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CEPA review: India wants Korea to eliminate
tariffs on certain food, yarn, petroleum products

—
Amiti Sen
New Delhi

India wants South Korea to
eliminate tariffs on a num-
ber of items, such as variet-
ies of meat, milk, fruits, fish,
stones, yarn and petroleum
products, which were ex-
empted or protected against
steep cuts in the India-
Korea Comprehensive Eco-
nomic Partnership Agree-
ment (CEPA) signed abouta
decade and a half ago,
sources said.

The two countries are
preparing to discuss request
lists for tariff cuts later this
monthin the on-going nego-
tiations to wupgrade the
CEPA, with narrowing of
trade deficit with South
Korea high on India’s
agenda.

“Stakeholders in the In-
dian industry have been
provided the draft request
list and asked to suggest
more items on which tariff

cuts can be sought and even
propose deletions if
needed,” a source tracking
the matter told businessline.
The next round of India-
Korea CEPA upgrade meet-
ing is likely on July 17-19,
sources said.

The India-South Korea
CEPA, signed in August
2009 and implemented in
January 2010, covers trade
in goods, investments, ser-
vices, and bilateral coopera-
tion in areas of common in-
terest. While India offered
tariff elimination or conces-
sion on 83.8 per cent tariff
lines imported from South
Korea, the latter offered tar-
iff elimination or conces-
sion on 93.2 per cent tariff
lines.

TRADE DEFICIT

Bringing down the trade de-
ficit with South Korea is one
of the top matters for dis-
cussions featuring in India’s
negotiating agenda. In
2023-24, India’s imports

from South Korea was at
$21.13 billion while its ex-
ports totalled a mere $6.41
billion.

The average exports from
India to South Korea before
the CEPA (2007-09) were
valued at $3.4 billion, while
the average imports stood at
$7.3 billion, leading to an av-
erage trade deficit of $4 bil-
lion, per an analysis by re-
search body Global Trade
and Research Initiative
(GTRI). Post-CEPA (2022-
24), the average exports in-
creased to $ 7.1 billion, and
imports surged to $19.9 bil-
lion, resulting in a much lar-
ger average trade deficit of

$12.8 billion, it said. “This

indicates an increase in the
trade deficit by § 7.2 billion
from the pre-CEPA period
to the post-CEPA period,
marking a 220 per cent in-
crease,” the GTRI report
peinted out.
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Crude oil prices climb on
summer demand outlook

Singapore: Crude oil prices
climbed on Monday, supported
by forecasts of a supply deficit
sternming from peak summer
fuel consumption and OPEC+
cuts in the third quarter,
although global economic
headwinds and rising non-OPEC+
output capped gains. Brent
crude futures rose 33 cents, or
0.4 per cent, to $85.33 a barrel by
0435 GMT. reuters
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India to get critical mineral
access with Australian FTA

MUKESH JAGOTA
New Delhi, July 1

THE UPGRADATION OF trade agree-
mentbetween Indiaand Australiawill
enable greater access to the critical
minerals and other capabilities to
manage transition to green energy,
Australian high commissioner to
India Philip Green said on Monday:

“We have huge resources in min-
erals and energy that can support
make in India and in particular we
havestrong reservesofcriticalminer-
als with the largest producer of
lithium and second largest producer
of cobalthe saidat theconferenceon
the wadmap forvehicle electrification
organised by India Energy Storage
Alliance (IESA).

Indiaand Australiaarenegotiating
to upgrade their Economic Coopera-
tion and Trade Agreement (ECTA) to
Comprehensive Economic Partner-
shipAgreement [CEPA). Last year,both
countries had reached anagreement
on a Critical Minerals Investment
Partnership, which identified five tar-
get projects (two lithium and three
cobaltjonwhichtoundertake detailed
due diligence.

Investmentsunder the partner-
ship will seek to build new supply
chains underpinned by critical min-
erals processed in Australia, that will

® India and Australia are
looking at ways to
increase cooperation in
critical minerals and their
processing, besides
battery production

B Australiais the largest
producer of lithium and
the second largest
producer of cobalt in the
world

help India’s plans to lower emissions
from its electricity network and
become a global manufacturing hub,
including for electric vehides.

Atthe conference, commernce sec-
retary Sunil Barthwal said India and
Australia are looking at ways to
increase cooperation in critical min-
eralsand their processing,besides bat-

tery production.

"We are looking at how we can
integrate our (India and Australia)
economies in terms of battery pro-
duction, in terms of mineral produc-
tion, in terms of mineral processing,
in terms of vehicle production,” he
said. Barthwal added that like Aus-
tralia, India has signed a trade pact
with the four-nation European Free
Trade Association (EFTA) and Norway
isakeymemberofthatgrouping,

"Morway has done extremely well
in termsof the renewableenergy sec-
tor..and we are collaborating with
Norway. Similarly, we are collaborat-
ingwith the European Union,

"We have a technology group
where we are looking at different
technologies in battery making, in
vehicle making, in mineral process-
ing, in critical technologies,'he added.

Talking about the EV opportunity
in India, Barthwal saidthat thesale of
EVs is increasing at a fast pacein the
countryand it needs a whole ecosys-
tem, not just manufacturing.

