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GAIL targets Sept
start for 2 major
Bengal pipelines

Kaushik.Pradhan
@timesofindia.com

Kolkata: Construction of
GAIL's two major natural
gas pipelines in Bengal is
progressing steadily and is
expected to be completed
within the next month,
with the company targe-
ting the commencement of
gas transportation thro-
ugh the Rajarambati-Hal-
dia and Dhamra-Haldia pi-
pelines by Sept.

The 162-km Rajaramba-
ti-Haldia pipeline was ori-
ginally scheduled for
completion in Dec 2020. Ho-
wever, the project faced re-
peated delays due to the Co-
vid-19 pandemic and hold-
ups in obtaining statutory
clearances from the previo-
us state govt, according to
GAILsources.

“Pipeline laying was
stalled for nearly two years
along stretches covering
around 20 km in Howrah
and East Midnapore dis-
tricts. Following a change
inthestateadministration,
the required approvals ha-
ve been granted on a priori-
ty basis,” a senior GAIL of-
ficial said. He added that

approval is still pending for
only 2.2 km of theroute.

The pipeline passes
through Hooghly, Howrah
and East Midnapore dis-
tricts. GAIL has completed
laying the entire 49.7-km
stretch in Hooghly. In Ho-
wrah, 50 km of the 56-km
section has been comple-
ted, while approval is awai-
ted for around 2 km and
work is under way on the
remaining stretch.

In East Midnapore, the
company has secured appro-
vals for the entire route ex-
cept for a 200-metre section.
Of the district’s 56.5-km
stretch, 50.7 km of the pipeli-
ne has already been laid.

“We expect to complete
laying the entire 162-kilo-
metre pipeline within a
month, and our target is to
commence the gas transpor-
tation from Sept,” the offici-
al said. Work on GAIL’s
Dhamra-Haldia pipeline,
which connects Odisha and
Bengal, isalsoadvancingra-
pidly. In Bengal, pipeline la-
ying has been completed
along 83 km of the total 99-
km stretch. The company is
aimingto operationalise the
pipeline in Sept as well.
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THE COMPASS

Downstream energy players to gain most from West Asia peace prospects

DEVANGSHU DATTA

Global markets saw relief rallies
in hope of a peace agreement
and reopening of the Strait of
Hormuz. This may be
premature, since several such
initiatives have fizzled out, but
itisstill useful to build likely
post-war scenarios.

Oil and gas prices have
dropped sharply. India’s auto
sector saw a rebound. Some
investors are pointing at
reconstruction opportunities in
West Asia as damaged
infrastructure is repaired. This
may benefit players such as
Larsen & Toubro. The fertiliser
industry will also gain.

Realistically, damage to
crude and gas infrastructure
implies it may take a while for
full supply to resume. Actual
reopening of the strait may be
several weeks away. OPEC+ has
raised production quotas and

this may result in asupply
overhang in the medium-term,
leading to lower crude prices.

Crude prices and gas prices
may, therefore, stay elevated for
an extended period, but in the
medium-term, there could be a
supply overhang, which pulls
prices down.

Indian midstream and
downstream energy players are
likely to be the biggest
beneficiaries of the peace
initiative. The oil marketing
companies (OMCs), city gas
distributors (CGDs), GAIL and
Petronet will be gainers.

Upstream producers, namely
Oiland Natural Gas Corporation
(ONGC) and Oil India Limited
(OIL), could see earnings shaved
to some extent as upside on
crude prices reduces. The
windfall tax on diesel and ATF
exports may be reviewed,
though special economic zones
(SEZs) are exempt. Pressure on

the rupee may ease to some
degree, though the trade
balance and the current account
will see wider deficits in the first
half of financial year 2027
(H1FY27).

OMCs have seen decent
integrated margins since May,
due to excise cuts and several
retail price hikes. Lower prices
will further boost integrated
margins. While HPCL is most
exposed to the Special
Additional Excise Duty (SAED)
with higher retail volume, the
three major OMCs could see
integrated margins of between
$12-14 per barrel.

