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India’s crude reality Economics

Six questions as the energy shock unfolds

¢ Uncertainty around oil benchmarks, LPG and natural gas stocks,
and a possible El Nifio is exacerbating concerns

¢ Strong starting points are helping oil PSU finances and inflation,
though not so much growth, BoP and the INR

¢ This is likely to be more a growth shock than a price shock until
pump prices are raised; we expect RBI to stay on hold

Why does the oil price shock feel different this time? Varying prices of different oil
price benchmarks are creating some uncertainty, but we believe it is natural gas and LPG
unavailability that are at the heart of concerns in India, given high reliance on Middle
Eastern supplies, low strategic reserves, and the recent doubling of cooking gas
connections, bringing the shock closer to home. We calculate a 25% supply shortfall in
natural gas, which could shave off 25bp from annual GDP growth if it lasts a full quarter.

Is it more a growth or a price shock? Currently the majority of the oil price burden is
being borne by the public sector, i.e. the oil Public Sector Undertakings (PSUs). For now,
it is more a growth shock than a price shock, since most pump prices are supressed. But
if the oil shock lingers, and pump prices are raised (say after April state elections), the
private sector would partake more evenly in burden-sharing, though inflation could rise.

Will consumers or corporates suffer more? Corporates tend to split the cost of higher
oil prices between lower profits and higher consumer prices in a 40:60 ratio. Consumers
bear a double sting — higher pump prices and higher non-oil prices passed on by
corporates. The overall burden sharing ratio between corporates and consumers is 30:70.

Which variables are coming from a position of strength? In descending order, we
outline four. Oil PSU margins were high and are able to withstand losses for now. Inflation
was low and can withstand a moderate oil and weather shock, provided no changes are
made in the inflation targeting framework which is undergoing review. Growth has been
strong, though led by low commaodity prices and normal rains, which are reversing. Alas,
the BoP has been in deficit for a while. Some FX adequacy metrics need monitoring.

How will various economic variables fare? We outline sensitivities to various oil prices.
The external balance will take an immediate hit. Then comes the growth hit, higher if the
public sector is bearing much of the burden. Inflation is set to rise, but could remain below
the 6% cap. Finally, allowing pump prices to rise will keep a lid on the fiscal deficit.

What can the RBI do? We believe the 8 April meeting will be all about communication to
address the anxiety around the oil price shock. We expect the RBI to outline scenarios,
sensitivities, and broad tenets of their reaction function. Despite the oil price shock we
don’t expect rate hikes over the foreseeable future as we believe the RBI will focus on
one-year ahead inflation, which may look softer than inflation in the immediate months.
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It's been 23 days of conflict in the Middle East and disruption in energy markets. While broad
sensitivities of economic variables to the oil price are well known (for instance, as per the RBI, a 10%
rise in oil prices lowers growth by 15bp, and raises inflation by 30bp), they tend to be calculated from
long-term data across previous episodes, and each episode may have differences.

We ask what's different this time, and where could we see a differentiated impact on the economy.
We consider ‘starting points’ of various variables, ‘burden sharing’ across stakeholders, ‘longevity’ of
the oil shock, and ‘substitutability’ across energy sources, to answer some pressing questions on
economic impact and market reaction.

1. Why does the oil price shock feel different this time?

Oil price shocks have always hurt the economy, and are likely to do this time too, but sentiment
seems to have taken a bigger hit this time. What's different?

Various prices are moving differently for crude oil. The USD price of Brent and the Indian Basket,
which earlier moved in line, have diverged significantly, with the former at USD107/bbl, while the
latter is at USD146/bbl (as of 20 March, see exhibit 1). This may not be a prime concern for now, as
the Indian Basket price has been pushed up by the Oman and Dubai crude components, where the
supply is constrained and free-float is limited. As such the price reflected is not what India is paying
for oil currently. But it is still a reflection of physical dislocation in the region, leaving a concern that
once temporary global buffers are used up, prices of other oil benchmarks could rise.