"A whole gamut of activities is
goingto openup through the energy
transitioninthecountry,andthereis
alot to do both by the government
and the private sector,and therefore
great opportunity is coming to
investors toinvest in this wholevalue
chain,"he said.
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TOC’s FY25 capex forecast at 34,000 crore’

—
Our Bureau
New Delhi

State-run Indian Oil Cor-
poration (I0C) is expected
to incur a capex of ¥34,000
crore in the current finan-
cial year, ending March
2025, and around 37,500
crore in FY26, Fitch Ratings
said on Monday.

Besides, the country’s
largest oil marketing com-
pany’s (OMC) refining ca-
pacity is likely to grow to
more than 70 million
tonnes by March 2026.

“We forecast capex of
34,000 crore in FY25-
above I0C’s target of
%30,900-37,500 crore there-
after to account for higher
energy-transition spending.

“We expect capex to be
spent across a number of
segments, including refin-
ing, marketing, pipeline,
petrochemicals, alternative

energy and city gas distribu-
tion,” the ratings agency
said.

Fitch also forecast 10C’s
refining capacity to reach
87.9 million tonnes (mt) by
end-FY26, from 70.3 mt
currently, as IOC expands
the Barauni, Koyali and
Panipat refineries, while
petrochemical capacity
should reach 7 mt by FY27,
from 4.4 mt currently.

“We expect refining
capex intensity to wane
over the medium term,
while energy-transition
capex rises. The govern-
ment has  announced
{15,000 crore of capital
support to the three state-
owned OMCs in FY25,
which could buffer capex,
but we do not include this
in our base case,” it added.

MARKETING MARGINS
Fitch expects the Maha-
ratna company’s marketing

- e J‘L:.." - -
10C’s refining capacity is likely
to grow to more than 70
million tonnes by March 2026

margins to remain steady.
“We forecast a steady
marketing margin for FY25,
notwithstanding the March
2024 T2 per litre cut in

diesel and petrol retail
prices, the first price
change in around 22

months. We expect the
margin to be supported by a
decline in the Brent crude
oil price to $77.5 per barrel
in FY25, in line with Fitch

estimates, from $82 in
FY24,” it said.

Fitch expects I0C’s FY25
EBITDA to fall from the
peak FY24 level, but to re-
main healthy for its stan-
dalone credit profile, driven
by a moderating refining
margin from the higher
than usual levels in FY23-
FY24, it said.

The fall is likely to stem
from lower product cracks
amid weak Chinese demand
and curtailed Asian petro-
leum product exports as
well as a reduced benefit
from pricing differences
between crude varieties, it
added.

“We see fuel prices re-
turning to more frequent
revisions, aligned with
crude oil prices, once in-
dustry conditions stabilise.
Nonetheless, rising crude
prices amid geopolitical un-
certainty could present
near-term risks,” Fitch said.
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L&T bags
project from
ONGC

Larsen & Toubro (L&T) on
Monday said it has bagged
a 'significant order’ from
ONGC. The company clas-
sifies contracts worth R's
1,000-2,500 crore as sig-
nificant orders. The pro-
ject has been bagged by
L&T Energy Hydrocarbon
vertical of L&T, the com-
pany said in a filing to BSE.
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Oil dynamics are shifting in favour of our energy plans

NARAYAN RAMACHANDRAN

ischairman, InKlude Labs. Read

Narayan's Mint columns at
www.livemint.com/
avisiblehand

he global oil market has been roiled

over the last several years. The

demandshock during the pandemic,
gradually evolving demand dynamics due
to the electric vehicle (EV) transition, dis-
ruption oftanker movements following the
Isracl-Hamas war and economic sanctions
against Russia, in interaction with supply
responses to these events, have impacted
international oil prices, trade flows and
investments. Emerging clean energy tech-
nologies and more widespread efficiency
policies and techniques are combining to
slow down growth in oil demand.

First,a look at oil prices. They had aver-
aged about $50 a barrel from 2015 to just
before the pandemic that began in 2020.
They plunged in the wake of global lock-
downs to the teens, briefly even turning
negative. This paracoxical ‘negative price’
arose because supply gluts in certain places
(like Cushing, Oklahoma, US) were so great
that pricesreflected an incentive foropera-
tors to pick up the oil at those locationsand

prevent thecommodity from overflowing
all available on-land and tanker storage
capacity. Oil prices recovered to a more
normal $50-60 going into 2022, when the
Ukrainian war and resulting economic
sanctions against Russia caused pricestoa
jumpto$120 a barrel and settle down atan
average of about $80, which is roughly
where they are today.

There appears to be a $15-20 per barrel
uncertainty premium baked into the price
of oil. The oil price volatility index, which
measures the variability of prices, reached
an all-time high of 226 during covid and
stayed elevated in the 40s till recently (a
reading of 30 or below is seen as normal).