The Government of India is
likely to review energy sector
policy. It may remove SAED
from exports, and roll back
excise duty cuts, thus hiking
excise rates. It may allow OMCs
tosell at current retail prices of
diesel, petrol and ATF for a
while, even if crude prices drop.

Base=100 110

A A
o,

A
BSE 0il & Gas

90

BSE Sensex

i 80
Jun16,26

‘
May 30,25

It may also scrap, or relax gas
pooling.

Gross refining margins
(GRMs) may drop from current
extraordinary levels as refining
recommences in West Asia. One
key factor is that LPG under-
recoveries (estimated at over
%600 per cylinder in June for
OMCs) will reduce. Logistics

and transport costs will also
reduce as the Strait of Hormuz
reopens.

Actual LNG dispatch to India
from Qatar may begin within
the next six weeks. Petronet
LNG will see volume recovery as
Qatar restarts operations.
Petronet may also look to sign
long-term LNG contracts for
new 5 million tonnes per annum
(mtpa) capacity that came
online at March-end.

In the long-term, the US and
Qatar will add a massive 100
mtpa of LNG export capacity
over the next four-five years,
which is over 20 per cent
addition to current global
capacity of about 500 mtpa.

Petronet had over 100 per
cent utilisation of annualised
regasification capacity at Dahej
terminal during January-
February, before the closure of
the strait. Dahej import volumes
recovered from lows of 53 per

cent utilisation in March to
above 70 per cent currently.
Lower LNG prices may lead to
greater demand.

CGDs will be major
beneficiaries of lower gas prices.
As and when gas pooling is
repealed, Mahanagar Gas will
benefit the most, with its 1.5
mmscmd of contracted Henry
Hub or HH-linked volume,
which is the cheapest imported
gas. Margins of CGDs are very
sensitive.

A five per cent reduction in
input gas cost could yield 30 per
cent increase in operating profit
margins.

OMC refining cracks may
compress as West Asia capacity
of 3million barrels per day
(mbpd) recommences
operations. But OMC stocks
could still see big rallies, since
they are still priced well below
pre-war levels and they will
probably maintain their current

retail prices.

Integrated auto-fuel
profitability is currently
estimated at aggregated 500
crore-700 crore per day, after
hitting losses 0f ¥1,000 crore per
day in April. Assuming Brent
dips to around $75 per barrel as
the Strait of Hormuz
normalises, OMCs would earn
over X5/litre (blended prices)
even if excise cuts are reversed.

On an integrated basis, OMCs
have incurred losses of around
310,700 crore on liquid fuels
since March (whereas they
would have registered ¥24,500
crore in normalised profits at an
integrated margin of ¥5/litre).
Separately, LPG under-
recoveries are around 327,000
crore during March-June.
Government compensation
would be expected, given
historic practice, and that will
also factor into revaluations and
upgrades for OMCs.
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Oil dip fleeting as nations rebuild stocks

Rituraj Baruah & Ramita Mishra
NEW DELHI

lobal crude oil prices

are unlikely to fall sig-

nificantly from current
levelsand could even edge up
modestly, despite the impend-
ingUS-Iran peace deal, analysts
and oil industry executives
said, as major oil-importing
nationsrush to rebuild reserves
depleted duringthe West Asia
war that disrupted flows
through the Strait of Hormuz.

Global crude oilbenchmarks
hitathree-month lowon Tues-
day, trading below $80 perbar-
rel,asthe USand Iranmove to
sign a peace agreement on 19
June in Switzerland. Around
6.30pm, the August contract of
Brent traded at $79.89, down
about 4% from Monday’s close,
whilethe July contractof West
Texas Intermediate on the
NYMEX fell 4.33% to $77.25a
barrel.

Expertsdescribed the slump
as an immediate expression of
relieffollowing the announce-
ment of the deal, but cautioned
thatthe optimism could fade in
the comingdays.

