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🎤
INTERVIEW ANGLE

"India formally deregulated petrol and diesel years ago, yet pump prices have barely moved since
2022 while the government captured the crude windfall through excise. Is deregulation real if
prices only move on the electoral calendar?"

Source: Original editorial ↗ Business Standard

Every fact web-verified against primary sources (https://ujiyari.com/how-we-verify/)

THE LIFT LINE

“A price is a message. When the government freezes the pump and pockets the windfall (https://ujiyari.com/voc

ab/windfall/) through tax, it is not protecting the consumer, it is muffling the message the market is trying to

send.”

In mid-June 2026, a framework between the United States and Iran reopened the Strait of Hormuz (h

ttps://ujiyari.com/terms/strait-of-hormuz/), and Brent crude fell about 22 per cent in a month to roughly

73 dollars a barrel. India, which imports nearly nine-tenths of its oil, got real relief. But the episode also

exposed an old contradiction: India’'s fuel pricing is deregulated in law and administered in practice.

This editorial argues for a transparent, market-based regime where pump prices rise and fall openly.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

GS Paper 3: Indian economy and issues relating to mobilisation of resources; government budgeting; energy

security (https://ujiyari.com/terms/energy-security/); effects of liberalisation on the economy. It intersects with

inflation management, fiscal policy and the finances of public-sector oil companies.
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This theme lets you connect deregulation, taxation, subsidy design, energy security and price signals into one

analytical answer, valuable for GS3 economy and energy questions.

BACKGROUND AND CONTEXT

India is the world’'s third-largest crude oil consumer and importer, with import dependence at about

88.6 per cent in FY2025-26. Global prices therefore transmit directly to inflation, the current account and

the budget.

The pricing regime was liberalised in stages:

MILESTONE DATE CHANGE

Petrol deregulated June 2010 Prices made market-determined

Diesel deregulated October 2014 Prices made market-determined

Daily dynamic pricing June 2017 Prices revised daily to track crude

On paper, India moved away from the old Administered Pricing Mechanism (APM) toward market

pricing. In practice, the state-owned oil marketing companies (IOC, BPCL, HPCL) have not moved prices

freely.

THE CORE ARGUMENT / ISSUE

The central claim is that honest price signals, prices that rise and fall openly with the market, serve

consumers and the economy better than the current freeze-and-capture approach.

Despite daily dynamic pricing, pump prices have been essentially frozen since April 2022, through large

crude swings. The only notable move was a two-rupee-per-litre cut in March 2024, just before the

general election, a political signal rather than a market one. Prices track the electoral calendar, not the

market.

When crude fell in 2025-26, the Centre adjusted excise to absorb the gain rather than cut pump prices.

Taxes make up roughly half the retail price (petrol is outside GST, subject to central excise plus state

VAT). So consumers were shielded neither from the full earlier pain nor given the full later relief; the

exchequer took the swing.

Deregulated in Law, Frozen in Fact

The Windfall Captured, Not Passed
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A market price is information. When it rises, consumers economise and shift to efficiency; when it falls,

demand can respond. A frozen price during a spike over-consumes scarce fuel and hides the true cost; a frozen

price during a fall denies relief and hands the surplus to the state. Either way, the signal is muffled.

The contrast with the past is instructive. India’'s legacy of oil bonds, over Rs 1.3 lakh crore issued between

2005 and 2010 to defer the cost of below-market pricing off-budget, is exactly the opacity (https://ujiyari.com/voca

b/opacity/) to avoid. Cutting excise directly, on-budget and visible, is transparent; deferring costs through bonds

or freezing prices is not.

Price smoothing can shield consumers and headline inflation from volatile crude; fuel taxes are a major

revenue source; and OMCs legitimately need to recoup losses absorbed when crude was high. Some

management is prudent (https://ujiyari.com/vocab/prudent/). The argument is against opaque, election-timed

management, not against any stabilisation.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

In a working market, the pump price is a live message about global scarcity and the exchange rate. Every

time the state freezes it or offsets it with a tax change, it edits the message. Judge a pricing regime by

whether the consumer can read the world in the price. If pump prices move only near elections, the regime is

not deregulated; it is discretionary. Transparency is the test, not the label.

THE DIAGRAM IN WORDS

India imports ~89% of crude -> global price shapes inflation + fisc + current account ->

mid-June 2026 US-Iran framework reopens Hormuz + OPEC+ output hikes -> Brent falls ~22%

to ~73 dollars -> import bill falls (137bn to 122bn) -> India should pass relief to pump

-> but petrol deregulated 2010, diesel 2014, daily pricing 2017 exist only on paper ->

pump prices frozen since April 2022, only a pre-election 2-rupee cut March 2024 ->

Centre adjusts excise to capture windfall (taxes ~50% of price) -> consumers see neither

full pain nor full relief -> price signal broken -> fix: genuine daily pass-through both

ways + transparent rules-based tax + predictable OMC margins + targeted support for the

poor

Why This Breaks the Signal

The Transparent Alternative

The Honest Counter
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WAY FORWARD

PYQ LINKAGE AND PRACTICE

Practice Mains question (250 words, 15 marks): “India’'s fuel pricing is deregulated in law but

administered in practice. Examine how freezing pump prices and capturing crude windfalls through excise

breaks market price signals, and argue whether a transparent pass-through regime would better serve

consumers, efficiency and the fisc.”