The Organization of Petroleum Export-
ing Countries (Opec) along with Russia,
togethercalled the Opec+ countries, have
keptsupply tight, partly contributing to the
high price of oil since 2022. High prices
have provided ‘windfall’ profits to many
companies that are in the business of
pumping oil. Businesses have followed a
strategy of returning some of that money to
shareholders through buybacks and divi-
dends, but alsoarereinvesting a portion in
increasing capacity. According toa recent
report by the International Energy Agency
(IEA) that focuses on the long-term oil

demand-supply balance till 2030: “World
oil production capacity, led higher by the
United States and other producers in the
Americas, is forecast to outstrip demand
growth over the 2023-2030 forecast and,
barring the covid pandemic period, inflate
the world’s spare capacity cushion to
unprecedented levels.”
Total supply capacity is
expected to rise by 6 mil-

Oil prices are

shift that began with fast-swelling Chinese
demand about 20 years ago and now
includes India’s. As seenafter the sanctions
against Russia, this shift has important
implications for oil trade flows and overall
market dynamics.

The IEA forecasts that overall demand
will peak this decade. Asa
market forecaster, Gold-
man Sachs expects the
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most of it coming from the

USand Saudi Arabia. Guy-

anawill become the newest petrostate, with

oil production going from zero to over

600,000 b/d in a few short years.
Structural demand factors are also

changing dramatically in geographical and

product terms. The locus of demand

growth had already shifted eastwards, a

refined products like jet

fuel, rather than gasoline.”

Oil prices are notoriously difficult to pre-
dict. However, long-term structural factors
directionally indicate aslowing and even-
tual peaking of demand. Supply factors will,
ofcourse, respond to this long-term path.
Taken togetherwith the elimination of the
uncertainty premiumembedded in today’s

oil prices, it seems plausible that average oil
prices in the latter half of this decade will
drop closerto the $40-60 perbarrel range.

This scenario augurs well for India,
which looks likely to have a positive growth
rate ofoil consumption foranother 20 years
ormore. Today, a$10 change in the average
crude oil price changes India's net oil
imports by about $12-13 billion, which
makesup about 0.3% of the annual current
account deficit (CAD).

Theshift to petrochemicalsis also bene-
ficial to India, since it is a net exporter of
these products and has established some of
the most modern refinery complexesin the
world. While the oil bill and the consequent
pressure on India's CAD is likely to be lower
inthe vearsahead, it can providea cushion
to accelerate the country’s green-energy
transition in parallel.

A $20 average fallin the price of oil fora
five-year period starting from 2025 would
result in annual savings ofabout $25 billion.
Overafive-year period, that would amount
towell over $100 billion. This transforma-
tion of ‘savings onoil’ to‘investingin clean
energy’ willrequire a clear-headed and far-
thinking strategic plan.

P.S: “Plans are useless, but planning is
indispensable,"said Dwight D. Eisenhower.
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Petrol and high-speed diesel
prices hiked in Pak after Eid

PTI ® ISLAMABAD

Weeks after slashing the
prices of fuel ahead of the
Eid ul Adha festival, the cash-
strapped Pakistan government
on Monday sharply hiked their
prices for the next fortnight as
it began the new fiscal year.
According to a notification, the
prices of petrol and High-
Speed Diesel (HSD) were
raised by Rs 7.45 and Rs 9.56
per litre respectively on the first
day of a tax-laden budget for
2024-25, The Express Tribune
newspaper reported.

Last month, the government
slashed the prices of petrol and
HSD by Pakistani Rs 10.20 and
Pakistani Rs 2.33 per litre
respectively, ahead of Eid ul
Adha. The Ministry of Finance
in a late-night announcement
said the prices of petroleum
products have seen an increas-
ing trend in the international
market during the last fort-
night, the Dawn newspaper

reported. The increase in petro-
leum product prices has been
made based on the Oil and Gas
Regulatory Authority’s (Ogra)
recommendations and with
the prime ministers approval,
The Express Tribune said.
The new ex-depot petrol price
for July 1 to 15 would be
Pakistani Rs 265.61 per litre
compared to Rs 258.16 in the
previous fortnight, up by 2.9
per cent, the Dawn reported.
However, petrol would be avail-
able for over Pakistani Rs 266
per litre in the retail market, it
said. On the other hand, the
new ex-depot price of HSD is
Pakistani Rs 277.45 per litre, or
3.6 per cent higher than the
Pakistani Rs 267.89 over the
past fortnight.

Hours before the price hike
announcement, Pakistan’s
Finance Minister Muhammad
Aurangzeb announced on
Sunday evening that the petro-
leum levy would not be
increased. Although its ceiling

had been increased to Pakistani
Rs 70 per litre in the budget
from Pakistani Rs 60 to create
“headroom” for the future, the
Dawn reported.

Ofticials said the prices of
petrol and HSD had increased
in the international market by
about USD 4.4 and USD 5.5
per barrel, respectively, in the
last fortnight, the report said.

