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Minister of Petroleum and 
Natural Gas, Hardeep Singh 
Puri, extolled the virtues of 

affordable fuels to Indian consumers in 
a speech he gave last week at a CII event 
titled ‘Powering Amrit Kaal Through 
Energy Transition’. He said, “India has 
successfully been able to modulate the 
effective price to consumers, thus insu-
lating the common man from price rise 
and volatility in international prices.”  

Agreed, Indian consumers were 
insulated when fuel prices touched near 
records in the early part of 2022. But 
motorists are now overpaying for fuels 
after international rates of petrol and 
diesel crashed 40 to 50 per cent from 
last year’s record levels. 

The question that arises is whether 
Indian state-run oil companies led by 
IOC, which holds the biggest share of 
In     dia’s $200 billion oil products mar-
ket, are making fuels affordable for  
Indian ho    useholds. High fuel prices  
feed into In   dia’s inflation, sticky inter-
est rates, and crimp households’ dis-
posable inco me. 

Ramesh Rajan’s family of four, com-
prising three working professionals and 
a student, have been paying over ~100 
for over a year for a litre of petrol in the 
south Indian temple town of Madurai. 
Rajan, a consulting engineer with a two-
wheeler manufacturer, questioned why 
he still continues to pay the same 
amount at the pump despite a decline 
in international prices, and with cheap 
Russian crude flowing into Indian refin-
eries. IOC and BPCL were also profitable 
for the whole of FY23 despite facing 
headwinds in the early part of the finan-
cial year after Russia's invasion of 
Ukraine roiled commodity markets. 

When IOC, HPCL, and BPCL were 
asked why consumers like Ramesh are 
not benefiting from the low global rates 
of both crude and transport fuels, HPCL 
and BPCL said they cannot comment 
on this issue. IOC chose not to reply. 

On paper, Indian refiners are obli-
gated to adjust pump prices every day, 
or, at least every fortnight, in line with 
international product prices. In prac-
tice, they have given rate adjustments a 
quiet burial. 

One of the biggest achievements of 
the Modi government’s nine-year reign 
was lifting price controls on oil product 

prices in 2014. New Delhi gave IOC, 
BPCL and HPCL the power to charge 
market prices for fuels. Price reforms 
also sent a signal to the world that India, 
arguably the world’s fastest growing 
market for fuels, welcomes investments 
in refining and marketing. 

But since April 2022, prices of trans-
port fuels have remained unchanged, 
barring an adjustment in federal taxes. 
During this period, the price of the 
Indian crude basket oscillated between 
$116 a barrel in June 2022 and $75 a bar-
rel in May 2023. This price does not take 
into account the $10-$15 a barrel dis-
counts Indian refiners enjoyed by 
importing Russian crude — Moscow 
supplied 44 per cent of India’s fuel 
needs in May, data from market ana-
lytics firm Kpler show. 

Indian state refiners have saved bil-
lions of dollars from importing cheap 
Russian grades, which is reflected in 
record refining margins. IOC was the 
biggest buyer of Russian crudes in May 
at 22 million barrels, accounting for 36 
per cent of India’s imports from Russia 
and around half of the company’s over-
all May crude imports, Kpler data on 
loadings show. Assuming a discount of 
even $10 a barrel on landed Russian bar-
rels, IOC may have saved around $220 
million this month. The company's 

average gross refining margins, a func-
tion of crude costs, rose 73 per cent last 
financial year to $19.5 per barrel. IOC, 
on a standalone basis, ended the finan-
cial year with a net profit of ~8,242 crore, 
despite a net loss of around ~1,993 crores 
in the first quarter.  

State refiners bought 154 million bar-
rels of Russian crude in calendar 2022 
and 167 million barrels so far this year, 
according to Kpler, which, at prevailing 
discounts, may have resulted in $3.2 bil-
lion dollars in savings.  

State refiners said domestic product 
prices are pegged to international petrol 
and diesel rates. They do not track crude 
movements. Agreed, but the price of 
petrol oscillated between $149 a barrel 
last June and $85 a barrel in both Dec -
ember 2022 and in May 2023; the price 
of diesel, India’s most consumed fuel 
and a contributor to inflation, shi fted 
between $171 a barrel last June and $85 
a barrel this May. The reference rates of 
diesel and petrol used by Indian refi ners 
to price fuels locally involve proce ssing 
of fully priced crudes, not discounted 
Russian oil. So pump prices in India are 
also fully priced, and do not reflect the 
discounts that refiners enjoy from pro-
cessing cheaper Russian grades.  

The average crude price flirted with 
an average $100 a barrel levels in the 

first five months of 2022, a period when 
refiners posted losses; petrol averaged 
$127 a barrel during the period, and die-
sel averaged $148 a barrel. These prices 
have substantially dropped to around 
$85 a barrel in May. 

“The GRMs [gross refining margins] 
are very strong for Indian refiners but 
on the marketing side profitability for 
diesel has been a recent phenomenon,” 
said Prashant Vashisht, vice president, 
Icra. Overall, he added, “it’s a function 
of margins at refining and marketing 
levels.” Vasisht said marketing margins 
on diesel have turned positive only in 
the last quarter, explaining that HPCL 
is the most affected because its refin-
eries do not provide adequate fuels for 
its own pumps, forcing it to source die-
sel and petrol from the market. 

But state refiners have also gained 
from subsidies New Delhi offered to off-
set some of their losses. State refiners 
were offered over ~20,000 crore to com-
pensate from a loss of LPG sales. The 
government has also earmarked ~30,000 
crore this financial year towards capital 
expenditure for state refiners. 