But the worries do not end there. We believe the LPG and natural gas availability uncertainty is
creating panic. India imports 60% of its LPG needs. Of this, 80% of comes from the Middle East,
most of it passing through the Strait of Hormuz. Of the 50% natural gas that India imports, Qatar,
where supply has been disrupted, supplies the most (see exhibit 2). The global spot market
alternative has seen prices more than double (in fact more than the rise in oil prices). Also worth
noting is that a lack of underground storage facility in the case of gas means that strategic reserves
are low and even short-term disruption in global supplies hurts.

All of this matters more now because reliance on gas has only risen in recent years. In a way, India
has become a victim of its own success. It tried to shift gently from coal to a greener alternative, gas,
for industrial use, and from coal to LPG for household use’. India’s imports of natural gas and LPG
have risen over the last decade (see exhibit 3).

1. The USD price of Brent and the Indian 2. Bulk of India’s natural gas imports
Basket have diverged significantly comes from the Middle East
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" The number of LPG connections in India has more than doubled from 145.2mn in 2014 to 328.3mn in 2024
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As such, even though the overall usage of gas is lower than that of crude oil, lack of availability is
now closer to home, denting sentiment.

We estimate that at the current levels of production, consumption and imports, there could be a
shortfall of 25% in gas availability (see exhibit 4)2. The government has responded by setting quotas
for the industrial/commercial use of gas and LPG. Exhibit 5 outlines the big users of gas and the
quotas they are allocated.

We map each of these to their direct share in GDP. Assuming that 50% of gas users can substitute
with other sources of energy, the 25% gas shortfall could shave off 25bp directly from GDP growth if
it lasts for a full quarter.

Bottom line — Varying prices of different oil price benchmarks are creating some uncertainty,
but we believe it is natural gas and LPG unavailability that are at the heart of concerns in
India, given high reliance on Middle Eastern supplies, low strategic reserves, and the recent
doubling of cooking gas connections, bringing the shock closer to home. We calculate a 25%
supply shortfall in natural gas, which could shave off 25bp from annual GDP growth if it lasts
a full quarter.

3. India’s imports of gas and LPG have 4. We estimate a 25% shortfall in natural
risen over the last decade gas availability
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5. Sectors impacted due to lower availability of gas
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2 Around half of India’s natural gas demand is met through domestic production, with the remainder imported. Of these
imports, 57% comes from Middle East suppliers—41% from Qatar, 12% from the UAE and 5% from Oman. Note that Qatar
had halted its LNG production since 2 March 2026. Assuming 85% of Middle East supply remains disrupted due to the
ongoing conflict, we estimate an overall gas supply shortfall of around 25%.
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2. Is it more a growth or a price shock?

An oil price shock is a classic supply shock lowering growth and pushing up inflation. Burden-
sharing ratios determine which variable hurts more on the margin.

So far, pump prices of petrol and diesel have not been changed (barring a INR2.35 per litre
increase in the price of ‘premium’ petrol rates, not ‘regular’ petrol, see exhibit 6). For crude oil,
the burden is mostly falling on the public sector. For gas it is an even mix given half of the
industrial users are public companies, and half private companies. Overall, the public sector is
picking up the majority of the burden.

This has been made possible because of favourable starting points. Oil PSUs were making
good profits before the oil shock, so they can withstand a loss for some time. The loss will be
faced by the government too, in the form of lower dividends. While this goes on, the growth
shock will be higher than the price shock, simply because pump prices are being suppressed.

But if the oil price shock lingers, oil PSUs may not be able to take all the burden and pump
prices may be raised. Consumer (and corporate) purchasing power will take some of the hit, but
it is worth noting that consumers don'’t fully cut spending when faced with a shock. They can
also draw down savings. In fact, their marginal propensity to (or not to) consume is generally
around 0.7, rarely 1.

This behaviour can differ from the government’s, which has fiscal targets and may cut spending
elsewhere to bear the oil burden. In short, as the burden starts getting shared by the
private sector, the growth shock may ease at the margin. And the price shock may rise.

