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Energy market prone to West Asia crisis

VIBHUTI GARG
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| Respectively directar, South Asia, and energy
specialist, gas and international advocacy, Institute
for Energy Economics and Financial Analysis (IEEFA)

Escalating tensions threaten to derail markets which
had just begun stabilising after Covid-19 and Ukraine
war; India needs to diversify its energy sources

IN THE PAST three months, central
banks in the US, UK, and Europe have
started cutting interestratesas inflation
moderates. Even in India, there are
strong currents that the Reserve Bankof
India’s (RBI) Monetary Policy Commit-
tee will also lower interest rates. India’s
foreignexchangereserves wereat an all-
time high, crossing over $700 billion,
which started dwindling when oil and
other commeodity pricesbegan rising.

While India navigated the previous
two shocks relativelyunscathed, the big
guestion is whether it can continue to
exhibit strong economic fundamentals
and fend off the upheaval in the global
marketsthat the tensionsbetween Iran
andIsrael will likely cause.

Impact of increasing
tension in West Asia

The immediate impact of the rising
tensionbetweenIranandlsraelisalready
visible.Prices of commodities oiland gold
increased while stockmarketindicesfell.
These variations might be short-lived,
with commodities and indices histori-
cally showing resilience in the longer
term, but the economic impact tends to
lastfor the medium to long term.

Gold prices are a key economic indi-
cator in times of crisis. As it is a safe-
haven investment, gold demand
increases during geopolitical distur-
bances, which leads to a price increase.
Recent developments have led to spot

old prices touching a record high of
§5582,649.69 per ounce (or ¥78,583.76
per 10grams)lastweek,a 37% year-on-

year increase. The purchase of gold by
various central banks in the last few
months had already kept prices high, but
now, with tensions in West Asia, they
have soaredto record highs.

The BSE Sensex, on the other hand,
dropped 1,800 pointsin asingle day trade,
erading shareholders"wealthand shaking
investor confidence. It lost another 800
points the next day,a fallof 3% in thefirst
threetofourdays of the escalationof ten-
sions between Iran and Israel.

It isestimated that foreign investors
withdrew around S1.8 billion from the
Indian market. While the

the exchequer 560 billion or approxi-
mately T5 lakhcrore till August for FY25.
Thiscould massivelyincrease with high
oil prices, which, if passed on to con-
sumers, will lead to a domino effect
across the economy,

The depreciating rupee is a double
whammy for an oil-importing country
like India. Thecentral bank intervention,
for now, has helped maintain the rupee
value below the 84 per dollar mark.
However,the REI may struggle tomain-
tain support if the West Asiacrisisesca-
lates. While already at a record low, any
further depreciation in

market could regain
value, as seen after the
Russia-Ukraine crisis, the
immediate withdrawal of
investments could
impede the growth of
non-conventional sectors
like renewable energy.
The last few days also
witnessed a massive rise
in oil prices. The Indian
crude basket that aver-
aged §73.24 perbarrel on September 30
has already touched $75.22 per barrel
onOctober 4. Thisisexpected toincrease
as supply constraints loom, given that
West Asia isa key oil-exporting region.
One estimate suggests that Brent
crude oil, which closed at $77.62 per
barrel on October 4, could increase by
$20 per barrel. This surge in oil prices
does not augur well and could lead to
inflationary pressures on the Indian
economy. Oil imports have already cost

High coal prices and
supply crunch
during the earlier
global disturbance
led to a power crisis
and increased prices
of industrial output

the rupee will make
imports more expensive,
including of oil, 85% of
which India imports. It
will also increase the cost
of borrowing again,
potentially impeding
investments in new
energy schemes and non-
conventional sectors.

Energy commodities
to become pricier

The most visible impact on the
energy sector is theincrease in prices of
coal and liquefied natural gas (LNG),
both of which touched unprecedented
highs during the immediate aftermath
of the breakout of the Russia-Ukraine
war, The high prices impact power and
industries, which, if prolonged, can lead
toan economic slowdown and environ-
mental harm due toindustries switch-
ing to dirtier fuels.

High coal prices and supply crunch
duringthe earlier globaldisturbance led
toa power crisis and increased prices of
industrial output.