“Refiners and OMCs (oil
marketing companies) are cur-
rently in wait-and-watch mode.
Itneedsto beseen how thesitu-

Global crude oil benchmarks hit a three-month low on Tuesday,
trading below $80 per barrel, as Iran and US near peace deal.reuters

ation pansoutand whether sta-
bility prevails. In case the Strait
of Hormuz opens up com-
pletely, there isbound tobe a

surge in demand
globally,” said an
official with a
state-runrefiner.

Refiners are
also awaiting clar-
ity over lifting of
sanctions on Iran
as the Islamic
nation was a
major supplier to

India prior to US curbs. Iran
also provided bettercredit lines
compared to other West Asian
countries, the official said,

Around 6.30pm,

the August

contract of Brent
traded at $79.89,

down about 4%
from Monday's
close

requesting anonymity.

West Asia has traditionally
been a big supplier for India
with60-70% of overall energy

imports coming
from the region.
Since the start of
the war on 28
February, sup-
plies have dwin-
dled and cur-
rently, they are
30% of India’s oil
imports.

Maulik Patel,

head of research, Equirus Secu-
rities, noted that although
crude pricesslumpedafterthe
announcementofthe deal, it is

asentiment-driven move, and
not a fundamental re-rating.
The February 2026 baseline of
$65 per barrel, with OECD
(Organisation for Economic
Co-operation and Develop-
ment)inventories near2.9 bil-
lion barrels, and expectations
ofoversupply are nowa distant
memory. “With OECD inven-
tories having drawn sharply
toward the 2,650-2,700 mil-
lion barrel range, and the risk of
falling to multi-year lows cov-
eringonly 50-60 days ofglobal
demand by September 2026,
oil prices are unlikely to go
below $75/bbl. A peace deal
reopensashippinglane; it does
not refill the cumulative supply
shortfall of more than 800 mil-
lion barrels. We expect near-
term equilibrium around
$75-80/bbl, witharetum tothe
$60-70/bbl range remaining
structurally unlikely even if
peace returns and the Strait of
Hormuz fully reopens in
2H2026.” Patel said.

Queries emailed to Indian
il Corp Litd, Bharat Petroleum
CorpLtd and Hindustan Petro-
leum Corp Ltd werenot imme-
diately answered.

rituraj.baruahwlive-
mint.com

For an extended version of
this story, go to livemint.com.
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Crude relieffor India to take more time

Abhinab

;E'r';lnaba‘sa a-@uliivemint.com
MUMBAI

il markets are recov-
ering from the US-Is-
rael-Iran shock faster

thanthey did after the Russia-
Ukraine war, raising hopes of
relieffor energy importers like
India. But experts caution that
coolingcrude prices might not
offer immediate succour, as
higher fuel and production
costs have already filtered
through the economy and may
prove sticky.

Brent crude has fallen over
12% in five days to about $83 a
barrel from $94. asreportsof a
potential US-Iran peace deal
eased supply concerns. While
no final accord has been
signed, Washingtonand Teh-
ran have agreed to a broad
roadmap toend hostilities and
reopen shipping through the
Strait of Hormuz. Yet crude
remains about 12% above its
pre-conflict level of $74, sug-
gestingmarkets still see mean-
ingful supply risks since key
issuessuch as sanctionsrelief
and Tehran's nuclear pro-
gramme remain unresolved.

Nonetheless, the sharp cor-
rection has fuelled expecta-
tions that geopolitical risk pre-
miums embedded in oil prices
could unwind further if ten-
sions continue toease.

“Crude oil prices are likely
todecline to pre-conflict levels
in the low-$70s over the next
six months,” Ashwini Shami,
smallcase manager, president
and chief portfolio manager at
OmniScience Capital, said. A
combination of rising non-
Opec (Organisation of Petro-
leum Exporting Countries)

Faster normalization many not mean immediate relief for India.