What does it mean for the RBI? As long as pump prices remain unchanged, the central bank
can remain more focused on growth, as it currently is, with strong domestic liquidity support. But
if the expectation is that pump prices will be raised over time, it cannot avoid the inflation angle.

Bottom line: Currently the majority of the oil price burden is being borne by the public
sector, i.e. the oil PSUs. For now, it is more a growth shock than a price shock, since most
pump prices are supressed. But if the oil shock lingers, and pump prices are raised (say after
April state elections), the private sector would partake more evenly in burden-sharing, though
the price shock could rise.
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3. Will consumers hurt more or corporates?

If high oil prices stick for longer, the subsidy bill for the government will rise. It may be a good
idea to raise pump prices then, not just for fiscal sustainability, but also other macroeconomic
adjustments (e.g. higher pump prices will incentivize lower demand from consumers, lowering
oil imports). Once pump prices are raised, consumers and corporates will share a bigger burden
than they are bearing now. Who will suffer more?

Let’s start with corporates. The pain to corporates from higher oil prices can either be absorbed in
the form of lower profits, or can be passed on to consumers as higher prices, or a combination of
both. Our analysis suggests that for every 1ppt rise in input costs, profits tend to fall by 0.4ppt
(see exhibit 7), and the remaining 0.6ppt tends to be passed on to consumers as higher prices.
From this perspective, the burden sharing between corporates and consumers is 40:60.

But this is not all that the consumers bear. They grapple with a higher price of petrol and diesel
they buy (mostly for transportation), as well as face higher prices for non-oil products which
corporates pass on to them.

Once we add up across all the channels, we find that the burden-sharing ratio between
corporates and consumers is 30:70. This may put a floor on corporate profitability in the short
run, but weaker demand would start hurting earnings over time.

Bottom line: Corporates tend to split the cost of higher oil prices between lower profits and
higher consumer prices in a 40:60 ratio. Consumers bear a double sting — higher pump prices
and higher non-oil prices passed on by corporates. The overall burden sharing ratio between
corporates and consumers is 30:70.

4. Which variables are coming from a position of strength?

Starting points matter. Variables which are coming from a position of strength can withstand the
pressure of higher oil prices better and for longer. Here are a few that are worth looking into in
descending order:

Oil PSU margins — as discussed earlier, because oil PSUs were making good margins in the
run up to the oil shock, they can absorb losses for some time, keeping pump prices and inflation
under control.

Inflation — Good food production and imported disinflation from China kept CPI inflation at low
levels in FY26. Even a 0.5-1.5ppt rise led by the oil shock would still keep inflation within the
flexible inflation targeting band of 2-6%. As long as these are short term supply shocks of no
more than a year, the RBI may not feel pressured to raise rates for now.

What is important though is that no significant change is made to the Inflation Targeting
framework, which is undergoing its periodic review. Now is the time to focus on macro stability
and predictability, at least in policy choices.

Growth — We find that 86% of the 100 indicators of growth we track were growing at a positive
clip in January, making it a strong starting point (see exhibit 8). Having said that, some of this
was led by positive supply shocks in 2025 — low oil prices and strong rains. Both may not be
favourable in 2026 (the chances of an El Nifio lowering rains has risen to 62%).

Balance of Payments. External accounts were not as strong before the oil shock. Led by
capital outflows, the BoP was in a small negative for two years. And if oil averages USD80/bbl
or more in 2026, the BoP could remain in deficit for a third year (see exhibit 9).
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Market intervention has been high through March with FX reserves falling by USD19bn in a
fortnight (27 February to 13 March), taking FX reserves to USD710bn. The INR’s depreciation
against the USD has been in line with the regional average since the oil shock started (see
exhibit 10, though it has underperformed the region over a one-year horizon).

In net terms, FX reserves are even lower given the RBI’s rising short-forward book. The RBI
may need to keep an eye on net FX adequacy. And here too, a range of metrics will help,
which look not only at trade, but also capital flows and debt obligations. We find months of
goods import cover and broad money cover approaching 2013 levels (when India was last
under BoP stress), though short-term debt cover looks stronger (see exhibits 11 and 12).

