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Petroleum Prices

Why they are so important for our Economy

BY GOPAL KRISHNA AGARWAL
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(lfll:n’ of concern for evervone, is a3 follows:

Will the Central government
oblige and reduce the taxes or will the =
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Purmll-um prices are always o The central and state povernmments tax collection on the petroleum sector in the last few yeurs

When will they be brought under the
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into following aspects:
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1. Petroleum prices component

2. lssues of under recovery and ol
bonds during UPA

3. Revenue to Central and State gov-
ernments from the petrolenm section.
4. Alternative Sources of energy and
future planning for reduced depend-
ence on oil.

Petroleum products pricing is
always a contentious issue. [t has a
large impact on inflation and also a
major source of rovenue for the
Central and State governments, we
import about 80% of our eansumption
needs. An inerease of one dollar in the
international priee of  erude oil
increases the cost of our petrol and
diesel by Rs. 0.60 litre and one rupes
fall in exchange rate against US dollar
incrense the cost by Rs 0.657itre of
potrol and diesel. We can conclude
that the prices of petroleumn products
are determined in Indin by external
factors, India imported 256.32 million
metric tonnes of erude ail and petrole-
um products in 2017-18 and paid Rs.
6,562,806 lakh crore

Earlier under Administered Price
Mechanism (APM) followed by UPA,
petrol and diesel prices were not mar-
ket determined. Steep increase in
international prices of oil used to put
severs préssure on the ol marketing
companies (OMC). Stll their retail
prices were kept below the cost, resuli-
ing in under-recoveries for OMCs.
Between the year 2004 to 2014, the
total under-recoveries was to the tune
of Rs. 8.63 628 crores.

When the international crude
prices were increasing, during the
pericd of 2004-08 the subsidy by the
government on petroleum products
became insufficient. Since the fiscal
position of the Government was very
bad, there was no scope for increasing
the subsidy. The povernment started
issuing ‘oil bonds' to the OMCs
instead of giving cash subsidy, These
interests bearing Oil bonds were not
oven reflected in the Budget provision
by the UPA Government, resulting in
distortion of fiscal deficit figures.
During 2005 to 2010, oil bonds for Rs.
142,202 crore were  lasued,
with rate of interest on them ranging
from 7.33 to 8.4 % per annum
repayable up to 2024-25 by successive

The energy mix of our consumption is:
[SLNo. | Sowee Share {in percentage)
1 Coal snd Lignne - 4628
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BADFISCALPRUDENCEUNDER  welture schemes in the Stavce e woal
welfare schemes in the States ie. total
UPA GOVERNMENT RESULTED IN amount transferred to the States by the
INCREASING INTEREST RATES Cantre is (42+34.8)= 76.8 % of the Basic
AFFECTING mm AND INVEST Excige Duty. It is also estimated that a
- one rupes reduction in the excise duty
MENT IN THE ECONOMY AND HIGHER at the Centre would reduce revenue col-
INFLATION FOR THE COMMON MEN, lection by Rs 14,000 crores.
Increase in the petroleum prices
WHILE THE PETROL AND DIESEL PRICES has different effect on the tax collected
WERE ARTIFICIALLY KEPT LOW, PEOPLE by the Centre and the States, which
WERE PAYING HIGHER PRICES FOR also has to be analysed properly. In a
ALMOST EVERY OTHER THING. decontrolled regime now being followed

governments in the future, This was a
case of postponing current liabilities
on the future generation.

Bad fiscal prudence under UPA
government resulted in increasing of
the interest rates affecting borrowing
and investment in the sconomy and
higher inflation for the common men.
While the petrol and diesel prices
were artificially kept low, people were
paying higher prices for almost every
other thing. The burden sharing
mechanism devised by the UPA gov-
ernment had also led to a depletion of
cash reserves of oil companies like
ONGC, GAIL and OIL and destrue-
tion of their intrinsic market value,

The argument that high taxed on
petroleum product in India needs to be
brought down to control the spiralling
prices has to be closely looked into,

Firstly, this revenue is required for
catalysing India's economic growth, for
building infrastructure for bettor quali-
ty of life and providing sccial security to
the poor classes and in the backward
areas. Sécondly, large component of
Central government duties on petrole-
um products i.e. 42% of the Basic Excise
Duty is given to State governments and
60% of the balance 58% of the Basic

in India, any change in international
crude price s passed on to the con-
sumer. Higher prices are likely to
reduce consumption. The taxes imposed
by the Centre are specific tax, i.e, fixed
in terms of Rs per unit. So, if the con-
sumption falls, the tax collected by the
Centre goes down. The States, howaver,
levy ad valorem taxes Le. percentage
based on prices and therefore with the
increase in petrolewm prices, its tax col-
loction does not fall even with fall in
consumption. Therefore, if the taxes on
petroleum products have to be reduced
in wake of the rising international
prices, it should be done by the States
first than by the Centre.

The salution to this teething prob-
lem on the long-term basis, is to
change the share of petroleum prod-
ucts in energy consumption mix
(34.48%, vear 2015-16) We need to
generate mare energy from coal and
lignite (46.28%), which and also focus
on electricity generation from hydro,
nuclear and other renawable sources
like wind and solar (12.756%).
Shri Narendra Modi government is
working on this line, In the coming
vears we will definitely seo a fall in
the contribution of petroleum
products in the overall energy share
in our consumption.
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