Since May 1, the prices of both
petrol and HSD have been
going down mainly because of
a slump in the international
market. Petrol prices dropped
by nearly Pakistani Rs 35 to
about Pakistani Rs 259 per litre
on April 30. Likewise, the HSD
price came down by about
Pakistani Rs 22 to Pakistani Rs
268 per litre in the second fort-
night of April. Finance Minister
Aurangzeb on Sunday con-
ceded that the people were
stressed due to new taxes
imposed in the budget after his
revenue measures were criti-
cised by almost everyone.
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INDIAN REFINERS IMPORT 2.13 MN BPD OF RUSSIAN CRUDE OIL INJUNE

Russian oil imports surge to 13-month
high, Saudi volumes crash to decade-low

SUKALP SHARMA
NEW DELHI,JULY 1

INDIA'S RUSSIAN oillimports rose
toa near-peak level in June pow-
ered by the highest-ever import
volumes of Moscow's key crude
grade Urals, as per oil tanker
tracking data and industry ex-
perts. Additional availability of
Russian crude forexportmarkets
duetoUkrainiandronestrikes on
Russian refinery infrastructure
and sizable price differential vis-
d-vis competing Middle Eastern
crude grades have led to higher
flows of Russian oil to India in re-
cent months,

Therise in India's import of
discounted Russian oil over the
past few months has hit flows
fromSaudi Arabiathe most, with
June import volumes from
Riyadh falling to the lowest
monthly level inover a decade,
the datashows.

Indianrefinersimported ato-
talof2.13 million barrels per day
(bpd) of Russian crudeoil inJune,
the highest since May of last year,
whenRussiancrudeimports had
hit a record high of 215 million
bpd, as per provisional ship-
tracking data from commodity
market analytics firm Kpler.
India’s Russianoil importsinjune
were 72 percent higher sequen-
tially, and accounted forasmuch
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as 45 per cent of India’s total oil
imports for the month.

0il imports from Saudi
Arabia—India's third-biggest
source market for crude—de-
clined over 25 per cent sequen-
tially to 0.41 million bpd, the low-
est inover 10 years. The primary
reason for the decline s seenas
the ample availability of Russian
crudeand its continued price ad-
vantageover Rivadh'soil.

“Confirming that the largest
sufferer of higher Russian inflows
have been Saudi term volumes,
the June imports from Saudi

Arabiacame in at... the lowest
monthly figure since January
2014," said Viktor Katona, head
of crude analysis at Kpler.
According to industry watchers,
Uralshasapriceadvantage of $6-
7 per barrel over Saudi Arabian
medium-sour grades.

Urals, a medium-sour crude,
is seen as Russia'sflagship crude
grade, and is the mainstay of
India's Russian oil imports. In
June, Indian refiners cumula-
tively bought 1.61 million bpdof
Urals crude, the highest ever,
India’s Urals import volumes in
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June accounted for three-fourths
of New Delhi's total oil imports
from Moscow, Evidently, the
price differential between Urals
and competing crude grades
from India’s traditional West
Asian suppliers was significant
enoughfor Indian refiners to pre-
fer the Russian grade.

“Even though 800,000 bpd
imports from lraq {in June)are
now here near as weak as Saudi
Arabian imports, and are the low-
est since February 2024, While
definitely not a record low, June
inflows{of Iragivil) to Indiawere
nevertheless marked by a much
lower interest in Irag’s medium
sour grade, Basrah Medium, The
heaviest lraqi grade, Basrah
Heavy, has been quite stablein
terms of Indian interest. So, what-
ever competes with Urals seems
to be losing out nowadays,”
Katona said. lraqis India's second-
biggestsource of crude oil.

Junealsomarkeda 17-month
high in India's oil imports from
the United States (US), making
WashingtonNew Delhi's fourth-
largest source of qude ilinJune,
up a spot from its usual fifth po-
sition. Indian refinersimported a
totalof 0.37 million bpd of crude
fromtheUS in June, The increase
in import volumes from the US
wasevidently onaccountof light
American crude—mainly shale
oil—becommgrelatively dieaper

than comparable grades from
West Asia. India’s oil imports
from the US mostly are of light
sweet grades that are routinely
blended with heavier barrels
from Russia, Irag, and Saudi
Arabia.

“As India imports increas-
ingly more Russian barrels, refin-
ersneed some lighter grades, too,
tocounterbalancethe density of
heavier grades. For that, USshale
oil has become the answer,”
Katona said.

Prior to the war in Ukraine,
Iraq and Saudi Arabia were the
top two suppliers of crude oil to
India. But as the West started
weaning itselfoff Russianenergy
supplies following Moscow's
February 2022 invasion of
Ukraine, Russia started offering
discounts onits crude and Indian
refiners started snapping up the
discounted barrels.

As the world's third-largest
consumerof qudeoilwith ahigh
importdependency level of over
85 per cent, India is extremely
sensitive to oil prices. Although
tradesources haveindicated that
discounts onRussiancrude have
shrunk considerably over the
pastmonths, Indian refiners have
evidentlyremained keenon buy-
ing Russian oil as given the high
import volumes, even lowerdis-
count levels lead to significant

savings,
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Russian oil imports zoom
to 13-month high in June

ARUNIMA BHARADWAJ
Mew Delhi, July 1

INDIA'S CRUDE OIL imports from
Russia zoomed toa 13-month high
in June even as the discounts on
Russian crude have narrowed,
accordingtoan analysis of data pro-
vided byintelligence firm Kpler. The
significantincreasein Russia’s share
in India’s oil imports can also be
attributed to the resumption of
imports of more grades of the com-
modityotherthan Urals,including
Sokol, which faced some issues in
the beginning of the year.