The worst impacted commodity is
LNG. Geopolitical disturbances have
made the already volatile natural gas
marketsmore fragile,raising concerns
in the narrative about the feasibility of
natural gas as a bridge fuel. The fuel
can no longer be viewed as a low-
cost alternative.

While the LNG futures today are not
showing a massive increase, the recent
surge in oil and gold prices, which have
hada progressiveimpact on LN G prices,
indicate an upcoming price rise. These
variations in LNG pricing, especially
hikes,impact price-sensitive buyers like
Indiathe most,

Clean energy can help alleviate
high energy prices

Energycommodities are sensitive to
geopolitical disturbance. India, which
depends highly on imports for all its
fuel needs, needsto diversify its energy
sources and increase the deployment
of renewable energy to maintain
energysecurityand affordability. Shift-
ing of peak demand to solar hours, low
prices achieved on firm and dispatch-
able renewable energy tenders, falling
prices of battery energy storage sys-
tems, and other new technologies are
already encouraging signs for renew-
able energy deployment. The right
strategy would be to build on this for
energy security,



MINT, Delhi, 11.10.2024

Page No. 6, Size:(18.80)cms X (22.54)cms.

Oil India first PSU to reduce
arbitration after advisory

Qil India’s decision will narrow the volume of arbitration that the government engages in
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il India Ltd will be the

first state-owned com-

pany to implement the

finance ministry’s advi-

sory toopt outofarbitra-
tioninpublic procurement contractsif
the disputed value exceeds 310 crore,
according to two people aware of the
matter.

The oil exploration company aims to
reduce the numberofsuch disputesby
tighteningmonetary limitsin procure-
ment contracts. QilIndia will roll outthe
changesinthe procurement contractsit
signs with domestic suppliers within a
month.

Oil Indiaistrying to reduceitsfinan-
cial burden after the amount that it set
aside ascontingent liabilities for arbitra-
tionand litigation cases almost doubled
inFY24. While this will be the first codi-
fied limitset onarbitrationin Indiaby a
government entity following the
finance ministry’s push, experts said it
could result inmore cases ending upin
already overburdened courts.

The first step in the plan to cut down
0il India’s long-winding arbitration
cases, which are aburden onits treasury,
isto reduce the numberof such cases by
chippingaway at the monetary lim-
its in the commonly used contrac-
tual conditions, the people said.
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Oil India will roll out the changes in the procurement contracts it signs with

domestic suppliers within a month.

crore in FY24, almost double of $59.7
crore in FY23, in cases raised by con-
tractors, according to the company’s
annual reports. These amounts are
listed as contingent liabilities, which
may be payable if the courts or arbitra-
torsruleagainst Oil India. The company
doesnot disclose the numberof its liti-
gation orarbitration cases.

Email queriessent to Oil India and the
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General conditionsin contracts have
longhad alower limit for arbitration. A
party may resort to arbitration only
whenthedisputed value isabove aspe-
cificamount. Oil India’s decision to cut
theupper limit forarbitration, however,
will narrow the volume of arbitration
that the government engagesin.

However, with reduced arbitration,
disputes related to procurement are
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have been seen more harmoniously as
means toencourage alternative dispute
resolution, as opposed to resortingto lit-
igationwhere we currently have overs.1
crore cases pending adjudication, " said
Arush Khanna,a partner at Numen Law
Offices in New Delhi. According to
Shaneen Parikh, partner and head of
international arbitration at Cyril Amar-
chand Mangaldas, the finance ministry
advisory does notrecognize that whileit
may take two to three years to get an
arbitration award, the time taken to
obtain judgment from a court can be
anywhere from five to 20 years.

“And even after that, there is a first
appeal,asecondappeal,and recourseto
the hon’ble Supreme Court. Therefore,
by any calculation, an arbitration is
quicker,” Parikh said.

The government’srecusal fromarbi-
tration would also send a signal to for-
eign parties even though the finance
ministry’s advisory confines itself to
domestic contracts, according to arbi-
tration lawyers.

“Itwill have a cascading impact across
the board (and border). Pitching for for-
eigninvestment by encouraginginter-
national arbitration while reposing little
faithinthe Indianarbitration landscape
ispreachingsomething voudon'tprac-
tice,” said Khanna. “As a stakeholder,
onecanonly hope that these guidelines
are revisited and solutions paving
the way for India’s pursuit of becom-
inga hub for international arbitra-
tion can be worked.”

