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TH The Hindu | 4 tags ▾

🎤
INTERVIEW ANGLE

"India imports ~90% of its crude oil, with over half from West Asia. Given persistent West
Asia instability, should India's energy strategy prioritise supplier diversification, the Strategic
Petroleum Reserve, or accelerated renewables transition?"

Source: Original editorial ↗ The Hindu

EDITORIAL SUMMARY

The 2026 West Asia crisis has pushed Brent crude from ~$82/bbl to ~$110/bbl, reawakening every chronic

vulnerability of India’s energy import profile. With ~90% of crude imported and over half from West Asia, the

shock transmits simultaneously to inflation, fiscal balance, external accounts, and growth. Policy responses —

SPR expansion, supplier diversification, E20/E30 blending, renewables acceleration — address different time

horizons and must be pursued together.

THE PRICE SHOCK — WHAT THE DATA SHOWS

India’s crude oil imports average ~4.7 million barrels per day (bpd) in 2025-26 — making India the world’s

third-largest crude importer after China and the USA. The import dependence ratio has risen steadily:

from ~75% in 2005 to ~90% in 2025 — a result of rising domestic demand outpacing modest domestic

production.

Source mix (2025-26 estimated averages):
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SOURCE SHARE ANNUAL VOLUME (MMT)

Russia ~33% ~80

Iraq ~22% ~52

Saudi Arabia ~17% ~40

UAE ~11% ~26

USA ~6% ~14

Others (Nigeria, Angola, Kuwait, Mexico) ~11% ~27

The West Asia share (Iraq + Saudi + UAE + Kuwait + others) is ~55-58% — even after the post-2022 pivot

toward Russia.

THE TRANSMISSION CHANNELS

When oil prices spike, the effects on India’s economy travel along four channels:

1. Inflation

The April 2026 crude jump from $82 to $110 — roughly $28 — implies ~1% CPI inflation pressure if sustained.

This risks pushing headline CPI above the RBI’s 2-6% tolerance band, constraining the MPC’s ability to cut

rates.

2. Fiscal

3. External Accounts

Fuel (petrol, diesel) directly enters CPI at ~6.8% weight

Indirect impact via transport costs, plastics, fertilisers (heavily energy-dependent in manufacturing)

Rule of thumb: every sustained $10/bbl increase adds ~0.4% to headline CPI after ~3-4

months lag

Two mechanisms: rising fuel subsidies (if pass-through is capped politically) and falling tax revenues

(if consumption slows)

In 2025-26, India does not heavily subsidise petrol/diesel but does subsidise LPG and kerosene, and

oil-linked fertiliser subsidies

Estimated fiscal hit for sustained $110/bbl over 6 months: ₹40,000-60,000 crore

additional subsidy burden

Every $10/bbl adds ~$13 billion to India’s annual import bill

Current Account Deficit (CAD) was ~0.8-1.2% of GDP in FY25 — relatively comfortable
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4. Growth

THE RUSSIAN PIVOT — BENEFITS AND NEW VULNERABILITIES

Before Russia’s invasion of Ukraine (February 2022), Russian crude was <2% of Indian imports. By 2025-26,

it’s ~33% — the single largest source. The shift:

Benefits

New Vulnerabilities

THE STRATEGIC PETROLEUM RESERVE (SPR) — THE BUFFER THAT ISN’T

India’s Strategic Petroleum Reserve — managed by Indian Strategic Petroleum Reserves Limited

(ISPRL), a subsidiary of the Oil Industry Development Board — consists of three Phase 1 facilities:

Sustained $110/bbl would push CAD toward 2.8-3% of GDP, historically the level at which rupee

depreciation intensifies and RBI intervention becomes necessary

Higher fuel prices reduce disposable household income

Manufacturing input costs rise; margins compress

RBI analysis suggests a sustained 10% oil price rise lowers GDP growth by ~0.3-0.4% via these

channels

Discounted pricing: Russian Urals blend trades $10-25 below Brent throughout 2022-2025,

saving India an estimated $10-15 billion annually

Supply security: Alternative to geopolitically-stressed West Asian routes

Refinery margins: Indian refiners earn higher margins processing discounted Russian crude

Secondary sanctions risk: US Treasury’s Office of Foreign Assets Control (OFAC) can sanction

banks/insurers transacting with sanctioned Russian entities. The $60/bbl G7 price cap on Russian

crude creates compliance uncertainty

Payment complexity: Non-USD payment mechanisms (rupee-rouble, yuan-rouble) create frictions

and banking risks

Single-point concentration: Over-reliance on Russia (now larger than all West Asia combined)

creates a different form of concentration risk

Shipping and insurance: Western insurers and shipping firms increasingly reluctant to handle

Russian cargoes, pushing India toward alternative (often less transparent) providers
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LOCATION CAPACITY STATUS

Visakhapatnam, AP 1.33 MMT Operational

Mangalore, Karnataka 1.50 MMT Operational

Padur, Karnataka 2.50 MMT Operational

Total Phase 1 5.33 MMT (~39 million barrels) Equivalent to ~10 days of net imports

Phase 2 (approved 2018-21): Four new facilities at Chandikhol (Odisha), Padur-II (expansion), and

additional sites — adding 6.5 MMT (~48 million barrels). Still in various stages of

construction/commissioning as of 2026.