The country imported 2.13 mil-
lionbarrelsof crude oil per dayfrom
Russia lastmonth,up 7.2% fromthe
previous month, the data showed.
Thiswas the highest since May 2023
when imports from Russia stood at
2.15 millionbarrels perday. Infact,
imports of Uralsreached at anall-
timehigh 1.6 million barrels per day
inJune.

The shareof US crudein India oil
imports also increased by a steep
75% sequentially to 371,000 bar-
rels per day last month as Indian
refiners are seeking some lighter
grades too, to counterbalance the
density of heavier grades from Rus-
sia. India imported more than
370,000 b/d of il from the US in
June, the highest since January
2023, with the overwhelming
majority of it being WTI Midland,
accordingto the data.

Meanwhile, import volumes
from Irag and Saudi Arabia, the
other top suppliers of crude oil to
India, declined 24% and 2 5% on
monthrespectively.

“India's imports of Urals have
reached an all-time high,neveron
record did Indian refinersbuy more

INDIA'S CRUDE IMPORTS BY ORIGIN COUNTRY
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than 1.6 million b/d. India has
resumed purchases of Russian
grades from the Far East such as
ESPO or Sokol, however the quanti-
ties thereofarelower than theywere
on average in 2023, said Viktor
Katona,lead crude analyst at Kpler.
June imports from Saudi Arabia
came in at a mere 430,000 barrels
per day, the lowest monthly figure
since January 2014. Katona noted
that even in Covid times, India
imported moreand the main conse-
quence thereof has been the cost of
purchasing Saudi barrels.

"If Russian Urals costaroundata
discountof$3-4perbarrelto Dubai,
medium sour grades from Saudi
Arabiawould be lifted at apremium
of roughly above $3 per barrel to
Dubai. So there's a wide $ 6-57 per
barrel difference between the two,
still,” he said.

Asa consequence, SaudiArabia's
market share in India's crude
imports reduced to 9% last month
compared to 11% in May. Irag's
crude market share, too, declined to

FINANCIAL EXPRESS Tue: 02 July 2024

READ TO LEAD

17% in June from 21% in May.

Cumulatively, the country
imported 4.74 million barrels per
day of crude oil in June, marginally
upfrom4.6 7 millionbarrelsperday
imported inJune 2023.

Among Indian refiners, Reliance
Industries bought the largest vol-
umes of Russian crude oilin June at
542,948 barrels perdayfollowed by
the state-owned Indian Oil at
453,851 barrels perday.

Reports have earlier suggested
that the country’s state-owned
refiners arein discussionswith Rus-
sia to secure a termdeal for crude
supplieson a fixed discountafterthe
conclusion ofa similar deal between
Russia and Reliance Industries.

Govt raises windfall tax
on petroleum crude
The government has raised the
windfall tax on petroleum crude to
16,000 per metric tonne from
¥3,250, with effect from July 2,
according toanotificationissuedon
Monday,reports Reuters.
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Share of Russian oilimports rebounds from January lows

S DINAKAR
New Delhi, 1July

Despite Western sanctions, which
started escalating since last October
on Russian ships and insurance
companies, the share of Russian
crude oil in India’s oil import basket
has increased.

In June the share went up by
around 14 percentage points from a
January low.

Russian crude oil supplies to
India climbed to around 2.1 million
barrels per day in June compared
to around 1.99 million barrels
per day in May, according to ship-
tracking data.

India lastimported over 2 million
barrels per day in July 2023, with the
share of Russian oil in India’s import
at 44 per cent.

India lastimported over 2 million
barrels per day in July 2023, with the

share of Russian oil in India’s import
at 44 per cent.

The higher purchase from Russia
has come at the cost of West Asia,
according to industry sources and
the shipping data.

Russian oil constituted 45.4 per
cent of India’s daily purchase of
4.63 million barrels in June, as
against 40.7 per cent in May
and 31.7 per cent in January,
when Washington unleashed
more sanctions.

Russia had a record 45.8 per cent
share of the Indian oil import in
May last year.

The share of West Asia, led
by Iraq and Saudi Arabia, in
India’s crude oil basket was just
36 per cent last month as against
39 per cent in May and nearly
50 per cent in January.

ITraqgi and Saudi supplies dropped
in June by more than a fifth to

ON THE RISE

Imports fromtop & suppliersin June

around 800,000 barrels per
day and 430,000 barrels per day,
respectively, with Saudi shipments
dropping to the lowest in a decade,
the initial data show.

“It is largely Russian oil that has
reduced the share of West Asia crude
0il,” said R Ramachandran, an oil
industry consultant.

Discounts offered by Russia
make the crude oil competitive,

Volumes

(000 bpd)
2,100

Russia

Share in total
imports in June (%)

Sharein
January (%)

Iraq 800
SaudiArabia 430
USA 3N

Total imports

he added.

While Russian oil has become
cheaper thanks to the discount,
prices of West Asian grades have
been rising. Saudi Arabia increased
prices of crude oil varieties sup-
plied to other Asian countries for
the third month in a row in June,
said Vandana Hari, a Singapore-
based energy expert and founder
of Vanda Insights.

