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How high crude
prices willimpact
Indian economy

BYRITURA] BARUAH & SUBHASH NARAYAN

Geopalitical tensions have created fresh fears of oil supply
disruptions, resulting in high crude prices. According to Goldman
Sachs, erude prices are likely to breach the $100/bbl mark in the third
quarter of 2022, This isn't good news for India. Mint explains:

On therise
On 20 January,

the Brent future
hit 2 seven-year
high of $88.3
per barrel, and
the outlook.
remains bullish
for crude
futures.

1 What is the outlook
for crude prices?
Crude prices have begun soaring
to a multi-year high after the
drone attacks by Houthi rebels
of Yemen on targets in the
United Arab Emirates (UAL).
On 20 January, the Brent future
hit a seven-year high of
$88.3 per barrel, and the
outlook remains bullish for
crude futures. In addition,
the growing presence ofthe
Russian military at the
Ukrainian border has raised red
flags—the US has threatened
serious implications in case of a
Russian invasion. An escalation
of the crisis would only exacerbate
supply coneerns and lift crude
prices.
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2 Are other factors also

driving up prices?
Strong demand, weak investment,
and a lack of spare capacity are
among other factors driving up
prices. According to the
International Energy Agency,
worldwide oil demand has now
recovered to pre-pandemic levels,
but supply is short by at least a
million barrels per day. Bank of
Baroda says although the US can
sell from its strategic petroleum
reserve, its supply is limited: Crude
inventories may have fallen to
593 million barrels, the lowest
since November 2002. The brief
outage of the Irag-Turkey oil
pipeline due toan explosion also
caused a spike in oil prices
recently.

What is the impact on the
prices of ATF?

The cost of crude’s downstream producets,
includingaviation turbine fuel (ATF), has
increased and is expected to rise further.
On 16 January, ATF prices rose 4.2%,
taking the price in New Delhi to 79,294.91
per kilolitre. The pandemic-induced low
demand and high fuel prices have been
major concerns of the aviation industry
which hasforlongsought reliefin fuel rates.

What's the larger

picture?
India imports 85% of its domestic
oil requirements. The import bill,
therefore, will go up. Already,
India’s ail import bill has more
than doubled to $711 billion
between April and November
2021. A 510 per barrel increase
in crude raises India’s inflation
rate by around 50 basis points
and widens the fiscal deficit
by about 4} basis points. Any
erude price shock has a bearing
on the Current Account Deficit
(CAD) to gross domestic product
(GDP) ratio that rises sharply even
ifthe GDP itself is growing.

What about the duty

structure?
Fuel prices are a politically
sensitive subject, With several
assembly elections approaching,
oil companies have suspended fuel
price revisions, Petrol and diesel
prices have been static since 2
December even though crude has
risen from 570.5 a barrel to $87.5a
harrel now. Every $l increase in
crude necessities a 50 paisa per
litre hike in the prices of petrol
and diesel. To keep fuel prices
from rising post elections, both the
Centre and states would need to
cut excise duty and the value
added tax (VAT) on fuel further.
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Cll calls for lifting
of curbs, offers 1%
extra CSR for jabs

Rajeev Jayaswal
letters@hindustantimes.com

NEW DELHI: Indian industry has
urged the government to curb
social gatherings in pandemic-
affected areas but to keep eco-
nomic activities out of Covid
restrictions, and offered an addi-
tional 1% contribution under
corporate social responsibility
(CSR) funds for a year as anaid
to the 2022-23 Budget, specifi-
cally to fund booster doses of the
vaccine.

Confederation of Indian
Industry (CII) president TV Nar-
endran said Indian industry is
keen to contribute to the world's
mostambitious vaccination mis-
sion.“CII suggests that 1% of
mandated CSR funds be ear-
marked for vaccination. We also
recommend that an additional
1% be added to CSR require-
ments in the Budget, for a speci-
fied period of 12 months, so that
boosters can be made available
toall age-groups.”

Companies are ready to con-
tribute an additional 1% under
CSR norms to the national vacci-
nation mission, apart from the
mandated 2%, and this can be
part of the Budget for a period of
12 months, he explained in a
statement.

CIT is an apex industry body
with over 9,000 members from
private as public sectors, and
also has an indirect member-
ship of over 300,000 enterprises
from 294 national and regional
sectoral industry bodies.

