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‘ Table 6.1
| Table 6.1: Revenue Realization from POL Products
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—_Exhibit - 10

Cost of Imported Crude

Import of POL products in value terms

constitute 29% of total imports
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34% of country’s export
spent in importingd POL products

-

Glop
The L Imbalance
Dayrnh!gh crude oil price has not only ’ agv?rriZZe?a‘aan;ibg:
i"ﬂbalent position in India, it has also P2 y B s mismatches " the
Cur ance. The current Io,bal imbalancé is re lected 1N arg i the form of
anem account pOSitiong in some untries nd its mirror lr[j]gggulrr;enteaccount
CI(-ei‘\?stic saving investment mismatch. FO! instance, the S o While he
Cur - was 6.4 percent of GDP in 2005 and stoo . $ u ted fOI’ about 60
p@r::ent account surplus of Japan d emerging A acootl
ent of the current account deficit of the us.
e uses amon the oil exporting
c?unt?izsr.genc? of largé current accoun fu‘FE'e oarren account surplus of the
O is an important recent deve op rcent eir GDP In 2001 to 19.1
2R nt account surplus of the

SXpar:

D.erceﬁ?r.tlng countries increased from O ' ined current

oif oNtin 2005. Less than third of 1€ 24 in their foreign exchange reseves
reflecte t that higher net savings by oil

eXpart:
Whichpomng countries has beel eflet ™ e exte
8 0m;ose by US $ 90 billion in 2000- Tgst rates @ d that theseé lower rates have
BoQStedrSdgave driven down-glo\l?v?l ”::grket pased financial iysteTwsé s;tg\r:ea:ﬁthei
on e States, the '?Co'norglﬁjc Ty also have @ jonal negative &11ES
, the oil pricé
e
US external position:
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g::)% flact remains that the rising oil prices would result in further widening of
e : current account imbalances as, the current .accour.lt balance of the US is
pro]'eCted to deteriorate further in 2006. Other industrialized economies are
" jected to run a combined surplus led mainly by Japan and Germany. The
9gregate current account surplus Of the major oil exporting countries is

ex .
Pected to increase further in the near term-

Lr; this regard, it may be noted that India’s oil import bill amoupted to 2.9 percent
OTGDP in 2001-02, but the bill climbed to 5.5 percent of GPD In 2005-06, though

in - P
volume terms the increase has been marginalized.

Foreign bi
oreign Direct Investment . . - _
as per economic theory, is foreign savings

Oreign Direct |
nvestment (FDI) flow, ) )
supplementing domestic s;vings. which would help augm_ent investment that in
Urn would push up growth given the roductivity of investment. However,
producﬁ"ity of investment wo{_nd get a boost either simultanoously or .wuth a short
49, when FDI provides technological improvements along with financial flows.
as FDL. Portfolio flows could also

Portfar:
rtfolio iti e sameé
flows by definition are not th expenditure incurred in the stock

laise th " l

e savin in case the additiona . _
Markets by foreig rﬁ:ﬁ,;gtors translate, in the next round of someta] expenditures,
o g mafginalgpropens hat is less then unity. It is however not

v to consume tha . ;

?]as:y to quantify the savil.?;s that may be generated from the increase In gross
ationg| expenditures triggered by portfolio flows.

e liquidity tO capital markots and raioe

viee I(Ell'he f)I/ows create additional financial

ase of flows in the primary issues
abled to use the additional

he argument that the flows
the secondary market, the

More :

excg: importantly, portfolio flows Ppro
o Ctations of growth in trading volumes.

a°urces. There is a presumption that in the 035€
'ket, the recipient corporations would be €

*esoyr i

ces efficiently. This presumption ! -
r ciently.