Bottom line: In descending order, we outline four. Oil PSU margins were high and are able to
withstand losses for now. Inflation was low and can withstand a moderate oil and weather
shock, provided no changes are made in the inflation targeting framework which is
undergoing review. Growth has been strong, though led by low commodity prices and
normal rains, which are reversing. Alas, the BoP has been in deficit for a while. Some FX
adequacy metrics need monitoring.

8. Growth on the eve of the oil price shock 9. The BoP could remain in deficit for a
was strong, led by low commodity prices third year in FY27
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10. The INR’s depreciation (vs USD) has been in line with the regional average since the
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5. How will various economic variables fare?

Having outlined starting points, we discuss pressure points and outline sensitivities for key
variables under different oil assumptions for the year (see exhibit 13):

Current account deficit — We expect a 10% rise in oil prices to push up the current account
deficit by 0.3% of GDP. Capital inflows could also remain challenged in a risk-off setting. This is
likely to keep the BoP in another year of deficit.

Growth — The main drivers of growth in the previous year are reversing. Both an oil and a
weather shock could impact numbers in 2026. It has started off more as a growth shock than a
price one with the public sector taking a bigger hit than the private sector.

Inflation — The weight of energy in the CPI basket has been raised, but primarily led by
administered energy prices. As long as pump prices are kept unchanged, the rise in inflation will
likely be rangebound. We don’t see average annual inflation crossing the 6% RBI's upper limit.

Fiscal deficit - There will be pressure from lower taxes and higher oil and fertiliser subsidies,
but offsets from higher RBI dividend, more inflows into the national small saving fund, and
lower-than-budgeted capex. The slippage could remain rangebound if the government
eventually raises pump prices (which we expect post the April state elections).

Bottom line: We outline sensitivities to various oil prices. The external balance will take an
immediate hit. Then comes the growth hit, higher if the public sector is bearing much of the
burden. Inflation is set to rise, but could remain below the 6% cap. Finally, allowing pump
prices to rise will keep a lid on the fiscal deficit.

13. Oil prices sensitivities to key economic variables

Units Forecasts (FY27) Scenario: Oil at USD80pb  Scenario: Oil at USD100pb

before the oil shock Impact in ppt Impact in ppt

Growth % y-0-y 7.0 0.7 -1.0
Inflation % y-0-y 4.0 +0.5 +1.0
Current account deficit % GDP 12 +0.6 +1.5
Fiscal deficit % GDP 43 +0.1 +0.3

Source: HSBC estimates
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6. What can the RBI do on 8 April?

The 8 April policy meeting won’t be about what action the RBI takes. We don’t think there are
expectations of rates change or other major measures from this policy meeting. But what this
meeting will be critical for is communication to address some of the anxiety of the oil price
shock.

We believe the RBI can bring in some domestic certainty by outlining various scenarios and
sensitivities for oil prices, outlining impact on growth and inflation in each. This would help the
public get a framework to think about various outcomes. It would also give confidence that the
RBI has thought of all possibilities.

We expect no rate cuts or hikes in the current cycle, leaving the repo rate at 5.25%. We believe
the RBI focuses on 1-year ahead inflation, which may look softer than the upcoming months,
provided the oil price shock settles by the year-end.

There are worries about the El Nifio phenomenon taking shape in 2026 and stoking food
inflation. We think the new CPI series may help withstand the El Nifio inflation shock better. The
overall weight of food has been lowered (from 45.9% to 36.8%). And moreover, the items where
weights have been increased (like eggs, meat and fish) are less sensitive to rains, while items
where weights have been lowered (like cereals) are more sensitive to rains (see exhibit 14).

Bottom line: We believe 8 April meeting will be all about communication to address the
anxiety around the oil price shock. We expect the RBI to outline scenarios, sensitivities,
and broad tenets of their reaction function. We expect no rate cuts nor rate hikes in this
cycle as we believe the RBI focuses on 1-year ahead inflation, which may look softer than
inflation in the upcoming months.

14. Weights of food items that are less sensitive to rains have declined in the new series
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