Mint reported on 24 June that
arbitration professionals wereirked
by the finance ministry’s advisory
and asked for it to be recalled.

been internal discussions about
this, and within amonth or so, we will be
ready with amendments to our GCC
(general conditions of contract) for
domesticpublic procurement,” one per-
son said on condition of anonymity.

The person said Oil India may even
setalimitofless than310 crore to optout
of arbitration, narrowingthe limit sug-
gested by the finance ministry.

0Oil India had pending litigation and
arbitration over claims worth 3112.91

ministries oflawand justiceand finance
on 9 Octoberdid not elicita response till
presstime. Arhitration isa common ele-
ment in dispute resolution clauses of
public procurement contracts and is
used to decide how parties will resolve a
feud. Setting an upper limit means gov-
ernment entitieswill not engage in arbi-
tration when the dispute value is over
10 crore, as per the finance ministry
advisory dated 3 June.

likely tobe pushed to the courts, which
are already dealing with burgeoning
pendency of cases, according toexperts.
According to the National Judicial Data
Grid, Indiandistrict courts had 5.68 mil-
lion pendingcivil suitsasof 10 October.

Expertssaid there isa no statutory bar
to settling adispute by mediation evenif
thereisan arbitration clause in the con-
tract.

“Mediation and arbitration should

The government’s efforts to cut
downon arbitration comes against the
backdrop ofthe law and justice ministry
working to amend the Arbitration and
Conciliation Act, the nation’s key law on
arbitration. Tobesure, the finance min-
istry also suggested resolving disputes
using mediation instead of arbitration,
monthsafter passing the Mediation Act
in2023.

Foranextendedversionof thisstory. go
tolivemint.com.
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IndianQil hosts Indane
XTRATEJ HORECA Meet

Kolkata 07™ October 2024
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IndianOil recently hosted the In-  and caterers. The event’s Chief
dane XTRATEJ HORECA Har-  Guest, Master Chef Sanjeev Ka-
mony Meet at JW Marriot, Kol-  poor, the Brand Ambassador for
kata, bringing together the city’s  Indane XTRATEJ graced the oc-
leading hoteliers, restaurateurs, casion.
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Oil gains after
2-day decline

IN RECOVERY MODE nertcucespot

Date $/Ibbl  1-day change (%)
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Source: Bloomberg

Oil rose after a two-day decline as traders
watched for an Israeli response to Iran’s mis-
sile attack early last week, while US crude
stockpiles expanded the most since April.

Brent rose above $77 a barrel and West
Texas Intermediate was close to $74. The
market remains on edge after Israeli
Defence Minister Yoav Gallant said on
Wednesday the response “will be deadly,
precise and above all surprising,” while Iran
has warned it’s ready to launch thousands
of missiles if needed. Markets were rel-
atively steady after US consumer price data
came in slightly hotter than expected.
Traders have been looking for signs that
inflation and growth may stay high, leaving
less room for interest-rate cuts. Oil has been
jolted by the hostilities in the West Asia,
with volatility soaring and hedge funds
adding more net-long positions. BLOOMBERG
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oil industry

CCSS

yet to be utilised
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NEW DELHI: The Union govern-
ment has so far collected about
33 lakh crore as oil industry
development cess since1974-75
but transferred only 3902.40
crore to the Oil Industry Devel-
opment Board (OIDB), the body
formed toadminister a yet-to-be
created Oil Industry Develop-
ment Fund (OIDF) to finance
energy projects, according to
government and industry data,

According to OIDB, a total
32,76,004.58 crore cess was col-
lected till 2022-23 in about five
decades, but most of the amount
could not be spent on the devel-
opment of the oil industry in
want of OIDF. While the section
15 of the Oil Industries (Develop-
ment) Act, 1974 empowers the
government to levy a cess on
indigenously produced crude oil
and natural gas, it also mandates
for creation of a dedicated fund
to boost the sector. The govern-
ment is yet to create OIDF even
after five decades, two officials
aware of the development said,
requesting anonymity.