Shorter shocks

Event Crude oil price
| movement(s)

Arab oil embargo i

Iranian Revolution 14— 39

Iran-Iraq War 25 = 40

Iragi invasion of 2N => 46

Kuwait/Gulf War

Iraq War 25 e Y

Libyan Civil War 95 = 125

Russian invasion 98 = 134

of Ukraine

US-Israel-Iran war 74 = 114

Source: Nirmal Bang Institutional Equities, Mint analysis

supply, inventory replenish-
ment and accelerating substi-
tution toward electric vehicles
and coal should keep a lid on
crude prices, Shamisaid.

As a result, investor
response has been different
from thatseen during the Rus-
sia-Ukraine war, when the oil

Duration prices
| stayed elevated

4-5 years (1973-1978)
l 6 years (1979-1985)
3-4 years (1980-1984)
6 months (Aug 1990-Jan 1991)

3-5 months.
8-10 months (2011)

4-6 months (2022)

3.5 months (ongoing, 2026)

amid softer global demand and
higher spare production
capacity. It eventually rose
54% toits peak of $113.60 on 4
May, nearly nine weeks after
the conflict began.

The subsequent retreat has
been even more telling. Six
weels after its peak, Brent is

market was down 27%. By
already tight. Oil markets comparison, it fell
Brentwas trading appear to be only 16% six
$90 a barrel i.n recovering from weeks_art?r ‘ils
bl e | SO
demand geopolitical shock sia-Ukraine war.
rebound, vears of fastgr .than they The sharper
underinvest- did in 2022 retracement sug-
ment in supply —_— gestsinvestorsare
and only gradual absorbing the
production increases by | current shock much faster

Opec+. Fears of losing one of
the world’s largest oil export-
ers sent crude surging 37% to
nearly $134 a barrel just eight
days afterthe conflict ensued.

Incontrast, the current con-
flict erupted when the oil mar-
ket was much weaker. Brent
averaged just $67.4a barrel in
January and February 2026

than they did four yearsago.

A March report by broker-
age Nirmal Bang said that
while conflicts before the
1990s often caused years of
disruptions, current war-
driven oil spikes typically fade
withina few months.

The West Asia episode has
lasted about three-and-a-half

months so far, compared with
the four to six months it took
oil markets to normalise after
Russia's invasion of Ukraine.

However, a faster normali-
zation in oil prices does not
automatically translate into
immediate relief for India.
Madan Sabnavis, chiefecono-
mist at Bank of Baroda, noted
inal5 Junereport that oil and
gas production in West Asia
could take at least six months
to fully recover, keeping crude
prices elevated at $80-90 per
barrel for the rest of the year.

Inflation may also remain
sticky, as crude is still more
expensive than a year ago.
Moreover, the government
might not cut retail fuel prices
anytime soon, given the losses
oil marketing companies
incurred, Sabnavis noted.

Onthe flipside, lowercrude
prices could boost marginsin
consumer- and investment-
oriented sectors by reducing
raw-material costs, noted San-
jeev Prasad, managing
director and co-head of Kotak
Institutional Equities, in a
reporton Tuesday. Yetasharp
fallin energy and commodity
prices may be a drag on India
Inc’s overall earningsgrowth,
Prasad warned, given that
commodity sectors are
expected to contribute nearly
40% of incremental FY27
profits. Consensus estimates
peg India Inc's FY27 earnings
growth at 10-12%, following
carlier cuts of about 5%.

In short, while oil markets
appear to be recovering from
the latest geopolitical shock
faster than they did in 2022,
the economic benefits for
India are likely to arrive more
gradually.
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Hormuz traffic rccovery may be slow

Indian OMCs await formal signing of US-Tran peace deal before expecting supplies to resume

SHUBHANGI MATHUR
New Delhi, 16 June

The agreement between the United States
(US) and Iran to end a war that lasted more
than 100 days has brought relief to energy
marketsand major importersstich asIndia.
However, industry executives and experts
cautioned thatshippingtraffic through the
Straitof Hormuzcould take months tonor-
malise despite the breakthrough.