UCe the cost ofycapital. Wwhere the flows are In

addit: :
| itional resources tend to increasé the stock prices-
e of foreign exchange.

rtunately is not a good
g growth prospect and

an important sourc

Fore;

ei ; , '

Ihaolgn direct investment (FDY) 18

”:Iem Oil sector (both upstream an downsturgfrgf) S“t?;?u
poﬁgnatjon for FDI. However, Indi2 ton icc: good destination for FDI. World
! véénilgetranzation is gec%?(r::f mgntion that ‘on the policy fr0|r1‘t lib(e:rﬁlization
IS Contin nt Report, ZQO m'fed in key developind economies such as Lhina and
Ing uing and has intens” hat ‘India has also been opening up important
i s tha o and real estate to FDI.

ia’ Th .
ingr ;. 1he Report also mentions ", uctio
d ! unication®: cOnzttraserves, ‘lows to India should

Lo US;tries’ such as telecoMMUTEe 2epo .
tgontinnuge ?t _prospects fo[:,cially, in steel, telecommunlcatlons, infrastructure and
Nance o increase, esP

ith N ational Economic Reforms
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The .

aﬁec‘:ggf{gmlc reform in general and I

19905, thee mhagnltude and pattern of FDI infl
y showed a marked increasé until 1997, when they peaked at 3.6

billion,

billion, tl:Z;V ?Ver' after stagnating tor a few subsequent years at around $ 2.5

The magnitl?;e again to a level of about $ 3.4 billion and to $ 4.3 billion in 2003.

®SPecially if e of FDI inflows received Dy India would appear 100 small,
compared with inflows received by other countries in the region such

as Chj
ina ($ 50 billion in recent years).
ning the rising inflows of FDI till

In 5
n an .
alysis of role of liberalization in explai
in FDI inflows could be attributed

1997 & :
It
!, itis found that only a part of the increasé
rise was explained in terms of a sharp

| g
Danesri?)l:,zgt'on and a part of the
in the global scale of FDI outflows Juring the 1990s. (Kumar, 2005)

Tabl
~2ble 6.4: Industrial Distribut! ja’s Inward FDI Stock
1997)

1989 —
— ( Rs Million
— EndMarch
1990 1997

T~
Sr,
No ]
S~ 1980 1990 _——voie
1\% Group W@"TW Vvalue Percent Value Percent
2\Mms 385 213 2560 0.46 4310 7.18
3\ PInln 78 0.84 80 0.30 410 0.11
4 Tarleum 268 Son 30— 0.11 3330 | 091
5\ St’:lnl'.|facturing 8116 8697 22980 84.95 175230 _| 48.00
g~tServices | 320 543 890 3.29 sa650 [ 1497 |
Q%tﬁfﬁgpﬁp 127170_| 3483
otal | 65— 7050 100 365100 100 |
9332 L]_(J_O/,z_,.f——t...-----'
%.
.  (Kumar, 2005)
n India has undergoné significant change in
f etroleum has fallen markedly

€ se
:r?)g S (;tgr? composition of FDI i e hare O
‘ res ' 4. The S ) .
Pero 9 perCen?ri];e?glgo-‘;gb(;,e1 6percent in However, it has picked up to 0.9
Ntin 1997 (that is the year for which |atest dat@ is gvailable)-
mha?] bulk of EDI infl era were directed to
My Ufactyrin inflows g7 percen re in 1_980 that declined
S r:,g'"ally togs gector. It ?0(1;0”0 Liberalizat?on f FDI prought IN bulk of flows to
Ot S Sector ggﬁ;n;;:eratioﬁ - mong other frastructure sectors (included in
N $) have also attracted substantial FDI during 1990s-
in Ol : dia, havin committed fi
In\l ’ fOr ex . . t FD' i ve 1a, g e 'Il'm
ﬁrs?Stment oz;mple, s o ,$m7p50(;t er:: to India, INC uding 2@ 600 m port and India’s
20pPrivate s more than » * o) at Haz Il has been allowed to set up
G0 retaij osgé?r 1E.NG te}:;rt';ng to fuels- spite being a major investor, the
Pany go s for marketfiel = e real business: Maijor hurdles for them
'a es not find |§ easyulate 4 for psuU companiés; b) access to pipeline,

) gas prices are still red
jonal gconomic Reforms
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Controlled :
i by GAIL is not certain; c) prices of auto fuels are still not revised in line

With .
hinternational price.

Secti . . .
¢ction 6.3 - Oil sector’s linkageé with
Inflation
tch on the
ey objectives

Monetary authority keeps a closé W2
| prices. One of the k

Secto

r’ H " . »

global oil prices as well as domestic Ol . .
intain a stable pricé level in the

and indi
icators of monetary policy is to ™M . _
developing country like India would

~oMmesti

'“Variat:f market, Instability in price level ina e Indi:

Y lead to inflation inflationary pressure in the economy 1S antidote to
' - ts eroded with

i Opme . .
Ing nt. It hit their urchasing power g€
r its the poct hardest 2% : that inflation leads to ‘inflation

Case | .