Sources: Kpler, Vortexa

A surge in Russian oil volumes
has happened amid shrinking dis-
counts for the grades. Discounts
averaged $10 per barrel on a deliv-
ered basis off Brent crude in mid-
2023 compared to over $4 per barrel
now, according to two officials in the
refining industry.

The price of Russian oil to India
averaged $83.30 a barrel in April on
a delivered basis, the data for which

islast available.

Saudi shipments averaged
around $91 per barrel in April on a
delivered basis, reflecting an $8 per
barrel gulf between the oil sourced
from the two nations.

Industry officials said the
premiums of Irag’s benchmark
export grade Basrah surged
last month, with Europe making
demands on Iraqi oil and outpricing
India. Supplies of sour crude,
which are slightly higher sulphur
grades, are set to remain tight after
key Organisation of Petroleum
Exporting Countries-plus (Opec+)
nations extended their production
cuts until October. This drove
demand for Basrah cargo in Europe,
where levels were assessed at strong
premiums to the official formula
price, US market intelligence pub-
lication Energy Intelligence said.

Imports of US crude oil climbed

by 75 per cent in June from May as
Indian refiners substituted Nigerian
and Russian light, sweet oil, or low
sulphur grades, with US oil.

Washington has been applying
pressure on Russian supplies by first
targeting shi ping firms like Sun Ship
Management and Sovcomflot, key
shippers of Russian oil to India.

Last month, the UK sanctioned
Russian insurer Ingosstrakh. New
Delhi has extended approval until
March 2029 to Ingosstrakh to insure
Russian supplies shipped to India.
Industry officials said India would
react only if Washington stepped up
sanctions against the insurer.

“Russia always finds a way out to
supply us,” said an Indian crude oil
trader at a Mumbai-based refiner.
Another trader added Russian com-
panies switched quickly to non-
sanctioned ships and insurers to
keep the oil flowing.
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Steady increase in
procurement by
CPSEs from MSEs

46.3% share in purchases
during April-May
compared to 40% in

the year-ago period

PRASANTA SAHU
New Delhi, July 1

THE CENTRAL PUBLIC Sector
Enterprises’ (CPSEs’) procure-
ment from Micre and Small
Enterprises (MSEs) continues to
rise steadilywith a46.3% share in
their total purchases during April-
May of the current financial year
compared to40% intheyear-ago
period. These purchases are well
above the mandatory 2 5% annual
procurement requirement from
these small units,

To provide marketing support
to MSEs, the government modi-
fied the Public Procurement Pol-
icy in 2018, making it mandatory
for public sector companies to
procure 25%, instead of 20% of
their total purchase s, from MSEs
including a special provision of
3% procurement for women
entrepreneurs.

As a result, CPSEs’ procure-
ment from MSEs rose from
26,357 crore (23.1% of the
total) in FY18 to ¥53,423 crore
(32.48%) in FY22 and ¥61,033
crore (35.6%) in FY23.The pro-
curement ratio further increased
to 36.34% in FY24.

Thanks to government inter-
vention, CP5Es procure mostly
through the government e-Mar-
ketplace (GEM) portal, benefiting
the MSEs.

The micro,small and medium
enterprises(MSMEs),whicharea
key focus area for the Modi gov-
ernment, will likely receive
increased attention from the
Centre given their job creation
potential.

The new measures being
looked at include giving certain
incentives to manufacturers for
theirdomestic procurement from
MSMEs under production-linked

CPSEs"'
PROCUREMENT
FROM MSEs
(% of total)

Fr2l

FY22

FY23

B CPSEs' procurement
from MSEs rose from
726,357 crore (23.1% of
the total) in FY18 to
53,423 crore (32.48%) in
FY22 and £61,033 crore
(35.6%) in FY23

B CPSEs procure mastly
through the government
e-Marketplace (GEM)
portal, benefiting the MSEs

B To provide marketing
support to MSEs, the
government modified the
Public Procurement Policy
in 2018, making it
mandatory for public
sector companies to
procure 25%

incentive (PLI}schemes, whichare
likely to berevamped soon.

The government will also likely
streamline all MSME subsidy and
credit-linked schemes to ratio-
nalise them by merging some to
ensure their maximumreach and
claims are hassle-free.

The 64 million-strong MSMEs
are the backbone of the Indian
economy. MSMEs account for
over 110 million jobs or 23% of
the country’s labour force, mak-
ing it the second-largest employer
in India after agriculture.

Theycontribute 2 7% of India's
GDP, account for 38.4% of the
total manufacturing outputand
contribute 45% of the country's
total exports.
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The complexity of green transition

Inaction on generating new revenue as fossil fuel taxes dry up
will harm India's economic prospects

s climate change plays out and India pre-
Apares to transition towards lower carbon

emissions and a greener economy, a range
of challenges needs to be addressed. One such area
is the impact on government revenues. An inordi-
nately high proportion of state and central gov-
ernment revenues, which according to one esti-
mate, account for above 3 per cent of India’s gross
domestic product (GDP), emanate from fossil fuels.
To illustrate, tax and non-tax revenues from fossil
fuels are greater than India’s entire defence Budget
and also exceed what the central government
spends on education and health.

