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Chapter - IV

INDIA AND THE OIL CRISIS

Introduetion :

For most of the non OPEC developing countries which were
net consumers of oil based energy, the October 1973 increase
in oil price created convu191ons whleh in the first round
were disastrous. Like Japan asmong the developed countries,
India among the developing countries was worst hit by oil
wars It is, therefore; India along with Bangladesh and Sri
Lanka which was classified by Robert S. Mgﬂggara1, World Bank
President as a country worst affected by the increase in the
0il prices. Hence, India provides an interesting case study

of a country 'most seriously affected' by the oil price hike.

The developed countries were able to finance their large
oil deficits through the recycling mechanism. The developing
cduntries on the other hand have not been so fortunately
placed, they have neither been in a position to attract

Petro-Dollare nor have they increased thelr sales of goods

McNomars R.S. = Address to the Board of Governors, 10th
Septenber 1974 . Reproduced in = Pendse D.R. "Energy Crisis
and its impect on Energy Consumers in Third World - 1I".
Ecemomic and Political VWeekly, 19 January 1980.
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and services to the OPEC members in a sﬁbstan?ial manner »

Tt to0 became quite clear that after allowing all the
mﬁnificence which the oil exporting countries may feel like
distribuﬁing among their neighbouring and even more distent
developing countries, the surplus oil funds would go almost
entirely to the o0il importing developed countries. So while
for the developed oil importing countries as a group, the
ﬁrosﬁect clearly was that of a current account payuents
outfio% being matched by virtualiy autométic capital account
receipts, the developing oil importing coﬁntries could look
forward to no such comforting prospect. Henqg, the problem of

0il price hike is more severe to developing countries as

compared to developed countries.

As the surplus oil fuﬁ& has been transferred mainly to
Athe 0il importing develcpéd countriess Prof. I.S. Gulat12 has
po inted oﬁt that given (a)lthg limited import capacity of oil
_exporting countries ani (b) their sirong propensity to lend
back the?ir surplus earning, directly or indirectly to the
‘developed countries as a gr&up, thepe existed a2 real danger
of a net transfer of financial resources tg be followed by
‘reel transfer from the oil importing developing worlda to the

devéloped world.

Gulati I.8.¢ "0il Price and Developing Countries".:
Economic and Political Weekly, 26th April 1975.
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India's Balance of Trade @

| fhe direct effect of the oil price increases can be
portrayed simply in terms of the impact on the current account
. of the ba}ance of payments of the country.3 In order to find
out the impact of oil price hike on’' the balance of payments
of a co&gtry, it is attempted here to examine lndia's overall
balhnée of psyment position as well as India's balance of
‘payment position with the OPEC countries during 1970-71 o
1978-79. It follows from Table 4.1 that deficit in the
balance of trade;with the OPEC countries has significantly
affected India's overall balemce of trade: Though India's
foreign %rade (Exports + Imports) with QPEC countries accounts
for 7 to 18!. Of the India'éftotal foreign trade during
different years under consideration, India's deficit in the
balance of trade with the O0PEC countries accounts fo;)more
than 40% of India's overall deficit in the balance of trade.
It should be noted here that during the year 1972-73 and
1976-77, though India had & deficit of Bs¢106 crores and f.488
erdresowith theQOPEG couﬁtries, India had a surplus in its
overall balanée of trade of Bse104 croreé and B.72 crores
dviring 1972~T3 end 1976=77 réspectively} Moreovef, this
deficit in the balance of trade with the OPEC countries