Uncerig: In price level. Further study has shown : ;
the cr;a'“'Y’ and thereby having’a negative ou effect I _This strengthens
obiecti\s,e for the Central Bank t0 focus on price stability as one of the primé
Wi €S of monetary policy. (Thomton, 06)

o i in th

Sconee . PrOgres ion that iS sweepin S5 the sectors in the
incrgomy' thg mgngf ?;?Egatéggitm marke and ﬂnanCIaI'market. are getting
ha\,ea:mgly integrateyd with gl’oba| market. oil pricesdi.lg thea?tgn:\tllizr;ilt Tnar:(he;
f0||0 9 Qreat in .~ag Of ther commo ities &=

macro'ng paSSaggjsquﬁegnﬂggfihe Reserve gank of India’s commentary on

~eC0n0miC p0|lcy

Indian .
movement of prices In oil

ember 2005 on

IHe

adlj ,

choﬁlr']rt‘eoflpﬂation, which had edged UP sl;r?irr?syr::;gghgﬁztm August 2005,

EN internati 1 prices réed , ,

mwe ag]oarginarlT; tlc(i)lr}g;g n;g: ogupr q tanding Oe r;ze;?n::;?ngvyltgeas;ﬁqmg

b;]ati‘)n renm"? crude oil prices. NOMI;?:,: the targets in caseé of many cen’gral
Nk ains at elevated levels — @ onomic activity and inflation

' decting a variety of factors

Xpges JDE | : | pric ,

zllcﬁc;:t!l(’ns srggr?gtg Lar\l/'gt:ge: large Colf‘zt:{ir;end'f;ii intensity of oil usage in

!‘“-Ss. ured incr:: e Co|'ntlmr‘|ao’t(—)s an ,in caseé of a'méigniﬁcant part of thé

Torg an'complefes o pot;ucgug Nonetheles®: ° 'al Viewed as somewhat

Prp, o8 in int e pass ‘ i| prices js increa ngy. of possible second
ernational crude_o' %mains jew of P

Ung ¢ ggtth,e outlook for inflation
I S. _
Ing; r changes In the wholesale
o2, headiine infiat by year O YU ontained dur -
“ege- inde:ad""e_ inflation (measutfgs nyemained well-contalneegddli\lﬁrg;ghzgggﬁog'
Wy Pite Co) and inflation expecta! ly-side factors. AS on it
“ns 49, ntinued dominance © uppy  ago. Fiscal and monetary measures
del't eans 90mpared with 1% ieythe i mpaCt of impOfted price pressures on
since mid-2004 to @
ith National Eco
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domes . .
in Comgi(;:r‘:ﬂé}tlon and to stabilize inflationary
g inflation towards the desired trajectory dur

'"ﬂatio -

N initially i

05 ref:g'tlélly increased during 2005-06 to an intra
petctmg increases in prices
roleum products such as

base :
ase reffe(;t coming into play and the reviv

Sdged
Mpact

se|ect

& =
@

B3
[72]

1%

upegchlng an intra-year

of th“““g the third quarter of 2005-06, but

& in ve e hike in petrol and arly September 2005 as also a
getable and cotton prices.

° of headline inflation.
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expectations have been successful
ing the financial year.

~year high of 6% on April 23,

of fruits and vegetables, iron and steel and
furnace Oil and naphtha. subsequently, with
al of the monsoon, inflation began
August 27, 2005. Inflation again

3.3% on
remained below 5%, under the

low of
e

diesel prices in
products alone C

petroleum ontributed about

crease in international

estj .
Crude ct):f petroleum products prices have lagged the incf r
Centrg) Process, with the burden being shared P the oil companies and the
Nternat; Government. It needs to be stressed that the pass-thrpugh of higher
Prices lonal oil prices has been restricted mainty to petrol and diesel. Domestic
c°mpar0 f LPG and kerosene haveé remained unchanged during the year. As
Darrgy) ied.With an increase of about 87% (from US § 31.9 a barrel to US $59.6 a
and N international crude oil Prices (the Indian basket) between March 2004
moreasirch 2006, domestic petroleum product prices in the V!PI basket have
40_1%).‘d by about 31% over the same period (petrol bY 28.4% and diesel by
Ta o . r
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 Machine tools
Viii. 4 1 |
Tfan3port 4.3 6.2 4.3 1.1 1.0 2.1 1.2
Equipment
and Parts
)
Wp site) I
Exl . 731 63| 902 37| 69.9]5.1 66.4
Wor——
|
Exl _ 358 ——37 [ 57.3 26| 509|741 95.9
FuC'Ud|ng
WC _ e
Weighted Contribution

ia Monthly Bulletin, latest, May 2007
Durin
ng fiscal . i articles and manufactured products drove
2006-07, when P group was 2@ soothing factor to overall