“Shipping firms are expected totake at
least two months to resume full Persian
Gulf operations, with damaged refinery
infrastructure requiring additional time.
Normalisationisthereforea Q3story at the
earliest. A higher structural oil price floor
isachallenge India will have tolive with for
the remainder of 2026,” said Maulik Patel,
head of research at Equirus Securities.

While the finer details of the agreement
have not yet been made public, US Presi-
dent Donald Trump has said ships will be
allowed to transit the Strait of Hormuz
without paying tolls. The US and Iran are
scheduled to formally sign the deal in
Switzerland on June 19.

India’s oil-marketing companies
(OMCs) are awaiting the formal signing of
the agreement and the subsequent

SY3LN3Y :OLOHd

reopening of Hormuz before expecting
normal supply flows toresume, given ear-
lier unsuccessful attempts to reopen the
waterway, said a refinery executive.
“Theinitial phase will involve physical
mine clearance, rebuilding insurer confi-
dence, and tanker repositioning. Trafficis
expected to recover to 50-60 per cent of
pre-war levels initially, as insurers seek
evidence of sustained stability,” Patelsaid.
The immediate impact of the deal has
been most visible in energy markets, with
Brent crude prices falling nearly 20 per
cent from recent highs and easing lique-
fied natural gas benchmark prices as con-
cerns over supply disruptions receded.
“This, along with the recent hike in retail
fuel prices and the cut in excise duty, has
largely neutralised under-recoveries on
automobile fuels, easing pressuire on petrol
and diesel marketing margins,” said Sehul
Bhatt, director at Crisil Intelligence.

However, experts cautioned that the
resumption of energy supplies from West
Asia could prompt major importers such
as China to ramp up purchases. “Replen-
ishment of crude inventories, including
both commercial stocks and strategic
petroleumreserves, islikely toadd upward
pressure on prices as flows recover. The
MoU lowers the probability of an immedi-
ate oil shock, but it does not eliminate the
risk premium. The market islikely to move
from crisis pricing tonegotiation pricing —
less panic, butstill far from where we were
pre-conflict,”said Jorge Leon, head of geo-
political analysis at Rystad Energy.

As energy prices spiked, China
withdrew from seaborne markets, with its
importsfallingby more than 6 million bar-
rels per day between March and May.

A senior fertiliser industry official said
134 Indian ships were stuck in Hormuz
sincelate February. Of these, 4-5 are carry-
ing around 200,000-210,000 tonnes of
urea bound for India. “These should start
getting moved as soon as the Strait opens
but beyond that there is little scope for
much improvement as LNG plants in the
region will take 3-5 months to become
totally operational,” he said.

(With inputs from Sanjeeb Mulherjee)

Centre raises export
duty ondiesel, ATF

The government has raised the excise
duty levied on exports of diesel and
aviation turbine fuel (ATF), effective
June 16, to ensure domestic fuel avail-
ability amid the West Asia crisis.

The special additional excise duty,
orwindfall tax, was raised by 50 paise
per litre to 14 a litre on diesel, accord-
ing to a gazette notification issued by
the Department of Revenue. The excise
duty on exports ofjet fuel was hiked by
3 per litre toX12.5 per litre, while the
levy on petrol remains unchanged at
1.5 per litre. No change has been noti-
fied in the existing excise duty rates on
petrol and diesel for domestic con-
sumption. The last revision was under-
taken with effect from June 1. Ason
June 15, underrecovery on petrol sales
by public-sector OMCs had fallen by
halftoI3 perlitre due to asharp
decline in crude oil prices. On diesel,
underrecovery fell to¥27 per litre from
%30 per litre on June 8. BS REPORTERS
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Indian biogas turns price-competitive

S DINAKAR
Hyderabad, 16 June

India’s biogas has turned competitive with
imported (Liquefied Natural Gas) LNG
for the first time after being priced at a
premium foryears. This provides amarket-
driven boost to a fuel that can reduce the
country’s import dependence and help
tackle mounting waste, according toindus-
try officials and gas pricing data.