In addition, IOC, BPCL, and HPCL 
are making “supernormal” margins on 
fuel marketing. Blended margins rose 
to ~12.5 a litre in the week ended 21 May, 
2023, sharply above normative levels of 
~3 a litre, said Nomura analyst Hemang 
Khanna in a May 24 report. Margins 
were ~3.2 a litre in January-March 2023, 
and -~12.7 a litre in April-June 2022. 
Based on current crude and product 
prices, blended marketing margins for 
fuels remain at super-normal levels of 
~10.3 a litre, driven by a significant 
decline in international prices, while 
Indian retail prices remain unchanged, 
Khanna said in the note. Marketing 
margins for diesel are at ~10.8 a litre and 
petrol margins are at ~8.6 a litre. 

Besides consumers like Rajan, 
frozen pump prices also end up hurting 
private sector retailers Reliance and 
Nayara En ergy, which struggle to com-
prehend In dia’s fuel pricing policy. They 
were bu rn ed once in the past, in early 
2000, wh  en price reforms were 
scrapped. It ma kes little sense to  
repeat history in the name of affordabil-
ity, because inconsistent policies  
sow doubts in the minds of oil investing 
heavyweights like Exxon, Total,  
Saudi Aramco, or Adno — on the gov-
ernment’s commitment to energy sec-
tor reforms.

India’s fuel price paradox
Global oil prices have slumped and India has access to larger amounts of discounted 
Russian crude oil, yet refiners are not passing on their savings to consumers

THE MARGIN GAME

Source: Nomura; Oil 
ministry; Units: ~/litre. 
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Vijayan Sundaresan, who 
navigates the streets of 
Chennai every day to supply 
corn puffs to mom-and-pop 
shops, plans to replace his  
ageing Splendour with an 
electric two-wheeler (e2W). 
Sundaresan made the deci-
sion when his neighbour 
secured a ~40,000 discount on 
a new e2W. 

But that was in April, 
which seems much further 
back in the past than it really 
is because of the government’s 
evolving approach to sub-
sidies on electric vehicles 
(EVs). From June 1, the sub-
sidy will further go down by 
63 per cent on the “cap on 
demand incentive” and by 33 
per cent on demand incentive 
— 10 months prior to the 
expiry of the Faster Adoption 
and Manufacturing of Electric 
Vehicles scheme (FAME II). 

EV dealers had told 
Sundaresan last month that 
benefits under the ~10,000 
crore scheme will be available 
till next March. But things 
turned out differently, upset-
ting Sundaresan’s corn puff 
cart. The new scheme slashes 
the incentive on an EV battery 
to ~10,000 per kilowatt hour, 
from ~15,000 per kilowatt hour 
earlier, and lowers the cap on 
incentives to 15 per cent of the 
ex-showroom price, from 40 
per cent earlier. 

As a result, Sundaresan 
now has to cough up ~60,000 
more than he had planned for. 
“Maybe I will continue with 
my old Splendor,” he says, 
before adding in hope: “Maybe 
the government will change 
its mind again.’’ 

Industry players say the 
falling subsidies could  
disrupt more plans than one 
man’s intention to buy a  
two-wheeler. 

Sales of registered e2Ws 
may clock only half of the 2.3 

million target this financial 
year if the subsidy issues 
linger, according to Sohinder 
Gill, the chief executive officer 
of Hero Electric. Until last 
year, Hero Electric was the 
industry leader, but slashed its 
output after the government 
withheld subsidies to the com-
pany under an ongoing inves-
tigation into alleged irregular-
ities by manufacturers 
registered under FAME II. 

EV sales in 2022-23 stood 
at 800,000, still short of the 1.2 
million target.   

The measures to trim sub-
sidies have coincided with a 
government investigation into 
subsidy misuse and directives 
to enhance battery standards 
in the wake of incidents of fire 
in e2Ws last summer. That 
squeezed the working capital 
for EV makers and raised pro-
duction costs, an industry 
executive said.  

“The growing uncertainty 
is slowing not only purchases 
but also investments,” said the 
CEO of a leading EV logistics 
company, which supplies 
vehicles to e-commerce oper-
ators and cab companies. 

The top official of a leading 
e2W manufacturer says the 
industry needs a five-year pol-
icy perspective to make invest-
ment decisions. 

“The upfront price differ-
ential of an e2W vis-a-vis ICE 
vehicles is expected to 

increase materially, given the 
reduced subsidy benefit.  
The payback period for a pre-
mium e2W will increase to  
five years from three,” says 
Rohan Gupta, vice president 
and sector head, at ICRA, the 
ratings agency. 

ICE is short for internal 
combustion engine, the tech-
nology used by the traditional 
vehicles running on gasoline. 

At 1.1 per cent, EV penetra-
tion in India is well below the 
Asian average of 17 per cent, 
according to S&P Global 
Ratings. Delayed adoption by 
customers threatens the gov-
ernment’s goal to have 75 per 
cent e2W penetration by 2030. 

The subsidy cuts come on 
the back of incentives worth 
~1,200 crore to ~2,000 crore 
withheld from manufacturers 
on the charges that they were 
using imported components 
and violating the rules of 
FAME II. 

There may be a short term 
impact on the sales, says Arun 
Vinayak, co-founder of 
Exponent Energy, a battery 
maker. But eventually, he says, 
the industry will adjust to the 
lower subsidies. 

Rajiv Bajaj, the managing 
director of Bajaj Auto, told this 
newspaper earlier this month 
that the subsidy amount could 
have been directed towards 
creating the right infrastruc-
ture for EVs.

Amid subsidy cuts, 
pressure mounts on 
e2W supply chain 

A comparison of petrol and diesel pump price with 
marketing margins and international levels

MARGINS
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