Rybcﬁhski, T.M,2 The Economics of 0il Crisis - The Macmillan
Press Lid., London, 1976« ‘




sJesk wmﬁuwconm;mgp Ut potasd BurpuodsOII0d 9YL JIOA0 UOTIBTIBA JO = ¢ &

v, e

AN
e W

SEREE

ad @g.m STEOTWAY) UMATOI}dI FO LxsTUTH ‘wmd joxyeg Jo juswiredaq

*6l=0l61 ‘SOTISTIBIG STBOTWOUO=-0IL3J PUR UWNMOTOI}Sg UBTPUI :90IN0G

TBUCTSTACIT = J

I9q 0390
. -Ttady
9* 12 G*CL  x6°6% xG'0 - Lec- 18L oot 9% 66~ L9 - cLoe 2lee ammhmwmv
6° 12 oreL’ oot 8*'0 - 219~ 12¢lL ol L8t 0*G ic9 - 4209 Yo s mmhtﬁsmp
9:¢2 g*¢L. L2 L2l est-  L6LL  -60L  9°¢- ¢elz 2L + YOS 9VLS LL-pL6L
i*ce 9*461 64 L2 9¢6- GoLt 629 G*91i 12 F A d G924 ¢t 9.-8L6L
¢ ve g*al 8°901L L*LiL €66~ oottt LoG 624 oﬁmm 881 1= 6LaY 11444 .mwimpmﬁ
0*8l vl 0°99t 6°86 Gye— FA R L8l 89 0ree eel - Q462 mmmm,.&bsmwm«
L0t gt 6°6 Le¢2 901t~ 00¢ ¥6 €2 @.mm. oL +  L98i tlelL ¢l=2L6t
0°0t LY vvy  geee- 9201~ 4] 9. it 2 4 Lz - gzgl 091 2l-Ll6l
Ll 1*9 - - le - 9¢1L 66 ge< 9°8 66 = P9l Gesl  LL-0L6L
¢l gl % S 01 A 6 g A 9. g 14 4 4 L
gqz0d sqxod srod sqa0d
; -1 ~X L1 &_ wmw@
: IBsk SUL apeIs I89 Ip 8pBJIyg
mpmmwwwa mpwwmwﬂ ~PODOI0 JIBAO Jo s3xod egxod -809Jd J8A0 Fo  s330d s3a0d
S,8TPUT 0} cmmw mpﬂa UOTLBL IBA % D0UBTRE ~TT ~XT UOT) BIXBA 9, 9OUBTBE W]  -X7
Mg g9TJIUN0D DAIO0 UITA 9DBIL ©,BIDUT 3pBJIL TTBI2A0 8,8TpUl I8}

apBIL S,BTPUL IO %

(s8a0a0 5y )
SoTIIUN0) DAJ0 UILH SOUB [Gf SDBi] pUue oousieq eDPBi] LTBI0A0 ©.6LPUl Ul Spusdy

i*¥ @108



162

’abéounts for 80% and 99.5% of India's overall deficit ’
‘during 1973-74 and 1977-78 respectively. During the yesr
1974-75, 1975-76 ard 1978=79, the deficit with the OPEC
countries accounted for 49.9%, 43.6% and 59-4% of total

‘ deficif respectively. Hence, it may be said.thét India's
overall balence of trade was sSeverely affected by the deficit
in the balance of trade with the OPEC countries which is the
consequence of the increase in the oil price at & tremendous

rate.

India's Trade with OPEC Countries s

Here, it is also essential to exemine the trend in the
_share of Indiats foreign trade with OFEC countries in total
Indian Foreign trade. In real terms, our import of crude oil
and petroleum products has increased only bj 18.69% between
1972-T3 to 1978=79, but in money terms this has increased by
700,864 during 1972-73 to 1976=79. This increase in the
import of erude oil and petroleum products in'mnney terms
has been rgsgﬁn§iﬁ;e for increase in the share of Indien
imports,from the OPEC céuntries in total Indian imports.
This share has increased from 10.7% during 1972-73 to 21:6%
during 1978=79 i.e. ﬁy ;O{,87% during the period. In other

words at an average annual rate this share has increased by
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14.55%. Tt should be noted here that in order %o meet this
import bill, Indian goﬁernment has tried to increase
earnings from OFEC countries through exports to the OPEC
countries and this has resulted in an increase in the share

of India's exports to the OPEC countries in total Indien

exports. This sharé has increased by 181.25% during 1972-73

t0 1978=79 i.e. from 4.8% during 1972-73 to 13.5% during
1978=79. In otherwords, we can sey that this has increased at
an average annual rate of 25.89% during 1972-73 to 1978=79.