If all of India’s waste were processed
today, it could yield as much as 60 million
tonnes (mt) of LNG annually, said Gaurav
Kedia, chairman of the Indian Biogas Associ-
ation. India currently imports 24-25 mt of
LNGayear, according tooil ministry data.

Theimproved competitiveness of biogas
— a cleaner-burning fuel produced from
municipal waste, crop residue and sugar
industry by-products — comes as the gov-
ernment prepares to announce a
policy aimed at reviving the sector.
Of the 5,000 biogas plants planned
in 2018 to produce 15 mt annually
by 2023, only 209 are operational,
generating less than 100,000
tonnes, according to ministry data.

Since the West Asian conflict
escalated in March, biogas has
become $4-$8 per million British
thermal units (mmbtu) cheaper than
imported LNG, compared with a premium
of $5-$6 per mmbtu in early 2026, industry
officials said. The reversal occurred after
Iran closed the Strait of Hormuz, a key
energy transitroute, sending imported LNG

From waste to wonder

® |n a first, biogas $4-$8/mmbtu
cheaper than imported LNG

® |ndia’s waste could generate up to
60 mt of LNG-equivalent biogas
against LNG imports of 24-25 mt

= Imported LNG prices surged
50-100% after Hormuz blockade

® OMGs' biogas procurement prices
remained stable at X75-80/kg
despite global energy volatility

WEST ASIA
CONFLICT

rates higher by 50-100 per cent.

Unlike LNG, biogas prices remain con-
stant for the contract period, unaffected by
the exchange rate or the price of oil or that of
any gas index, Kedia said. The rupee has
depreciated by over 5 per cent against the
dollar since January, increasing
LNGprices.However, biogasprices
transacted in Indian rupees have
remained unchanged.

USinvestment bank Goldman
Sachs has upgraded its forecast
for Asian LNG prices for the
second half of the year by 15 per
cent due to arebound in demand
from China and South Korea. It
expects LNG prices to remain significantly
higher in Asia over the coming years than
the pre-crisis baselines. This continues to
keep Indian biogas competitive at current
price levels.

Oil-marketing companies (OMCs) pro-

#

curebiogas from domestic producers atI75-
80 perkg (excludingtaxes and equivalentto
$14-$16 per million Btu), Kediasaid. Traders
at state-run oil companies said imported
LNG prices have doubled since February to
over $20 per mmbtu. GIXI, India’s gas pric-
ing index, averaged $18.49 per mmbtu in
May, 12 per cent higher than in April.

In Gujarat’s Morbi, a ceramics hub
accounting for about 4 per cent of India’s
gas consumption, factories agreed to pay
X73perstandard cubic metre, or around $20
per mmbtu, for imported LNG, compared
with¥41 perscm before theconflict, accord-
ing to DAM Capital. Spot LNG prices
touched $22 per mmbtu in March and have
since eased to $17-18, said Magsood Shaikh,
chiefexecutive officer of Ultra Gas & Energy.

Before the conflict, Petronet LNG paid
around $10 per mmbtu for long-term
supplies from West Asia, whilespot cargoes
averaged about$11 per mmbtu, traderssaid.

Reliefto new policy

India’s revised biogas policy, expected tobe
announced within weeks, seeks to address
twokey challenges facing the sector, indus-
try officials said.

The firstis accelerating biogas adoption
in line with the Aatmanirbhar Bharat push.
Attacks on Qatar, India’s largest LNG sup-
plier, disrupted supplies accounting for 41
percentofthe country’s LNG imports, forc-
ing state-run oil companies to source alter-
native cargoes at landed prices exceeding
$20 per mmbtu, according to two senior
traders atstate refiners.

The government may also advance the
timeline for mandatory blending of com-
pressed biogas (CBG) with conventional gas
by a few years, Kedia said. Under the exist-
ing framework, a 5 per cent blending man-
date for CBG in CNG (transport) and PNG
(domestic) segments of the city gasdistribu-
tion sector is scheduled to begin in FY29.
Until then, the blending ratio advanced
gradually, startingat 1 per cent in FY26.