'€ inflatio
i ts
Nilation n up, prices of fuel produc oot st b
sta o |, power and lubrican group was up just by
nce. The price index of fuel, P > fation related 10

" percent f h 10, 2007, whereas |

y or the week ended March 1Y

Mary articles and manufactur® p d to 12 percent and 6.5
rices of crude oil

Per roducts SO8T” frered a space t
cent _ nuta ona offer space to
respectively. Falling |nterr;ia(l;tésnof F;))etro| and diesel prices in November

ent to cut the domestic P ) :
6 and February 2007 in order to ease nflationary pressure:

Sourca-
R0Urce: Reserve Bank of Ind

the possibility of it remaining at
¢h eley ¢ concern. Crude oil touched $ 75 (WTD)
co 77 (Bree;;[te)d levels could 5): a 9{3"2007’ the highest in 2007. The resurgence in
! per barrel O / t' increasing tension oN Iran’s nuclear program

e 1o : ~es are expected to

de oil prj u

S 0il prices was largé .05, The pric

largey isruptioni il supplies- " ;
factors are also set to get activated.

us
Gain 13,2 WOrTY On possible d a
Summ "ther momentum, &2 demé = -nd the augmentation of the
Cruzr driving season in the
e stockpiles will increas |
pact o mestic |nﬂe}tlon numbers,
ot It uto and cooking fuels) are

High
g Crude oil prices will not Ve o or0 . d ©
etro offect of spiraling oil prices bears a large

th
Controel domestic prices © :

{is foleld in India. But the cascad'“t essure Of the current account position
ndi - d i i [
f?rc’“gh the|abn economy- I:j mggﬁcit. (Examlned Section 6.%)d0n trltellndgstry
U it urgeoning trage sures a idst elevge . metal prices,
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oli materia ,
Ing manufactured product prices-
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t?]ne method of examining Oil prices’ contribution to inflation is to see its impact

. rough WPI and relate it with the contribution from other energy sources. The

zggent series of WPI with base 1993-94 was introduced with effect from April

en 0. In that series, petroleum products carry weight 6.99, higher than other

ris:rgy items like coal (1.753) and power (5.484). If prices of petroleum products

are say by Re 1, WPI will rise by 7 paisa or by 0.07%. In the current series, there
10 petroleum products included whose total weight is 6.99.

Lh?hprevious series with base 1981-82 was in use from July 1989 to April 2000.
wei zt series, crude oil was an item in the group ‘Primary Article / Mineral’ with
cer ' 4-274. In the new series, this item has been removed and the weight has
Drog Spread over the products. In the previous series, besides crude, petroleum

b Ucts carried weight, 6.666 and were in the group ‘Fuel, Power, Light and

Table 6.6: Movement of WPI vis-a-vis
Petroleum Products and other Energy Items

WP : Base 1993-94 = 100, end month April of corresponding year

S Inflation: In percentage year on year basis
Car
Petro] iti Coal Power
i Wy roducts | AT Commodities mr— fafion | WPL | Inflation

9 | flation

99 nflation | WPI Inflation |

%% T 1427 | 1436 -1 166.3 }
%01% 47.9] 151.6 62| 1563 88| 1914 151
% 239.6 ) T 55| 184.6 181 2134| 115
2426 12 1600 ST 181.1] -19] 2305 8
S0 T—5545 | 13| 1628| 18] 181 . .