Hence it is clearly obvious that the share of India's

" exports to OPEC countries in total Indian exports was lower

during the entire period (i.e. 1972-73 to 1978-79) as compared
o imports, share o f Indian exports to the OPEC countries

in total Indian exports has increased at a faster rate as
compared to share of the QPEC countries in totel Indien

imports.

India's POL Imporis as a Proportion of Its Total Imports

It is also important to examine share of imports of.
crude oil and petroleum products in totsel Indian imports
over a period of time. In curreﬁt/rupee,‘this share bas more
than doubléd during 1973=T4 i.e. 18.964 as compared o the
share in 1972-73 i.es 7.75% and this share accounts for 26.16%



. Table 4.2

Growth of Petroleum Industry in India

(*000 Tomes)

7]

s

Year Crude oil . Petroleum Products
production . production  Consumption
7 3 3 2

196061 448" 5777 8285
1965-66 3473 9561 12437
1970~T1 6622 17110 19135
1971-72 7299 18639 21299
197273 7321 17830 22978
1973-14 | 7189 19495 23574
1974-75 7684 19603 23302
1975-76 8484 20829 23673
1976~77 8398 21432 25396
1977-78 10763 23219 . 26990
1978=79 11633 24195 295 90%

E - Estimated

P « Provisional
Source: TIndian Petroleun snd Petrochemicals Statistics,

1978-79. Department of Petroleum, Ministry of

ment of India.

. Petroleum, Chemicels and Fertilizers, Govern=-



Table 4.3

12 Imports of Crude Uil and Petroleum Products

1250.8

9 Qty - QbO Tormes

! Value = s« crores
Year (;;zz%gggrts\faiue Quaﬁﬁ*%; o%la}ue ' Quantﬁg;alValue

1955-56° 2005 - mA 3231 25.7 525 A

1960-61 221:3 5948 5709 3&5-.2 7926 79.0
1965-66 2537 40.7 6844  39.6 9381  80.3
1970-71 1084 29.9 11685 106.7 12767 13646
C1971=72 2147 4649 12951  147.0 15098  193:9
1972-73 3525 60:6 12084  146.4 15609  207.0
1973-74 3584 1245 13873 41644 17421 540.9
197475 2648 195.0 14016  917.0 16664 1112,0
1975-76 2218  204.3 13624  1051.8 15842  1256.1
1976-77 2624 248.2 - 14048  1175.9 16672 142441
1977-78. 2878  308.8 14797 1255.8 17675  1560.6
1978-T9 3B6Y  425.6 14657 18526 167644

E - Estimated

NA -~ ¥ot Available.

Source: Indisn Petroleum and Pétrochemicals Statistics,

1978-79, Department of Petroleum, Ministry of
Petrol eum,Chemicals and Fertilizers, Government

of Indiaq



Iable 4.4

India's POL Imports As & Proporition of its Total Export

Earnings
( B« crores )
e

Exports . e .
1970-71 137 1535 8.9
1971=72 194 " 1608 12.0
1972-7% 207 1971 1045
1973=T4 541 2523 2144
1974=75 1112 3331 3343
1975-76 1256 4043 31.1
1976=T7 = 1424 5146 277
1977-78 1561 5404 | 2349
1978=79 1650 5544 29.8

Source: Indian Petroleum and Petro-chemicals Statistics,
' 1978~79. Department of Petroleum, Ministry of
Petroleum, Chemicals and Fertilizers,Government
of Indis.
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during 1976-77. This is entirely the reflection of the
@nérease‘in the relative prices of petroleum and petroleum
§roducts as compared to other commodities. If we remove the
impact of price rise on petroleum and petroleum products
and on total impcr%s, the share of petroleum and petrcleﬁm
products has increased by guite a small emount from 1970-71
to 1976=77. However this share has declined to 9.85% during
1915;77 from 10.0%% during 1972=73. Hemce, it is obvious -
thgx though this share has remsined wre or less constant

in real terms,/price hike in petroleum products inflated this

‘share by 200% i.e. 7.75% in 197273 to 26.16%4 in 1976~77

in money term,

It was estimatbed that by 5978 India's petroléﬁm imports
as a proporition of its total export earning will reach to 7
)07.4 A glence at Table 4-4 makes it obvious that over a
pericd of time, more and more proporiion of India's export
earning has been utilized for the pa&ments of 0il imports ’
and this share has trebled during 1972-73 to 1978-79. This
implies that over a period of time, smaller and smaller
proportion of total export earning has been available for

the payments oflthe/essential'imports.