Another proposal under consideration
isanationwide administered pricing mech-
anism, similar to ethanol, with differenti-
ated rates based on feedstock. The notified
pricecould exceed the current75-80 perkg
paid by OMCs, industry officials said. The
ideaisto divert a portion of the $13.3 billion
Indiaspentlastfinancial yearon importing
24 mtof LNG into domestic biogas produc-
tion, accordingtooil ministry data. ButNew
Delhi must take care not to price biogas so
high that it again loses its competitiveness
toimported LNG.
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Lower oil prices to offer
relief to consumers, govt

Sidhartha@timesofindia.com

New Delhi: Tuesday’s fall in
Brent tounder $80a barrel for
the first time in three months
will allow oil companies to
hold pump prices at current
levels, while helping govt fi-
nances and keeping inflation
from rising, provided gains
on crude hold.

Policymakers are cautio-
us while making any projec-
tions, given how the peace
talks between the US and
Iran have moved, but the
markets seem to be more up-
beat. Stocks of oil marketing
companies have rallied in
the last two days, apart from
softening of global prices.

“Itseemstobearelief ral-
ly and if prices can be sustai-
ned will depend on demand
and supply. Oil marketing
companies are still losing
money and govt has given a
substantial relief through
excise cut. If oil prices come
down and stay atalowerlevel
for some time, then the bene-

fit of softening prices can be
transmitted to consumers,”
said DK Joshi, chief econo-
mist at Crisil.

While Brent had drop-
ped to $83 a barrel on Mon-
day, the cost for Indian refi-
ners was estimated at
$82.84, indicating that the
gap had narrowed. But the
cost for consumers is not a
functionof crudebutlinked
tothe international price of
petrol and diesel, and in Ju-
ne they were higher by 22%
and 43 % ,respectively.

“The recent de-escalation
in the conflict and modera-
tion in oil prices bodes well
for both inflation and growth
outlook for India. With every
$10 increase in oil, inflation
tends to rise by 20-30bps and
growth drag is 20bps . While
the impact of disruptions
may linger in the system for
sometime, the eventual move
of oil prices towards $70 pbl
over the coming months co-
uld help bring stability forru-
pee as well as reduce rising fi-

scal pressures due to higher
subsidy costs for govt,” said
Sakshi Gupta, principal eco-
nomist, HDFC Bank.

The easing of tension and
lower prices of oil and fertili-
ser are going to offer signifi-
cant relief to govt as a massi-
ve spike in subsidy bill is ex-
pected, with the Centre under
pressure to double support
for soil nutrient and bear the
burden of losses on sale of
subsidised gas cylinders.
With oil marketing compani-
es losing around Rs 700 crore
daily on fuel and cooking gas,
their contribution by way of
direct tax will be zero.

“The fertiliser subsidy
will overshoot but not double
as was being suggested. The
LPG subsidy will increase,
but there will be no fresh pri-
ce hikes by oil companies,
provided the peace deal
works out. We expect the fi-
scal deficit to be higher than
what wasbudgeted,” said Ma-
dan Sabnavis, chief econo-
mistat Bank of Baroda.
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Strait Goes Quiet, But It Won’t Be Straight Going For India

Oil prices will stay up. Current account deficit has widened. True, pressure on rupee will be mitigated
by GOI, RBI actions & post-war investor relief. There’s EI Nino, though. Growth this fiscal? 6.6%

Dharmakirti Joshi

The 60-day ceasefireannounced between
Iran and US - expected to de-escalate
hostilities and reopen the arterial
Strait of Hormuz - offers hope. If
signed and sealed, India’s sigh of
relief will be the loudest, because
it’ll halt downward revisions to growth, and upward
revisions to inflation, seen of late.

‘With the conflict, risks toglobal growth and inflation
flared up, putting India’s resilience to the toughest
test post-Covid. Apart from the largest oil shock in
history, supply chains were disrupted, freight &
insurance costs soared, and availability of fertilisers
and petrochemicals was constrained.