But it is not just the quantum but the complexity
of change that will be India’s biggest challenge.
Multiple sources of funds will dry up as we con-
sume less fossil fuel, revenues
from public sector enterprises
(PSEs) involved in fossil fuels will
fall, and those requiring subsidies,
such as for renewable energy, will
require more. The dependence on
revenues also differs from state to y
state. Some states, such as Odisha, 4’ i
have higher royalty revenues due \
to coal mining, while others such m
as Maharashtra rely more on tax
revenues.

LAVEESH BHANDARI

ILLUSTRATION: BINAY SINHA

g

(EV) sector. Policy rightly focuses on steadily reduc-
ing the share of petroleum-driven vehicles and
increasing that of EVs. However, the challenge is
that the EV solution requires significant subsidies,
whereas fossil fuel vehicles are revenue generators
for the government. Reducing EV subsidies will slow
down the transition, but maintaining high subsidy
levels will impose a growing burden on government
revenues. What makes this challenge more complex
is that the EV rollout and fossil fuel reduction have
different stakeholders within the government.
Yetanother class of issues are related to reducing
the damage that transition will cause. Take, for
instance, the coal mining jobs that will be eliminated
over the next few decades as dependence on coal
reduces. There are two categories of jobs that will be
lost. The first category includes those
who are directly employed in coal
mining. These are easier to deal with
for two reasons. First, those directly
employed in coal mining are fewer in
number, and second, their numbers
will fall over the next few years due
to technological changes in the min-
ing sector and natural attrition. But
the key challenge is for those who are
indirectly employed due to coal min-
ing — these are the many providers

The problem, therefore, is not
merely of generating additional government rev-
enues from non-fossil sources, but also about sharing
these revenues in a manner that is satisfactory for
the many stakeholders. Take, for instance, the issue
of state autonomy over tax generation. One of the
key reasons why petroleum products could not be
included in the goods and services tax (GST) was
that the current value added tax (VAT) regime enables
state governments to decide on the level of taxation
autonomously. GST, for all its benefits, does not score
high on state autonomy considerations. Any move-
ment away from VAT will rightly be a cause for con-
cern tostates interested in maintaining some auton-
omy over their revenues.

There is another challenge related to the high
levels of subsidies being given to the electric vehicle

who are servicing mines and miners.
They are far greater in number and typically there
are few economic alternatives in the vicinity of coal
mines. Another example is related tostranded assets
in the thermal power sector, or the capital that will
become redundant as India shifts away from thermal
power towards renewable energy.

In other words, we can broadly classify the rev-
enue needs of the transition to include those
required to (a) cover falling revenues, (b) enable
rapid transition, (c) correct the economic destruction
that will accompany the transition, and (d) identify
appropriate allocation principles that will not dis-
empower the states. Taken individually, each of
these is a tough challenge to address, but taken
together, they seem insurmountable.

The rational approach in such circumstances

may appear to be delaying efforts at finding the right
solutions. The 2070 Net Zero target is some decades
away, new technologies are emerging rapidly, and
the Indian economy is undergoing a deep structural
change. It might, therefore, seem that a wait-and-
watch approach is the right path ahead.

And that is precisely what India cannot afford.
The transition process has already started and is irre-
versible. Renewable energy capacity and generation
are growing rapidly, and so are EVs. The latter are
also part of a (silent) strategy to use the depth of
domestic markets to leverage scale economies for
tapping into global markets. At the same time, the
costs of transition will rise going forward, and the
bulk of these will need to be borne by the government.
Therefore, doing nothing on the revenue front will
lead to a situation where growth in government rev-
enues is steadily curtailed, which will impact the fiscal
situation quite significantly over the next decade or
two, with obvious adverse implications for growth.

There are some solutions to the problem, but each
has different characteristics and India will need to
identify what works best for it. Increasing direct tax
rates, for instance, is unlikely towork given experience
with implementation and leakages. Carbon taxes will
hasten the transition and may reduce the immediate
revenue challenge but will not solve the long-term
fiscal problem. Rationalising GST may work but will
require significant negotiation between the Centre
and the states. New forms of taxes, such as distance or
road use taxes, may be easier to implement but may
not address the state autonomy objective. Reducing
non-productive expenditure or welfare expenditure
is always easier to call for than toimplement. Moreover,
it would be difficult to reduce welfare expenses in an
era where trickle-down effects are operating slowly.
Some solutions, such as carbon taxes, may even requite
constitutional amendments, which are possible but
will take time and much coordination.

An important feature of this problem is that most
key stakeholders are a part of the government, name-
ly, Central and state governments and PSEs. And
here, actions within the government have already
shown the path ahead. By allowing fossil fuel PSEs
to enter the renewable energy space, the government
has to some extent aligned the interests of the fossil
fuel PSEs with that of the transition.

An alignment between the central and state gov-
ernments on transition and associated action on
revenue generation may be a more difficult exercise,
butit s critical. Many of the costs, whether changing
expenditure profiles, stranded assets, or employ-
ment impacts, will be borne by the states, which are
not ready for them. India, therefore, requires the
creation of a formal mechanism that maps state-
level transition requirements against revenues, iden-
tifies emerging gaps, and explores various alterna-
tives ahead. Most importantly, it will need to identify
possible revenue sources where state governments
have some autonomy.

