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Cheaper oil helps govt battle Covid headwinds

Sanjay.Dutta@timesgroup.com

New Delhi: The historic oil
price crash in April and a pro-
tracted spell of subdued mar-
ket reduced India’s oil import
billsinceJanuary by 40%, giv-
ing the cash-strapped govern-
ment some headroom as it
battles Covid headwinds.
IndiapaidRs2.61akhcrore
for 115.5 million tonnes (mt) of
oil imported in the January-
Julyperiod against Rs4.21akh
crore for 130.8 mt in the same
periodof 2019. Indollar terms,
the bill stood at $35.4 billion
against $61.3 billion in the pre-
vious corresponding period,
Parliament data showed.
During the April-July pe-

riod, or the first four months
of the current financial year,
thebillstoodatRs 93,466 crore,
or62% lower than Rs 2.511akh
crore in the comparative peri-
od of 2019. Indollar terms, the
bill stood at $124 billion,
markinga saving of 65.7%.
TheRs16lakhcroresaving
in the January-July oil import
bill is the same as the Rs 1.7
lakh crore tab for the Covid-19
relief package announced for
the poor in March. Surely, the
government does not buy oil.
But cheaper oil has a positive
impact on macroeconomic pa-
rameters, which reduces drag
on government finances and
frees up resources for welfare.
A Barclays note saw every

$10/barrel decline in oil price
lowering India’s current acco-
unt trade by $8.5 billion, or sh-
aving 30 bp from current acco-
untdeficit(% GDP) in 2020-21.
Now consider: the price
crash has erased LPG subsidy
and will lower fertiliser subsi-
dy. This means the govern-
ment will not have to spend all
of the Rs 37,256 crore budgeted
for LPG subsidy or Rs 71,309
crore for fertiliser subsidy. The
unspent money, for example,
can be spenton healthcare,
Cheaper ofl allowed fuel
tax to be raised for additional
revenue without hurting con-
sumers. Excise duty on petrol
and diesel wasraisedby Rs3a
litre in March when prices be-

gan sliding. It was again in-
creasedby Rs10perlitreonpet-
rol and Rs 13 on diesel in May
when consumption was still at
50%. Butthe move ispayingoff
as sales near pre-Covid levels.
In addition, the governme-
nt used the opportunity to flll
thestrategicreservebybuying
16.7million tonnes of cheap oil
for $19 per barrel in April-May
against $60 per barrel price in
January, saving $685.11 mil-
lion, or Rs 5,069 crore, oil min-
ister Dharmendra Pradhan
told Lok Sabha recently.
Admittedly, lower import
volumes, prompted by con-
sumption halving because of
the countrywide lockdown
from March 25 tostem the pan-

demic, contributed to a lower
bill. Import volumes between
January and July stood at115.5
million tonnes, down 11.6%
from a year ago. The fall was
sharper during the April-July
period, or23.6% lowerthan the
previous comparative period.
US benchmark WTI crude
slipped into negative for the
first time in history of oil trad-
ing on April 20 and global
benchmark Brent slipped be-
low $20/barrel as demand cra-
shed due to lockdowns shu-
ttering economic activities ac-
ross the world. The Indian bas-
ket tooslumped to $19.9/barrel
on cue and has averaged $411n
the January-July period aga-
inst$65 in the year-ago period.
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Petrol, diesel to cost
more in Andhra Pradesh
VIJAYAWADA