Crude tumbles on cue, but...

Over a fifth of global oil & gas trade passes
through Strait of Hormuz. West Asia accounts
for 40-50% of our oil imports, supplies gas and
fertilisers, and accounts for 13% of our exports.
Despite easing of tensions, crude oil prices have
fallen to around $83 per barrel but remain elevated,
compared with an average of $701ast fiscal.

While a formalised ceasefire reduces the risk
of further spikes, scope for a sharp decline in
energy prices is limited for three reasons.

® One, rebuilding West Asia’s damaged oil &
gas infra will take time.

® Two, countries are likely toreplenish inventory
impacted during the conflict,and may expand strategic
reserves to guard against future disruptions.

@ And three, freight and insurance costs will
normalise only gradually.

Typically, weak global growth, as seennow, moderates
demand and prices of crude oil, but lingering supply
constraints will keep them elevated. For India, which
imports over 85% of its crude oil requirement, this
means the bill could remain high. The salutary part is
the upsiderisk to prices will likely be capped now.

Growth moderation, policy support | Downside risks to
growth should now reduce. We retain India’s GDP

growth forecast at 6.6% for this fiscal, compared with
7.7% last fiscal. Higher input costs, particularly energy
and commodities, will weigh on economic activity.
Corporatemargins willremain under pressure because
supply disruptions and shortage of critical imports
will take time to ease. Proactive policy support
should, however, cushion some of thatimpact. Centre’s
emphasis on capex, preceded by rationalisation of
GST, and higher, unconditional cash transfers, will
provide demand-side support.

Capital inflow & rupee | CAD is expected to widen to
over 2% of GDP this fiscal from 0.6% last fiscal, on

higher cost of imports. The rupee was already under
pressure as capital inflows slowed. A wider CAD adds
structural pressure to the rupee, but two developments
provide support.

® One, recent measures by RBI and finance ministry
toattract foreign capital.

® Two, the ceasefire will improve investor confidence.

These factors have already bolstered the rupee
recently. We expect it to move towards 93.5 per dollar
by fiscal-end, assuming stable global conditions.

Lid on inflation | Inflation based on WPI, at 9.7%, points
to significant cost pressures building in the system.
We expect the CPI-based gauge to rise to around
5.1% this fiscal from 2.1% in the last, as companies
passon higher input costs toconsumers.

GOI has started passing on higher crude oil costs to
retail prices of petrol & diesel, which will have direct,
second-round effects on inflation. Prices at the pump
will take time to reduce, with OMCs continuing to sell
ataloss. GOImay also have torevisit the excise duty cut
in March. Notably, with some upside risks to inflation
likely curbed, RBI's Monetary Policy Committeegets elbow
room to recalibrate its policy stance between supporting

growth and maintaining price stability.

Dark cloud El Nino | Manifestation of El Nino
conditions, however, poses a major risk to the
southwest monsoon this time. Cumulative rainfall
this season has been 32% below the long period
average as on June 15. Met has lowered its rainfall
forecast to 90% of the long-period average. That
would mark the weakest monsoon in adecade.
Worryingly, there are apprehensions about a
‘super El Nino’. Indian Ocean Dipole (IOD) could
offer some offset, but its effectiveness is uncertain.
TIOD conditions are often advantageous, as they
tend to reinforce monsoon and lead to higher
rainfall. Over three decades, IOD events have
coincided with El1 Nino about half the time, and
only occasionally helped offset its impact.
Moreover, apart from volume, distribution of
rainfall is critical for agri output and food infla-
tion in India. Sofar, we've no information on this.

Policy agility critical | While the ceasefire can ease
the West Asia conflict and stabilise energy markets,
elevated commodity prices, supply-chain frictions and
weather uncertainties continue to pose risks to India’s
economic outlook. In such a milieu, policy agility
will be crucial. Authorities must balance growth
support with inflation management, while preparing
for weather vagaries and unresolved tariff issues.
The writer is Chief Economist, Crisil
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