Sources: Business Standard (https://www.business-standard.com/opinion), Petroleum Planning and Analysis Cell (ht

tps://ppac.gov.in), PIB (https://pib.gov.in)

Source: The Economics of Energy: Let Fuel Prices Send Honest Signals — Ujiyari.com | Free UPSC & State PCS

Editorial Analysis

Restore genuine pass-through. Let pump prices move daily with crude both up and down, as

the 2017 framework intended, instead of freezing them for years.

1

Make the tax component transparent. Adopt a rules-based, published excise formula so

consumers can see how much of the pump price is tax and why it changes.

2

Protect OMC finances predictably. Ensure stable marketing margins rather than freezes that

force companies to absorb losses and then over-recover quietly.

3

Target support, not blanket suppression. Use direct benefit transfers or targeted LPG support

for the poor instead of suppressing prices for all, which distorts consumption and hides the real cost.

4

UPSC GS3 (2021): “Do you agree that the Indian economy has recently experienced V-shaped

recovery? Give reasons in support of your answer.” (macro-price reasoning)

UPSC GS3 (2015): “There is a clear acknowledgement that Special Economic Zones (SEZs) are a

tool of industrial development…” (policy-instrument evaluation)

UPSC GS3 (2013): Questions on India’'s energy security and dependence on oil imports.
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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

⚠ COUNTER

Defenders argue that price smoothing protects consumers and inflation from volatile crude,
that fuel taxes are a vital revenue source, and that OMCs need to recoup earlier losses when
crude was high, so some management is prudent.

→ WAY FORWARD

Restore genuine daily pass-through so pump prices reflect crude both up and down, make the
tax component transparent and rules-based, protect OMC finances through predictable
margins rather than freezes, and use targeted support for the poor instead of blanket price
suppression.

The sharp fall in crude prices after the mid-2026 US-Iran de-
escalation gives India fiscal relief and vindicates market-based
rather than administered fuel pricing, because a transparent

regime that lets pump prices rise and fall openly sends honest
signals to consumers, while India’'s current practice of freezing
prices and capturing the windfall through excise breaks those

signals.

Brent crude fell about 22 per cent in a month to roughly 73 dollars a barrel after a mid-June
2026 US-Iran framework reopened the Strait of Hormuz, and OPEC+ output hikes reinforced
the fall, cutting India’'s import bill.

Petrol was deregulated in 2010, diesel in 2014, and daily dynamic pricing began in 2017, yet
pump prices have been frozen since April 2022, moving only for a pre-election cut in March
2024, so deregulation is nominal.

When crude fell, the Centre raised or adjusted excise to absorb the gain rather than pass it
to consumers, capturing the windfall and denying the price relief that a transparent pass-
through would deliver.
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✍️ MAINS ANSWER FRAMEWORK

QUESTION

"India''s fuel pricing is deregulated in law but administered in practice." Examine, and argue whether a

transparent market-based regime that lets pump prices rise and fall openly serves consumers and the
economy better. (250 words)

INTRODUCTION

India imports nearly 89 per cent of its crude, so global oil prices shape inflation, the current account and
the fisc. The mid-2026 crude fall after the US-Iran de-escalation is a natural experiment in whether India’'s

fuel pricing actually passes global signals to consumers.

BODY

Brent, which had crossed 100 dollars during the 2026 Iran conflict, fell about 22 per cent in a month to
roughly 73 dollars after a mid-June 2026 framework reopened the Strait of Hormuz, with OPEC+ output

hikes adding to the slide. India’'s crude import bill fell from about 137 billion dollars in FY2024-25 toward
122 billion in FY2025-26.

In principle India should have passed this relief to the pump. In practice it did not.
Petrol was deregulated in 2010, diesel in 2014, and daily dynamic pricing introduced in 2017, yet retail

prices have been essentially frozen since April 2022, moving only for a two-rupee cut just before the 2024
general election, a political signal, not a market one. When crude fell, the Centre adjusted excise to capture

the windfall rather than cut pump prices, so consumers saw neither the earlier full pain nor the later full
relief.
Taxes make up roughly half the pump price. This administered approach breaks the information that prices

are meant to carry, over-consuming cheap fuel and denying honest relief.
Market-based pricing, by contrast, lets prices discipline demand and reward efficiency, on-budget and

visible.

CONCLUSION

The crude fall shows the value of honest price signals. India should let pump prices rise and fall

transparently with the market, make the tax component rules-based, and protect the poor through
targeted support rather than opaque price suppression.
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