Bhatia Ramesh? "The 0il Crisis: ‘An Economic Analysis =znd
Policy Imperaxlves" Economic and Political Weekly, 27th

C July 1974,



Tabl e( 4 Qﬁ

" Indis's POL Imports As a Proportion of Its Total

Imports

Current Constant

Tear prices Prices
: - (1970-71
. price level)
1960-61 - 743 0.61
1965~66 4.9 1442
1970-71 83 843
197172 10.6 619
1972-73 - 7475 10,09
1973=74 18496 8439
- 1974=75 2546 6425 )

1975-76 235428 3.12
1976~77 26416 9.85

Source: 1. Moanthly Statistics of Foreign Trade of
India, Vol.II: Imports. Directorate
General of Commércial Intelligence and
Statistics, Government of India.

2. Table H.2-
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x\Share of 0il in Total Energy Consumption 'in India :

It is interesting to examine, whether or not, there is
an impact of oil price rise on the share of oil in total

energy consumptions

As is known, the principal known sources of energy can

be divided into two broad and self-explanatory categories.

(1) Non~Commerecisl: which includes firewocod, animal waste,
vegetable waste, animal power, wind power and human
physical power. .

(2) Commercial: which includes coal, crude oil, natural ges,
nuclear energy and electricity (hyoro and thermal).

(3) Exploratory stage $ Solar, geﬁthermal, tidal end

fusion.

The Third Worldas a whole accounts for slmost half of
the world's population but consumes roughly about 10% of the
world's commercial energy. Within the-third worlé, higher
income countries (Per capita GNP above $375) consumes 60%
of the energy, middle income countries ($200-$375) atout 16%

and the lower income countries (below $200) the remaining 24%.

The second half of the present century may well be
called oil age. In 1950 the world oil consumption was only

650 million tonnes where as by 1973, it had increased to
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'ﬂearly 3000 million tonnes. The reason for this rapid
increase in world oil consumption is not far to seek.

With the discovery of grant oil fields in the Widdle Bast
and the pattern of pricing of oil based on marginal cost of

production, 0il became the most attractive fuel.

Table 4.6 brings out how the percentage share of
different commerciel and non-commercisl energy changed over
the last two decades in the case of India. Inspite of the
significant industrislization non-coumercial fuels like
firewood, animel duny etc. still consiitute an important
element in the Indian fuel economy. Even in 1976-77, share
of commercial fuels is about 55% only. Therefore S. Manohara

has argued "the importance of non<commercial fuels in the

natioral economy has served & good cushion against disastrous

i

effects of oil'orisis."

Among the commercial energy, the imﬁortance of coel,
0il end electricity has changed during the year 1976-77 as
against the year 195%-54. During 1953~54 the share of coal
ih total energy consumption was higher than that of oll,
whereas it has reversed during the year 1965-66+. But during
1976~77, shate of coal in total energy consumption accounts

only half of the oil shere in total energy consumption.;

Menoharan S$.: The 0il Crisis - End of‘an'ggga
S. Chand & Co. \(Pvi.) Ltd., New Delhi, 1974.

5

n
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Table 4.6

“Percentage share of oil in total Energy Consumption

in India

1953-54 ~ 1965-66  1976-T7

1. Coal ' 1544 16,7 15.7

2. 011 12.8 20.8  26.6

3. Dectricity* 4 919 L
.. 4. Firewood 44 .2 34 .2 29.7

5. Duag . 10.0 L Te9 641

6. Vegetable waste 135 10.5 . 9.2
. Te Total commercial r .

(1+2+3) 323  , 47.4 55.0
8. Total Nonvcommerciai

(4+5+6) ‘ 67T 5246 45,0

. * I#Alndia, the bulk of the electricity is hydro(or
thermal. Nuclear energy came on the scené only in\1969. At
present, out of the totel eiectricity consumption by public
utilities of 89.2 by kwh, only 4% is nuclear power. In
1982-8% glso, the share of nucleaer power would stay at 4%

© only.s |

'Tote: These data ere derived from estimates on the basis of
million tomnes of coal replacement units (MTCR).