CSR is mandatory for entities
incorporated under the Compa-
nies Act, which says firms with a
net worth of at least 500 crore
or revenue of 1,000 crore or net
profit of 5 crore must spend at
least 2% of their average net
profit made during the three pre-
ceding financial years on welfare
activities. The CSR spend in
2019-20 was about ¥24.700
crore, with Reliance Industries,
Tata Consultancy Services, and
state-run Oil and Natural gas
Corp (ONGC) being top three
contributors.

“In fact, our recommendation
has been that if companies
spend on vaccines for their
employees, their families and
members of the community,
then that expense can be set-off
against this additional CSR
spend,” said Narendran, who is
also CEO & managing director of
Tata Steel Ltd.

The 2% mandatory CSR is the
minimum requirement; compa-
nies can spend more if they wish
to, a government expert said
requesting anonymity. “There
are many companies who spend
more than 2% on CSR. Besides,
the law allows companies to
front-load their CSR spend in
one year and take offset in the
next twoyears,” he added.

‘Lift restrictions’
The CII president also urged
states to lift restrictions on eco-
nomic activities given that the
occupancy rate of hospital beds
due to the Omicron variant of
Covid is well within the manage-
able level. “While vaccinations
have helped in dampening the
impact of Omicron on the lives
of people, the present conditions
are conducive to opening up the
economy completely while keep-
ing large social gatherings to a
minimum,” Narendran said.
According to a dashboard
maintained by HT, on Sunday,
86.7% of Covid-19 hospital beds

across 13 regions were vacant.

“With a bounce back in
demand, the economy is
expected to achieve 9.2% growth
rate over 2021-22. However, this
pace must continue for full
recovery and faster growth in
the medium term and to ensure
that workers and small enter-
prises do not suffer,” he added.

A similar demand for a roll-
back of restrictions in the
national capital was also made
by market and trader associa-
tions, HT reported on Sunday.

The Covid-19 outbreak in
March 2020, followed by a
68-day nationwide hard lock-
down, had a devastating impact
on the economy. India’s GDP
shrank 24.4% in the first fiscal
quarter ended June 2020. It
plunged into a technical reces-
sion as it contracted 7.4% in the
next three months. Thereafter,
the economy saw a V-shaped
recovery on the back of a ¥20.97
trillion stimulus package and
policy reforms announced since
March 2020. A positive 0.5%
growth was reported in the third
quarter, followed by 1.6% expan-
sion in the fourth quarter ended
March 31, 2021

The Indian economy started
the current fiscal year with a
20.1% expansion in the first quar-
ter (April-June 2021) followed by
8.4% growth in the second quar-
ter ended September 2021, sig-
nalling a strong revival in busi-
ness activities. The new wave
caused by the Omicron variant,
however, threatens to slow the
growth pace. In its economic
outlook on December 8, the
Reserve Bank of India’s (RBI)
predicted India’s GDP growth at
9.5% in 2021-22, but cautioned
“new mutations of the virus” as
one of the downside risks to its
outlook. The first advance esti-
mates of NSO released on Janu-
ary 7, 2022, estimated India's
GDP growth at 9.2% in 2021-22,
which is lower than RBI's projec-
tion of 9.5% a month ago.

CII asked states to consider
curbs at micro containment
zones only when hospitalisation
rates are over 75%.

The industry bedy also urged
state governments not to disrupt
economic activities even in
micro containment zones and
allow all factories to function
under certain conditions related
to hygiene and safety. “All shops
may be permitted to open with-
out restrictions on timing to
avoid crowding at certain times.
However, crowd control is
essential,” Narendran said.

CIT hoped that the Budget, to
be announced on February 1, will
focus on measures for strength-
ening economic recovery.

“The investments under
National Infrastructure Pipeline
(NIP) and Gati Shakti program
must be fast-tracked and it is
expected that the Budget would
provide for this. These activities
will be dampened if curbs on
economic activity were to con-
tinue,” Narendran said.

According to Aditi Nayar,
chief economist, ICRA Ltd, the
third wave would adversely
impact the economy. “...the early
data for January 2022 is expect-
edly weak; the daily average gen-
eration of the GST e-way bills
dipped to 2.1 million during Jan-
uary 1-16, 2022 from 2.3 million
in December 2021. After a YoY
growth in December 2021, the
sales of petrol and diesel slipped
back to a contraction in the first
half of Januarv 2022.”



