to the World Bank. 

 

Ghana’s Worries 

In spite of being an oil producing country, Ghana continue to be worried about 

global oil price volatility and paying more for Gasoline, Gasoil and liquefied 

petroleum gas (LPG) especially. The country have very little to manage oil price 

and supply shocks. Prices at the pump fluctuates depending largely on what’s 

happening on the global fuel market. And that should there be an extended 

period of high oil prices, the country’s annualized import bill would continue to 

rise, since almost every oil fuel consumed in the country is imported, even though 

the country produces crude oil and has an oil refinery. 

In spite of the many advantages in keeping Strategic Petroleum Reserve (SPR), 

Ghana has struggled to maintain the mechanism which have been given to the 

Bulk Oil Storage and Transportation Company Limited (BOST) as a mandate. For 

many years, the SPR role of the state institution seem to have been shelved, 

although the Ghanaian tax payer invests heavily into the operations of the entity 

in developing storage facilities.  

While the business of crude refining has been found by most oil producing 

countries as a catalyst for accelerating growth in the downstream sector, 

creating economic value, and managing oil supply and price shocks et cetera, 

the case of Ghana’s oil refinery have been a sad one. The refinery has become 

more of a drainpipe, a source of alleged massive corruption and direct 

government interference; making it difficult to produce consistently to meet local 

consumption, and at below import parity.  

The country have made some level of strides in energy conservation through 

especially the supply of compact fluorescent lamps to replace incandescent 

light bulbs. However, the mechanisms of oil use diversification, as well as strategic 

purchasing contracts, and financial instruments for hedging supply and price 

risks is non-existent.  
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