“Total accumulated cess
amount as on date would be in
excess of 23 lakh crore, which
includes about 18,500 crore col-
lected in 2023-24,” one of the
officials said.

Initially, the cess was charged
at a specific rate of 60 per
tonne. Gradually, the rate was
raised to 4,500 per tonne, In
March 2016, the government
decided to shift from the specific
rate to an ad valorem rate of
20%, the official said.

Cesses are collected for spe-
cific purpose only, hence crea-
tion of a dedicated fund for the
board is the mandate of the 1974
law, he said. “The Act must be
followed in letter as well as in
spiritand the entire cess amount
should be transferred to OIDF

rather than keeping the same in
the Consolidated Fund of India
(CFI). A dedicated fund would
help in focused financing of
energy projects, which is
required to meet growing energy
needs of the economy, which is
all set to become the fourth larg-
est by FY25,” the official added.

OIDB and ministries of petro-
leum and finance did not
respond to an email query on
this matter.

In the absence of any dedi-
cated fund as proposed in the
Act, the cess amount is automat-
ically credited to the CFL the sec-
ond official said. He, however,
added that the demand to create
a separate dedicated fund isnot
justified when the government
already supports energy projects
from the Union budget. “Even
otherwise, the section 16 of the
Oil Industry Development Act,
1974 stipulates that the cess col-
lected as an excise duty shall
first be credited to CFI and the
government would allocate an
appropriate sum to OIDBas and
when required to meet its objec-
tives,” he explained.

According to OIDB data, the
board last received 395 crore
from the government in 1991-92,
taking the total amount to
2902.40 crore since the incep-
tion of the cess. The objective of
OIDF was to be used “exclusively
to provide financial assistance to
the organisations engaged in
development of the Indian oil
industry,” the first official said,
adding that cesses are levied for
dedicated purposes.

The Comptroller and Auditor
General of India (CAG), in its
financial audit repot no 4 of
2020, also pointed at this matter.
“Due to non-transfer to OIDB,
the cess was retained in CFI. Asa
result, there was no assurance if
the cess was used for the pur-
pose for which these were col-
lected,” the report said.
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0il Use Falls for
Second Straight
Month in Sept

Sanjeev Choudhary

New Delhi: India’s oil consump-
tion fell for a second straight
month in September, which would
weigh on global erude prices that
are already under pressure from
ailing Chinese demand.

India, the third-largest oil con-
sumer and importer, has been se-
enasakeysource of global oilde-
mand growth, especially given
the Chinese economic struggle.
India accounts for about 5% of
the global demand, compared to
China’s15%.

If India’s oil demand growth also
falters after China, it would furt-
her pressure oil prices, said an in-
dustry executive. Lower crude pri-
ces would bring down import bills
and boost refiners’' margins.

Brent, the global crude bench-
mark, has risen
10% in a month to
about $78 per bar-
rel but is still down
about 14% from six
monthsago. Thisis
India's when OPEC+, a
consumption group of about two
°fm'":r;n dozen  oil-produ-
petro cing countries led
productsfell 1, “g.,4i Arabia

;’:"’Iy'ot;z:" and Russia, has
drl\renbya‘ kept about 5% of
surprise 1.8% the global supplies

contractionin Off the market. The
dieseldemand cartel’s planto gra-
aheadofthe dually return the
festiveseason restricted supplies

to the market may
further pressure prices.

India’s consumption of refined
petroleum products fell 1.6% year-

on-year in September, driven
1 by asurprise 1.8% contraction
in diesel demand ahead of the
festive season, according to the
oilministry data. In August, to-
tal refined products consump-
tion fell 2.6% and diesel decli-
ned 2.5% year-on-year. Diesel
sales have grown 1.7% annual-
ly in the past five years. Diesel
accounts for 38% of the volume
of all refined products consu-
med in the country.

Petrol, India's second-most
used fuel, sold 3% more in Sep-
tember, about half the average
annual growth rate of 5.8% in
five years.

The decline in vehicle sales
has affected the sales of diesel
and petrol, an industry executi-
vesaid. Passengervehiclesales
fell 19% year-on-year in Sep-
tember while commercial vehi-
cle sales declined 10.5% and
two-wheelers8.5%.
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