Source: Pendse DiR.s "Energy Crisis and its impact on

Energy Consumers in Third World-I", Ecomomic and
Political Weekly, 19 January 1980,




162

Hence, it is obviaus\tbatua tremendous price increase
of 0il has not adversely gffecﬁed the importance of oil

in total energy consumption in India.

Above phenomeﬁon can be explained in terms of the ratio
of imports of crude oil and petrol emn products to total

consumption of crude oil and petroleum y:oducts in .India.

Indigeneous‘produetion of erude oil which rose at a
z;apid rate between 1961 and 1968, slowed down considerably
in latter years. Actuallylproduetion deélined by 2;4% in
1973 and rose by 41% to reach 7.5 million tonnes in 1975.
Crude o0il production has reacheé to 11 million‘tonﬁes in
1978 as against expectation about produgiion of 11 million

tounnes in 1976,

During the sixties there was a‘significant reduction
in the dependence on the imported sources of crude from
90% in 1956 to 65% in 1968. Table 4.7 shows that the overall
dependence on imported crude and products has declined from

9%%, in 1951 to 71% in 1973

As a result of the launching of large scale refinery
programme in the fifties, the extent of our dependence on

product imports declined from 90% in 1951 to 30% in 1961,
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Table 4.7

M-

Indaa t Petroleum Seotor : BExtent of Dependence on lmports

(Percentages)

1951 1956 1961 1965 1968 1970 1971 1972 1973

1+ Crude Petroleum.
Ratio of Crude
imports to re-
finery through-
put. - 9 93 T0 65 63 65 63 65

2. Petroleum Products.
Ratio of products
Imports to net ' ‘ ’
consumption. .90 34 30 24 6 5 10 15 i8

B Total H
Ratio of Imports
of erude and
products to total -
avail ebility «* 93 9% 95 77 67 .65 68 68 Ti

* Total availability is domestic refinery throughput plus
imports of petroleum products. :
Source: World Bark, Indis: The Energy Sector, 1975, and
Govt. of India, Plannlng Comm1551on. Draft Fifth
Five Year Plan.

Reproduced in '0il, Internationsl Payments and Beforms, by S.L.N.
Simha and D. Hemalatha. ,V‘a.d nas Twustizure  Too Fivawectal
Managewment awd  [RAestaanch. 13RS
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The next decade shows even further progress in the area of
f?sseniﬁg deperdence on iuported petroleum products. In 1970,
iﬁported petroleum prédugts accounts for a very small portion
of total eonsvmptlors & bare 5%. Overall the performance of
the petroleum seotor in tnying $0 reduce dependence on
imported supplies of crude oil and petroleum products has
begn remarkable)in the first two decades of planning. Froﬁ
1971 onwgrds, however, there was a turn for the worse, mainly

on aceount of larger import content in respect of products.

In addition to above mentioned impacts of oil price
hike, it has affected the Indian economy in several ways

which are as follows

In October 1973, India's fourth five yeer plen was
coming %o a conclusions. A draft of the Fifth Plan was pre~
pared end published and was to be lavnched in April 19?4.
But the 0il Price hike and its effects upset the basis of
all caleulations on ﬁhich_fifth plan draft was prepared and

‘the process of planning received a serious jolt.

In October 1973, again the inflation fuel was already
overheating the world economy. So while India received 22%
higher prices for its exports, our overall import prices
were up by 46%. Result: The ferms of trade slided down bj‘
16/ snd the belance of trede had a deficit of $508 million.



b
o
i

'The rains failed that year and there was scute scarcity
of’&gcﬁ basic consumption goods like fdod grains and e&ible
oiISJ;Market prices went souring up; causing considerable
herdship to the poorer consumers. But due to the o0il Pprice
bike, much of the foreign‘exchange wae pre-empted in imports
of oil and ferfilizers and asdegquate amouﬁt was not available
to import these consumption goods. Per capita aVaiiaEiliﬁy of
food grains elways low, slided down further 10% and of edible

oils by 7% that year.