International Comparison

The International Energy Agency (IEA) requires member countries to maintain 90 days of net import

equivalent in strategic reserves. Non-IEA but equivalent-standard countries:

COUNTRY SPR (DAYS OF IMPORTS)

USA ~90 days (400+ million barrels)

Japan ~200+ days (public + private)

South Korea ~100 days

China ~90+ days (estimated — not fully transparent)

India ~10 days (Phase 1); ~22 days when Phase 2 completes

India is an IEA “Associate” member (not full member) and has a bilateral strategic petroleum cooperation

framework with the USA — but its reserves are structurally inadequate for a country of India’s import

dependence.

THE ETHANOL BRIDGE

India’s Ethanol Blending Programme has achieved:

E20 (20% ethanol by volume in petrol) rolled out nationally from April 2025 — ahead of the 2030

target set in 2014

Annual crude savings estimated at ~6-8 MMT (worth ~$3-4 billion at 2024 prices)

Key feedstocks: Sugarcane (molasses, direct juice), damaged food grain (rice, maize) under PDS

surplus stocks
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The Limits of Ethanol

The Broader Transition

E20 → E30 is a marginal hedge, not a solution. Real structural reduction requires:

THE STRAIT OF HORMUZ — INDIA’S SINGLE CHOKEPOINT

Of India’s West Asia crude imports, nearly all pass through the Strait of Hormuz — a 21-mile-wide shipping

corridor between Iran and the UAE. Alternative routes (overland pipelines) carry only a small fraction of

regional production.

Hormuz specifics:

When Iran threatens to close Hormuz (as in the 2019-20 cycle, the 2024 Red Sea crisis, and the 2026 West Asia

episode), insurance premiums for Gulf-transiting tankers rise sharply — war risk insurance has

historically tripled during active crises. This passes through to landed crude cost.

Feedstock constraint: Sugarcane is water-intensive; ethanol expansion in the Ganga basin risks

groundwater stress

Food vs fuel tension: Direct use of rice/maize raises ethical questions about diverting food crops to

fuel

Technical ceiling: E25 is achievable with minor engine tweaks; E30+ may require new engine

specifications

Land/water externalities: Sugarcane ethanol has higher water footprint than fossil petrol per unit

of energy

EV adoption (currently 7-8% of new car sales, 20%+ for 2W)

Public transport electrification (BEST, DTC, BMTC all moving to electric buses — but slowly)

Heavy transport green fuel alternatives (hydrogen for trucks; methanol for shipping)

Aviation — sustainable aviation fuel (SAF) remains nascent

Width at narrowest: 21 miles (33 km)

Depth: 150+ ft

Daily oil flow: ~17-20 million bpd (20-25% of global maritime oil trade)

India’s dependence: ~85-90% of Indian crude imports transit Hormuz either directly or indirectly
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POLICY FRAMEWORK — A THREE-LAYERED APPROACH

Short-term (0-12 months)

Medium-term (1-5 years)

Long-term (5-15 years)

SPR Phase 2 completion — targeted 2026-27

Active supplier rotation — increase non-OPEC+ sources (Brazil, Guyana, USA, Canada)

Forward contracts — lock in prices for a portion of imports

Ethanol push — accelerate E20 compliance; plan E25

Managed pass-through — temporary excise duty adjustments to prevent full consumer impact

SPR Phase 3 (under discussion) — eventually aim for 30-45 days of imports

Green hydrogen scale-up — refinery feedstock replacement (DGH + PLI schemes)

LNG-to-gas grid expansion — 25% of national energy mix by 2030 target

EV infrastructure — battery manufacturing (PLI for ACC), charging stations, battery-swap

standards

Petrochemical alternatives — bio-based plastics; methanol economy experiments

Structural electrification of transport — EV share 30%+ by 2030; public transport

electrification

Renewable dominance in generation — 500 GW non-fossil by 2030; nuclear expansion

International cooperation — Quad Critical & Emerging Tech track; IEA full membership pursuit;

cooperation with USA/Australia on strategic reserves and fuel standards
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K E Y  A R G U M E N T S  A T  A  G L A N C E

✓ SUPPORTING

India's ~90% crude oil import dependence, with over half from
West Asia, creates a structural vulnerability that no single policy

lever can address — energy security requires simultaneous
diversification, stockpiling, and transition acceleration.

