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🎤
INTERVIEW ANGLE

"When both supply-side shocks (oil, food) and demand-side pressures converge
simultaneously, does the RBI have the tools to respond, or is monetary policy helpless against
exogenous shocks?"

🗞️  WHY IN NEWS

The convergence of Iran-war-driven oil price spikes (Brent crude above $95/barrel) and a deteriorating El Nino

forecast threatening the 2026 kharif season is creating compounding inflationary pressure in India, as the RBI’s

Monetary Policy Committee (MPC) prepares for its April 6-8, 2026 meeting.

THE EDITORIAL ARGUMENT

India’s inflation management in 2026 faces a perfect storm: the Iran conflict has pushed global oil above

$95/barrel; El Nino threatens to suppress monsoon rainfall and damage kharif crops; and US reciprocal tariffs

have added exchange rate pressure on the rupee. The RBI’s MPC, meeting April 6-8, must choose between

defending growth (rate cut to boost a slowing economy) and defending price stability (rate hold or even hike).

There is no comfortable option.

THE TWIN SUPPLY SHOCKS

The Iran-US military conflict that escalated in early 2026 has tightened global oil supply. Brent crude — the

international benchmark — has traded above $90-95/barrel since March 2026, compared to ~$75 in late

2025. India imports approximately 85% of its crude oil needs, making it acutely sensitive to global price

movements.

Each $10/barrel increase in crude oil:

Oil: The Iran Factor
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India Meteorological Department (IMD) forecasts a below-normal monsoon for 2026, with El Nino

conditions likely persisting through the June-September kharif season. Food inflation — already elevated due to

vegetable price volatility in early 2026 — could accelerate sharply if kharif output (rice, pulses, oilseeds) falls.

Food items constitute approximately 46% of India’s CPI basket, making food inflation the dominant driver

of headline CPI. In 2022-23, the last significant El Nino episode, vegetable prices contributed over 2 percentage

points to peak CPI.

THE RBI’S DILEMMA

India’s CPI had moderated to approximately 4.5-4.8% in early 2026, comfortably within RBI’s 2-6% tolerance

band. The combined oil-food shock threatens to push CPI above 5.5-6% by mid-2026.

India’s GDP growth is projected at 6.5-6.8% for FY 2026-27 — solid but with downside risks from the US tariff

shock (April 2 “Liberation Day” tariffs affecting exports). Lower rates would support growth; higher rates would

address inflation but slow the economy.

US tariffs and global dollar strength (as investors flee to safety during the Iran conflict) have pushed the rupee

toward ₹87-88/USD. A weaker rupee amplifies imported inflation, particularly for oil.

Adds approximately 0.3-0.5 percentage points to India’s headline CPI (through transport, LPG,

and manufactured goods)

Adds approximately ₹1.2-1.5 lakh crore to India’s annual import bill

Widens the current account deficit and pressures the rupee

El Nino and Food Inflation

Current CPI Context

Growth vs. Price Stability

Exchange Rate Pressure
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WHAT THE RBI’S OPTIONS ARE

OPTION IMPACT

Rate cut (25-50 bps) Boosts growth but risks inflation overshoot; weakens rupee further

Rate hold Maintains credibility; wait-and-watch approach

Rate hike (unlikely) Would damage growth; signals panic

Liquidity management Adjust CRR, OMOs to manage banking sector rates without touching repo

Most economists expect a rate hold at the April MPC meeting, with the committee waiting for oil price

stabilisation signals and the monsoon outlook to clarify.

INDIA’S STRUCTURAL VULNERABILITIES

India’s oil import dependence (85%) is a structural vulnerability with no short-term fix. Electrification of

transport (EVs) and renewable energy expansion address this over a decade, not months. In the near term:

The government’s toolkit includes:

These tools address food inflation but distort market signals and farmer incentives.

UPSC RELEVANCE

Oil Import Dependence

Strategic Petroleum Reserve (SPR) releases can cushion short-term supply shocks

Rupee oil deals with friendly producers (UAE, Russia) reduce dollar demand

Food Price Management

Buffer stock releases (wheat, rice from FCI)

Export bans on rice, wheat (as imposed in 2023-24)

Import duty waivers on pulses, oilseeds

Direct price support in mandis

GS Paper 3 — Economy

RBI MPC: inflation targeting framework (FRBM Act, 2016 amendment); 4% ± 2% target

UPSC & STATE PCS CURRENT AFFAIRS ujiyari.com ↗

Between Oil Shock and El Nino: How High Can India's Inflation Go? 4 / 7

https://ujiyari.com/vocab/vulnerability/
https://ujiyari.com/terms/strategic-petroleum-reserve/
https://ujiyari.com/contact/
https://ujiyari.com/


RBI MPC, inflation targeting, supply-side shock, El Nino, oil price transmission, CPI, current account deficit,

Strategic Petroleum Reserve
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