Indian industry met with & mecessionary phese begiming
from the latter part of 1974 and iuvestment was stagnant
even in 1975. It cen not be denied that the after-effects

of 0il price rise had their shere in thiss

Quite, a few industries became sick directly as a result
of the oil price increase. Among them were the passenger car
industry in which an erstwhile seller's market was overnight
turned into a buyer's marked, mainly because of the very high
cost of maintensnce in view of the sudden‘increase in petrol
prices. Equally affected were hundreds of electric furnaces,
all over the country prodﬁcing mild steei'ingBts from scrap.
Becouse of the recession in demand for steel and because of
widespread power shortages — both parts of energy crisis ~ most
of these mini steel plants as they are known in India, had %o
close down. Among other industries hit hard were the commercisl
vehicles, aluminium, refrigerators, air conditiorers, domestic

electrical appliances etc.
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An increasing number of closed and sick industriel units,
fé?uced profitability of other units (due to recession) and
tk{é general increase in consumer prices threw meny people
ogt of employment and contributed to strained relations as
réfleeted in the 'all time high figure of 40 un men days lost
in 1974.

The oil prlce increase 21s0 1mposed severe strains on
the transpori sector in v1ew of the increase in prices of
“high speed diesel oil used by railweys and trucks and increased
demand for coel moved by rasilweys. Railway passenger fares
had 4o be pubt up by 20 to. 53 % in 1974-75 and freight retes
by 5 %o 11 % adversely affecting the weaker sections of bhe

societye

The price of kerosene, used widely by the rural and
‘other poor sections of the ébcieﬁy,as a fuel for lighting
and cookiné also went up by 2795’, though the government as a
deliberate policy had kept this increase at a2 relatively
moderate level. As a result, these consumers, already caught
‘in the cycle of poverty, inflation and unemployment had no
option, but to cpnéuﬁe léés of keroéene and turn back to
consuming more of firewocods and dung for direct burning. The
firewood crisis was thus indirectly aggravated. No wonder

therefore‘that,in September 1974 the World Bank P:esideﬁt
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" s8id ".eee. The effect of this on the already merginal
\cdnditions of 1i£é of the poorest 40% witb;n these countries
is en appalling prospect.” Indeed, it did then look thet the
end of the tunnel was not in sight.

Beneficial BEffects of Price Hike 3

The shafp hike in crude oil priceg is 6ertain1y hurting
our economy. But it has had some beneficial effects.G First,
&8s never before we have recognised the urgency of stepping
up our search for oil both on-shore and offshore. Secondly
considerable attentionis now beiﬁg givéh?to fueljefficiency
with the objective of getting the optimum energy from every
tonne of petroleum prodﬁets coneumed, thereby saving on
consumption. Third and not the least important, it is a
ﬁoliqy decision now to rely on coal as our mein source of
energy, There was not that shift in this country as in the

_industrialized countries from coal to o0il as a source of
primary eneréy. But all the same, there was an upward trend
in the sheare of oils Thoug@~obv10u31y the scope for reduction
in current oil consumption is very 1iﬁited, it was essential
that we recognized that it is‘tq the abundant sources of coal

in this country that we must turn as our source of energy.

Mahatme D.B. : "India's Search for 0il", Commerce Armual
Humber, 1976. : i
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- Policy Hieasures

Let us turn to the policy measures adopted by the
government to meet‘the challenge thrown up by the surge in
the international crude prices. The strategy of the govern-
ment has been to employ both positive and negative measures.
On the positive side, the main effort has been to step up
production both onshore and offshores On the negative side,
the stress has been on the minimisdation of cornsumption through
increase in the excise duty, allocation of quotas and
encouragenent of Qoluﬂtary restrictions, besides, exploring
the possibilities of substituting oil with cosal and other

sources of energy.



