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THE LIFT LINE

An oil-price shock is a tax India does not vote on; the West Asian ceasefire (https://ujiyari.com/vocab/ceasefire/) has

just cut that tax, but the deeper story is that India had already diversified enough to soften the blow.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

The Iran war of February to June 2026 spiked India’s crude basket, then a US-Iran ceasefire collapsed it. That
spike-and-collapse touched inflation, the fiscal deficit (https://ujiyari.com/terms/fiscal-deficit/), the current-account
deficit and the rupee at once. It is the cleanest available case study of how external energy geography drives

domestic macroeconomics, and of how prior diversification blunts the shock.

GS Paper 3: Indian economy, mobilisation of resources, inflation and its management, energy security (http

s://ujiyari.com/terms/energy-security/), government budgeting and the fiscal deficit.

GS Paper 2: the effect of policies of developed and other countries on India’s interests; India and its

neighbourhood; the geopolitics (https://ujiyari.com/vocab/geopolitics/) of chokepoints.

For Prelims, carry the anchors: India’s oil import dependence near 88 to 89 per cent, roughly 20 per cent of
global oil transiting the Strait of Hormuz (https://ujiyari.com/terms/strait-of-hormuz/), and the striking fact that India
now routes about 70 per cent of its crude imports outside Hormuz. For Mains, connect an external price
shock to the twin deficits and to the RBI’s inflation-targeting mandate (https://ujiyari.com/vocab/mandate/), then

argue what structurally insulates India rather than what merely helped this year.
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BACKGROUND AND CONTEXT

India imports close to 88 to 89 per cent of the crude oil it consumes, so the international price is transmitted
almost directly into domestic costs. The Strait of Hormuz, a narrow waterway between Iran and Oman, carries

close to a fifth of global oil.

Through the first half of 2026, the Iran war pushed the Indian crude basket up sharply, above $120 a barrel at
the March peak. A US-Iran ceasefire, with a memorandum announced around June 14 and signed on June 17,
2026, then reopened safe passage and collapsed the wartime premium: the basket fell back below $70 a barrel
by early July 2026. This spike-and-collapse, not a smooth decline, is the “reprieve” of the title. Crucially, the
blow was softened because India had already diversified its sourcing: in June 2026 Russia supplied a record
share of about 52 per cent of India’s crude while the Middle East share fell to a record low near 38 per cent,

and India now routes roughly 70 per cent of imports outside Hormuz.

THE CORE ARGUMENT / ISSUE

A price collapse is a genuine macro dividend

Cheaper crude eases imported inflation, which feeds transport and input costs across the whole basket; CPI
inflation was already soft at 3.48 per cent in April 2026, letting the RBI hold the repo rate (https://ujiyari.com/ter
ms/repo-rate/) at 5.25 per cent. It shrinks the oil import bill, narrowing the current-account deficit and easing
rupee pressure. And it improves the fiscal balance: the FY26 fiscal deficit was met at 4.4 per cent of GDP,
with FY27 budgeted at 4.3 per cent, though agencies such as ICRA warn of upside risk.

But the reprieve is externally granted, not structurally earned

The collapse came from a ceasefire India did not author and cannot guarantee. A single Gulf incident can

rebuild the premium overnight. Treating a favourable price as a permanent baseline would be a policy error.

CHANNEL EFFECT OF THE COLLAPSE THE UNDERLYING RISK THAT REMAINS
Inflation Softer imported inflation, CPI Reversal if Hormuz tension returns
~3.48%
Import bill / Narrower current-account deficit Import dependence ~88-89% unchanged
CAD
Fiscal balance FY26 deficit met at 4.4% of GDP Windfall (https://ujiyari.com/vocab/windfall/) may be spent,
not saved
Rupee Reduced depreciation pressure Dollar-cycle and capital-flow exposure
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Three levers decide whether resilience holds

. . Ujiyari ent Affairs - ari.comy: F Daily Current. Affairs for UPS tate PCS
First, Strategic Petroléuin ReéServes: Piise’ {holds 2143 million torhes at Visikhapatnam, Mangaluru and

Padur, giving only about 9.5 days of cover; Phase II adds 6.5 million tonnes at Chandikhol and Padur toward
roughly 22 days, still short of the IEA norm of 9o days (ISPRL manages the reserves). Second, energy-
import diversification: the deliberate (https://ujiyari.com/vocab/deliberate/) shift to sources outside Hormuz that
already cushioned this shock, to be deepened further. Third, climate variability: a possible El Nino can hit

the monsoon and lift food inflation even as fuel inflation cools.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

Separate cyclical relief from a structural fix. Cyclical relief is granted by external conditions and can be
withdrawn by them; a structural fix changes India’s own exposure so the next shock is smaller. The price
collapse is cyclical relief. The diversification that cut Hormuz reliance to about 30 per cent, larger strategic
reserves (https://ujiyari.com/terms/strategic-reserves/) and demand-side efficiency are the structural fixes. Ask of any
windfall: does it reduce the size of the next crisis, or merely postpone it. A mature answer credits the relief,

then argues for converting the fiscal space into permanent resilience.

THE DIAGRAM IN WORDS

Iran war (Feb-Jun 2026) -> Hormuz risk premium -> crude above $120 at March peak -> US-
Iran ceasefire (memo ~14 Jun, signed 17 Jun 2026) -> Hormuz reopens -> crude below $70
by early July -> softer inflation + smaller import bill + fiscal room. Cushion: ~70% of
imports already routed outside Hormuz, Russia ~52% of June supply -> [choice] spend the

windfall OR build reserves and diversify further -> resilience or renewed exposure

WAY FORWARD

O save the windfall, do not spend it. Use the fiscal room from cheaper oil to fill Strategic

Petroleum Reserves at low prices and move Phase II cover toward the TEA norm.

2 Deepen diversification. Extend the shift away from Hormuz-routed crude so no single

chokepoint (https://ujiyari.com/vocab/chokepoint/) is decisive.

3 Hold the inflation-targeting line. Let the RBI treat the price fall as a chance to anchor

expectations, while watching food inflation from a possible El Nino.

o Accelerate the demand side. Push energy efficiency, public transport and the clean-energy

transition so long-run oil dependence itself declines.
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PYO LINKAGE AND PRACTICE

UPSC has repeatedly probed energy security and the balance of payments, for example how a rise in global
crude prices affects the Indian economy, and the significance of Strategic Petroleum Reserves. The Strait of
Hormuz and Chabahar recur as map and IR crossovers. This editorial lets you connect a live 2026 spike-and-

collapse to those standing themes.

Practice question: “A fall in global crude prices offers India a fiscal and inflationary reprieve, but not energy
security.” In light of the 2026 West Asian ceasefire, examine how India can convert a favourable oil-price cycle

and its import diversification into structural resilience (https://ujiyari.com/vocab/resilience/). (250 words, 15 marks)

Sources: The Hindu (https://www.thehindu.com/opinion)

Source: After the West Asian Crisis: India's Economic Reprieve — Ujiyari.com | Free UPSC & State PCS Editorial
Analysis
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