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The Rs 3 Hike Is Too Little, Too Late -- India
Needs Fuel Price Reform

&' The Indian Express 16 May 2026

IE  The Indian Express 2 tags v

} INTERVIEW ANGLE

4

"Should India move to fully dynamic, daily fuel pricing linked to international crude
benchmarks, and what political economy constraints make this reform persistently difficult in
a democracy?"

EDITORIAL SUMMARY:

Indian Express argues that the May 15, 2026 fuel price hike of Rs 3/litre — the first in over four years — is both
inadequate (covering barely 15% of accumulated under-recoveries) and badly timed (adding to the inflationary
pressure of a West Asia-driven crude surge). The editorial calls for structural reform of India’s fuel pricing:

mandatory daily price revision, transparent OMC cost-recovery accounting, and fiscal substitution through

targeted support for transport workers rather than universal retail price suppression.

WHY THE RS 3 HIKE IS INADEQUATE

The Under-Recovery Mathematics

India’s three major OMCs — IOCL, BPCL, and HPCL — have been absorbing losses since crude climbed above

the level their retail prices could support:

The Rs 3 Hike Is Too Little, Too Late -- India Needs Fuel Price Reform 2/7


https://ujiyari.com/

\\ \
& ujivari UPSC & STATE PGS CURRENT AFFAIRS

CRUDE

PERIOD RETAIL PRICE UNDER-RECOVERY
(APPROX.)

April 2022 $100-110/barrel Last hike (Rs 8/litre over two Partially recovered

tranches)
2022-2024 $70-85/barrel Frozen OMC:s profitable (over-
recovery)

Late 2025 $90-100/barrel Frozen Marginal loss

April-May $110-115/barrel Frozen then Rs 3/litre hike Significant under-recovery

2026

At Rs 3/litre hike with crude at ~$112/barrel, the hike covers approximately 15-18% of accumulated under-
recoveries on petrol and diesel since crude crossed $90 in late 2025. The OMCs remain in a financially

stressed position.

The Political Economy Problem

The editorial identifies a structural market failure driven by political incentives:

e Before elections: OMCs do not hike (price stability = political stability)

o Immediately after elections: Large catch-up hikes (2022 assembly election cycle; now 2026 West

Bengal/general election aftermath)

e During global price surges: Prolonged delays in passing on cost to consumers
This electoral price cycle means that:

0 ones systematically underprice fuel for extended periods
© They then absorb large losses that crowd out capital expenditure

(3 Catch-up hikes are larger and more inflationary than regular small adjustments would have been

THE MACROECONOMIC DAMAGE

Inflationary Cascade

Diesel is embedded in virtually every product India makes or consumes:

e Agriculture: Diesel for pump irrigation, farm machinery, transport of produce to mandis
e Logistics: ~70% of India’s freight moves by road (diesel trucks)
e Construction: Diesel for machinery; concrete and steel transport

¢ Food prices: Within 4-6 weeks of a diesel hike, vegetable, grain, and processed food prices rise
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The Rs 3/litre diesel hike is expected to add 0.3-0.5% to CPI over 2-3 months. Given that WPI for Fuel and

Power was already at +24.71% in April 2026, this adds to an already hot inflation environment.

Impact on RBI Policy

The Monetary Policy Committee (MPC) has been in an easing cycle (rate cuts since February 2025). A fuel-
driven CPI spike could:

e Force a pause in rate cuts

® Potentially require a reversal if CPI crosses the 6% upper tolerance band

This creates a monetary policy dilemma: the West Asia geopolitical shock (crude surge) demands both fiscal

support (subsidised fuel) and tight monetary policy (to control inflation) — two contradictory responses.

THE EDITORIAL’'S REFORM PRESCRIPTION

1. Mandatory Daily Price Revision

The current system: OMCs are expected to revise prices daily but routinely do not. The editorial calls for
legislation mandating daily revision with a transparent formula published by the Petroleum Ministry —

removing OMC discretion and political manipulation.

2. Replace Universal Suppression with Targeted Support

The fiscal cost of suppressing fuel prices is enormous and badly targeted — it benefits private car owners

(wealthy) and industry equally, without prioritising those who need support most.
Targeted alternative: Direct cash transfers to:

® Auto-rickshaw and taxi drivers registered under CMDA/state transport authorities
® MSME transporters (less than 5 trucks)

e Rural households using diesel pump sets for agriculture (DBT via PM-KISAN database)

This is more expensive to administer but fiscally efficient — the poor get help while market prices clear

efficiently.

3. Central Excise Duty as a Countercyclical Tool

The Centre should use central excise duty on fuel as a countercyclical fiscal instrument:

® When global crude rises sharply: cut excise duty (currently Rs 19.90/litre on petrol, Rs 15.80/litre on
diesel)

® When global crude falls: restore excise duty rates to maintain revenue
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This decouples OMC retail prices from politics while allowing fiscal cushioning during global price surges.

UPSC MAINS ANALYSIS

GS Paper 3 — Economy
Key arguments:

® The electoral fuel price cycle is a textbook example of government failure in pricing — political

incentives distort what should be a market mechanism

® Universal fuel price suppression is a poorly targeted subsidy that benefits the wealthy more than the

poor (the rich consume more fuel)

® The transition to EVs and renewable energy is India’s structural solution to fuel price volatility — but

the transition takes decades; short-term pricing reform is necessary in the interim

Keywords: OMC under-recovery, dynamic fuel pricing, central excise duty, countercyclical fiscal policy, MPC
easing cycle, CPI diesel transmission, DBT fuel support, IOCL, BPCL, HPCL, fuel pricing deregulation

2010/2014.

Indian Express makes the counterintuitive argument that India’s fuel price policy is not generous — it is
incoherent. By suppressing prices for years and then delivering shock hikes, India gets the worst of both
worlds: prolonged OMC financial distress (requiring eventual government bailouts or equity infusions) and
periodic inflationary spikes more damaging than the smooth price signal would have been. The editorial’s
prescription — mandatory daily revision, targeted support, countercyclical excise management — is
technically sound. The question, as always, is whether a democratic government facing an energy-price crisis

is capable of choosing efficiency over optics.
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16 May EU Includes India in Revised Aquaculture Export List --...
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