2004 1—=275.1 6.7 | 181.1 0] 245.8 6.6
OS2 134 173.71 e

A051T—2878] 45 181.2 1311978 92| 2528| 28
o 86 q7.7] 1921 — ol a16] 17112548 08

Ui, 17, :

N. RB) Mo . o s

In the nthly Bulletin, successive 1SSU€

Wag . Sfter , N

nris. Aty Math of reform in April 1998 and Aprll 2002, when Indian Oil Industry

g ered ket by adopt -
"‘arkg Meth to be integrated with world oil market Dy adopling import parity
Wilgy ® 90 t0 , there is a clear evidence that the volatility in international oj|
ngivoscul aNsmitted to domestic oil market: The index of Petroleum products

Qg ver, hag 999-2000 to 1.3 percent in 2001-02
S Megg,« VOlatility in oil products was managed by the monetary and fisca
f““rc in 4 tfes, as explained above. The headline inflation was very much in
hay. 8 he Years, the maximum being 6.7 percent. Prices of other ener

|
"QSpectgi’va;pward movement to the extent of 181 percent ang 115

St . .
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| Asian countries, as observed by IMF,

This b
.S has

been the experience of almost a
ne CPI inflation has risen over the past

n Worl
Year ind ig?sft\Omic Outlook, 2006. ‘Headli
countries, largely due to higher energy prices, although core

'nﬂatiOn
Extent inhi-i also picked up sharply in Indonesia, Philippines and to a lesser
Markets pOSt‘i‘lland. Asset prices havé continued to rise strongly, with equity
ing record highs and property prices continuing to surge. Against
to raise interest rates,

ack
althoy ground, many central banks have moved
d short term interest rate differentials have
r, one factor behind

dollar over the past yea
ion. Looking forward,

s into the region
er in countries where inflationary

d Thailand)- On fiscal policy, the

countries with high public debt
) to take steps to put

I )
mOderrr;?ved in favor of the U.S.
Onetary ion of non FDI capital inflow
p"3$sures,r:,0hcy may need to be tightened furth
ave yet to retreat (India, Malaysia an

favor
able
Dart outlook provides an opportunity for Philippi
d the Philippin©s
um term footing.’

Aticy| :
eir ey ndia, Indonesia. Pakistan an
hi finances on a sustainable medi
Sh
Seen a:_“happened despite the fact that import parity pricing method has not
Cts Y and completely followed. pomestic ee|||qg prices .of petrolegm
Mematio have not been revised time to time in line with import parity.
fompan- nal price has not been completely passe on to the copsumer. QOil
ue|8( '€ have not been allowed €O lete freedom 10 revise the prices of auto
els (kerosene and LPG)-

Pe
trol and diesel) and kitchen fu

Th
S h ;
Mg, 28 resulted i the marketind Oil Companies. The
y Ited in huge UNGo? I'eml\'/eryrrt?;\/kers in the Planning Commission,
policy ware of this- On the face
ducts was

P, 2dE€M
Qfe t_roleument, of QOil Companies,
ah 't the Ministry, Finance Ministry an RBI, ell ere are m pro
byo0rb first impact of non-revision of prices ©Of etroleum P i
Uilg ed by Oj| Companies But there were incidencé and consequences g€ ing
a .
t S0 many other fronts; namely:
Inﬂationary . (ation Was g p in the economy. :/a:’ious
€Conom| xpectation producers: cqnsumers, raders,
r.etailersc agents I the eco :ce hike Media was keeping the
and investors weré sections of public.
of the economy,

| .
.I-:t?:h‘)od of price hike alive M 7.
Whj tionary expectation fuels ! flation | dit mechanisms-
ich was handled throud m nd of
First, there were attempts 10
ief to the Oil Companies
ment exchequer was

It
egﬁd fiscal affects, in
Ce and adjust the taxation S «tent, 9°
o that €X°° " ¢ various maturity periods were
ies of oil companies.

and
the oil consumers:
er-recover
_These bonds can

denyri
iSsz”Ved of its revenue- ce
ed at different times 1 final” ihe interes burden
to used as collateral to borrow

Ond .
cpaid at the time of maturity by

3
Q=
@

an one
more th > ture 0 give

ha
v i .
rnof impact in the money A rep
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the Government, who will earn tax revenue to repay the carry forward
liability of the past.

Having pushed to heavy borrowing for working capital, Oil Companies
created a pressure in the money and financial market. Depending upon
liquidity in the money market and RBI's credit control stance, money and

credit market was impacted.

Capital market including institutional  investors, foreign as well as
domestic, watched every step of government and depending upon policy
stance, reacted intensely, leading to volatility of market price of equity of
PSU Qil Companies.
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o
Exhibit - 12
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