Thewriter heads CSEP Research
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The need for hydrocarbon focus

transition from dirty fuels to clean energy is

not a neat, linear path but a bumpy journey
with plenty of rough patches and sudden diversions.
While they invest heavily in new, clean energy capac-
ities, their dependence on older, “dirty” fuels is not
going to go away anytime soon.

This is particularly true for India. It is the fastest-
growing bigeconomy but it has along way to go before
itcan be considered a developed (or more accurately,
a high-income country), and its energy needs are
growing exponentially. Over the next few decades, as
it adds rapidly to its solar and wind capacities, and
builds up a clean energy storage
ecosystem  (https://  mybs.in/
2dWXEjg?1719845918), it will
also find its demand for dirty
fuels like coal (https:/mybs.in/ d
2cK1pQD?1719846001) and hydrocar- 7 =
bons (crude and natural gas) increas- ;
ing at a rapid pace. &

In oil, India is already the third-
largest importer and consumer in the
world, and the International Energy
Agency (IEA) projects that India’s

Countries across the world have realised that the

<b.

PROSAIC VIEW

oil shock. While India managed to get cheaper
Russian oil despite the Russia-Ukraine war, the
next disruption caused by another global strife
may well work against it.

When global crude and gas prices increase, plans
are typically made by Indian policymakers to reduce
the Indian economy’s vulnerability to such shocks
but these plans are also often put into cold storage
once the crisis abates.

The United Progressive Alliance-I government
had planned to build strategic oil reserves under-
ground to store oil that could be used during emer-
gencies. After the first couple of such facilities were
built, however, work practically
stopped on building new storage
facilities. During Prime Minister
Narendra Modi’s first term, global
crude prices dropped sharply, pre-
. senting a great opportunity to build
up strategic petroleum reserves, but
this opportunity was not utilised.

Over the past few years, Indian
policymakers have again voiced the
need to reduce India’s dependence
on hydrocarbon imports and have

demand for hydrocarbons (oil and
gas) will keep rising rapidly until
2050, though coal demand may come
down by then. Given that India imports over 80 per
centof its oil requirements and 50 per cent of its nat-
ural gas requirements currently, this leaves the coun-
try and its economy particularly vulnerable to any
disruptions in the market. What is worse is that oil
production in the country is falling because of ageing
wells, which are yielding less crude than before. Over
the next few years, oil production in India is likely to
fall further unless new fields are discovered and pro-
duction starts from these.

It is not that Indian policymakers are unaware
of this vulnerability to external shocks that send
oil and gas prices soaring. Apart from the Russia-
Ukraine war, India has suffered from each global

PROSENJIT DATTA

started some work towards that —
though the goals are typically more
ambitious than the pace of decision-
making and execution.

The plans to build strategic reserves of crude
have been reactivated. The Indian Strategic
Petroleum Reserves Ltd (ISPRL), a special-purpose
vehicle created by the government in 2004 for build-
ing and operating strategic reserves, has recently
invited bids for constructing 2.5 million tonnes of
underground storage in Padur, Karnataka. ISPRL
has some facilities that were built in Phase 1, but it
is now constructing more facilities to meet India’s
current and future needs.

Perhaps more importantly, Mr Modi’s second-
term had seen a push for exploration to discover
new oil fields. In 2015 and 2016, the government

announced the Hydrocarbon Exploration Licensing
Policy (Help) and the Open Acreage Licensing Policy
(OALP) to replace the New Exploration Licensing
Policy (Nelp) 0f 1997 in the expectation that it would
attract more private players, particularly global big-
gies, into the sector.

Unfortunately, the big global oil companies have
shown limited interest in unproven Indian fields,
given that there are plenty of proven reserves around
the globe that offer less risk. The global oil compa-
nies that did show interest in India have largely
taken the low-risk approach of either tying up with
Indian public sector companies for crude (ONGC,
OIL etc) or private sector players (Reliance). The few
that chose to bid on their own have relinquished
their fields and exited India. Global oil investors
have complained in private that the risks are too high
compared to potential rewards, even though Help
and OLAP are big improvements over the old Nelp.
Other complaints have included bureaucratic red tape
and uncertain tax measures. The “windfall tax”, for
example, while great for Indian government revenues,
doesn’t enthuse investors who can’t see why they
need to pay additional tax after taking the risk.

While Indian companies — especially the public
sector undertakings — plan to invest big in oil and
gas exploration over the next few years, it is unlikely
to be enough. India needs to attract more private
investment, both domestic and global.

The Indian government under Mr Modi has
shown that it can offer special production incentives
in sectors it considers strategic to attract investors.
Given that oil and gas are of strategic importance to
the country, it could explore ways to tweak its poli-
cies and incentives to make oil and gas exploration
more attractive to private investors. Otherwise, its
goal of reducing oil and gas imports sharply will
remain only on paper.

Thewriteris former editor of Business Today and
Businessworld, and founder of Prosaic View, an
editorial consultancy
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