The 2026 West Asia conflict caused Brent crude to spike from ~$82/bbl (March) to
~$110/bbl (April), with Strait of Hormuz insurance premiums tripling. Every $10/bbl
sustained increase adds ~$13 billion to India's annual import bill and ~0.4% to CPI
inflation.

India's crude sources: Iraq ~22%, Saudi Arabia ~17%, UAE ~11%, Russia ~33%, USA ~6%
(2025 average). Russia's share rose from <2% (pre-2022) due to discounted supply — but
this creates a different vulnerability via US secondary sanctions.

India's Strategic Petroleum Reserve holds ~39 million barrels (~10 days of imports) —
well below IEA's 90-day equivalent standard. Phase 2 would add ~24 million barrels
across 4 new sites but remains years from operational.

Current Account Deficit sensitivity: Oil price shocks of 2011, 2013, 2018, 2022 each
pushed India's CAD above 2.5% of GDP, triggering rupee depreciation and RBI
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⚠ COUNTER

Renewables transition alone cannot address the immediate crisis — transport (60% of
crude use) is still overwhelmingly ICE-vehicle dependent; petrochemicals, aviation, and
heavy industry have few near-term substitutes. Supplier diversification has limits too: all
major crude exporters carry some geopolitical risk.

→ WAY FORWARD

Three-layered energy security: (1) Short-term — accelerate SPR Phase 2 completion, use
forward contracts and diversify actively to Brazil, Guyana, Nigeria, (2) Medium-term — push
E20 to E30, scale up green hydrogen for refinery use, expedite LNG-to-gas grid
infrastructure, (3) Long-term — EV adoption targets tied to battery supply chain (critical
minerals policy), building petrochemical alternatives (bio-based), and sustained RE capacity
addition.

🧠
PRACTICE TODAY’S QUIZ

Take the 14 April 2026 Quiz →

✍️ MAINS ANSWER FRAMEWORK

QUESTION

Analyse the economic impact of West Asia geopolitical instability on India, particularly in light of the

2026 crude price spike. Suggest a multi-pronged energy security framework that addresses short,
medium, and long-term vulnerabilities. (250 words)

INTRODUCTION

The 2026 West Asia crisis — with Brent crude up ~35% in six weeks and Strait of Hormuz insurance

premiums tripling — exposes India's structural energy vulnerability. With ~90% crude import
dependence and over half originating from West Asia, the macro costs cascade across inflation, fiscal

balance, external accounts, and growth.

BODY

intervention. The 2026 episode is tracking a similar trajectory.
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Four transmission channels carry the shock. First, **inflation**: every $10/bbl sustained rise adds ~0.4%

to headline CPI via fuel, transport, and input costs. Second, **fiscal**: rising fuel subsidies (if pass-
through is moderated) and lower GST collections (if consumption slows) widen the fiscal deficit — the

2026 crisis could add ₹40,000-60,000 crore to the fuel subsidy bill. Third, **external accounts**: every
$10/bbl adds ~$13 billion to annual imports, pushing CAD toward 2.8-3% of GDP — a level that

historically triggers rupee depreciation and RBI intervention. Fourth, **growth**: higher oil prices
function as a regressive tax on household consumption, hitting low- and middle-income households

hardest. India's policy buffers are uneven. The **Strategic Petroleum Reserve** holds ~39 million barrels
(10 days of imports), well below the IEA-standard 90-day equivalent maintained by OECD members.

**Supplier diversification** has progressed post-2022 — Russia's share rose from <2% to ~33% — but
creates secondary-sanctions exposure. **Renewables and EVs** cannot provide short-term relief:

transport (60% of crude use) is still overwhelmingly ICE-dependent. India's E20 ethanol blending (20%
by volume) is a useful marginal hedge but cannot replace crude at current scales.

CONCLUSION

Energy security requires a three-layered framework: immediate buffers (SPR expansion, forward

contracts, active supplier rotation), medium-term transition (E30 ethanol, green hydrogen for refineries,
LNG infrastructure), and long-term structural shift (EV adoption, petrochemical substitution, sustained

RE capacity addition). The 2026 crisis is a test of whether policy can move beyond reactive subsidy
management to anticipatory resilience building. India cannot eliminate its crude dependence in this

decade — but it can stop making its vulnerability worse.
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