The Andhra Pradesh
government has imposed a
road development cess of ¥1
each on a litre of petrol and
diesel to mobilise an
estimated annual revenue of
500 crore, which will be
transferred to the A.P. Road
Development Corporation,
according to a release.
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HAT'S CHANG-
ING IN RBI's FX
policy, we have
been asked, with
2.7% appreciation
of the rupee since July? We think RBI
will buy FX less aggressively than in the
past, having achieved adequate FX
reserves (we estimate $500+billion)
again. Second, it has stated that appre-
ciation helps cool high CPI inflation,
although we find ‘imported’ inflation
relatively weak. Finally, RBI will likely
allow the rupee to weaken if the dollar
strengthens, as it can sell up to $50 bil-
lion to fend off any speculative attack
on the rupee. That said, we continue to
expect RBI Governor Shaktikanta Das
to consolidate the return toadequate FX
reserves. RBI has actually picked up
$24.3 billion from July to the week-end-
ing September 11. Our BoP estimates
suggest thatit can buy $7.6 billion more
by March 2021. On balance, we expect
RBI to continue with its asymmetrical
FX policy, of buying FX when the dollar
weakensand letting therupee depreci-
ate when it strengthens. As inflation
peaks off,we think that there still will be
a policy bias towards a weak rupee till
growth revives. Our FX strategists see
therupee at 74 to the dollar by Decem-
berwith the dollarat 1.14 to the euro.

RBI to buy FX less
aggressively...

RBI is likely to be more relaxed about
buying FX than before as it has achieved
sufficient FX reserves. Stronger rupee
will cut ‘imported’ inflation. Although
imported inflationary pressures are rel-
ativelyweak,in ourview,RBIwill not pre-
vent depreciation if dollar strengthens.
We think that the RBIwill be keen to see
depreciation if the dollar strengthens as
weexpect.Given thatitcansellupto $50
billion to fend offany speculativeattacks,
it can easily effect orderly depreciation.

The Financial Express

Decoding RBI's FX policy shifts
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... but still continue to build
up FX reserves

Should RBI be buying FX with
reserves at $542 billion? Higher FX
reserves will likely comfort FPIs into
putting more money in India (up $6.5
billion FYTD), quite like it was in
2004-08.

Second, they are India’s only
defence against contagion risks with
G-3 central banks running out of
ammunition. Finally, dollar risks are
likely overdone. In our view, high FX

RBI buying FX less

... allowing 2.7%

reserves ensure:

m Stable rupee: Large deprecia-
tionin global shocks,are now likely to
be a thing of the past;

m Higher FPI flows as high FX
reserves cut exchange rate risks;

mand Cheaper FX loans: Corpo-
rates should be able to get FX cheaper
as markets normalise.

RBI to buy $8 billion by
March; $23 billion 2Q20 CAS
Our BoP estimates continue to sug-

Stable/strong rupee

Sep 19, 2020 | Delhi | Pg No.: 4 | | Sq Cm:496 | AVE: 1622923 | PR Value: 8114615

gest that RBI can buy $45 billion of FX
($37.4 billion FYTD)in FY21,with our
oil forecast of $43.7/bbl and $7 bil-
lion of FPI inflows (BofAe). We expect
the June quarter to post a massive
current account surplus of $23 bil-
lion. With M3 growth returning to
excess supply, we still expect RBI to
buy FX forward to limit rupee liquid-
ity. That said, the trade deficit in
Augustworsened to $6.8 billion from
$4.8billion in July.

Higher gold imports and deepen-
ing non-oil export de-growth more
than offset the 29% decline in non-
oil,non-gold imports in August. Even
so, the FYTD trade deficit is a bare
$20.7 billion,well below $73.2 billion
seen during April-August 2019.

Edited excerpts from BofA
Securities India Economic Watch
report dated September 16,2020

Non-oil imports account for 65% of decline

aggressively after rupee appreciation attracts ows, up in trade defici
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FX reserves cover for FPI

— %(RHS) | investments improving

Oil imports

8,435425‘ 1,8,b32.08‘ -9,996.84 4.2

Non-oil exports

89,226.9| 1,14,972.67| -25,745.77 -22.4
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Non-oil imports

92,348.54| 1,51,206.88 -58,858.34 -38.9
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Non-oil nongold
imports 85,448.96| 1,34,832.53|-49,383.57 -36.6
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