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India Keeping Tabs on W Asia Conflict
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New Delhi: India is closely monitoring
escalating tensions in West Asia, with
the Prime Minister’s Office reviewing
the situation alongside Key ministries,
amid concerns that a prolonged conflict
could pressure the economy through
higher oil prices, wider deficits and we-
aker remittance flows, officials said.
Top officials took stock of the rapidly
evolving situation on Sunday and its
possible impact on India. “We are close-
Iy watching the situation,” a senior go-
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Economistsfear increased volatility in
the stock and energy markets, as wellas
the rupee, over the prospect of prolong-
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mittee on security to assess the situa-
tion, upon his return from a two-day to-
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India is one of the economies in
Asia that's more exposed to hig-
her oil prices, said Sonal Varma,
managing director and chief eco-
nomist, India and Asia ex-Japan,
Nomura.

“The impact on India will be via
the indirectchannel —oil price in-
crease and risk-off sentiment,” sa-
id Anubhuti Sahay, head of India
economic research at Standard
Chartered Bank. She said the ru-
pee is likely to bear the brunt, alt-
hough its weakening could be ma-
nageable for now given that theri-
se in oil prices has been contained
and the Reserve Bank of India
(RBI) has ample foreign exchange
reserves. “A Key risk tomonitor 1s
how quickly the Middle East stabi-

lises, as any long-drawn conflict
will have implications for oil pri-
ces and growth-inflation dyna-
miecsin India,” Sahay told ET.

“India importsmore than 85% of
its domestic oil needs, and around
half of its crude oil imports cur-
rently transit through the Strait
of Hormuz,” Varma said. “The
macro impact will depend on how
high theoil pricerises, and thedu-
ration of therise.”

The rupee declined 17 paise to
91.08 against the dollar on Friday;
weighed down by a massive out-
flow of foreign funds. Crude oil
prices have risen from about $65
per barrel to $72-73 over the past
month or so. India imports 88-89%
of itscrude oilrequirement.

Varma of Nomura noted that the
inflationary impact of higher oil

prices should be muted for now, sin-
ce o1l marketing companies are un-
likely to raise pump prices, so
growth should also remain well
supported. “While the currentacco-
unt deficit remains manageable at
~1% of GDP, the main risk comes
from capital account pressures due
to foreign investment outflows,
which could worsen due to geopoli-
tical uncertainty” she said.

Every 10% rise in oil price leads
to the current account deteriora-
tingby0.4% of GDP,

“We think this is a short-term
risk, but it is manageable, and In-
dia’s medium-term outlook rema-
inspositive,” Varmaadded.

“We are watchful of theevolving
developments and how the uncer-
tainty would impact Indian ma-
cros,” said Aditi Navar, chief eco-
nomist, Icra. “As of now, the ro-
bust domestic outlook provides
respite.”

She said “the extent that it (the
Iran situation) prolongs and wi-
dens would have a bearing on In-
dia'smacros, includingthingslike
the impact of fuel prices on infla-
tion and the twin deficits, as well
remittances.” Retail inflation was
2.75% InJanuary

Madan Sabnavis, chief econo-
mist at Bank of Baroda, said bond
vields are unlikely to be affected
butrupee volatility could intensi-
fv. If oilstaysabove $70 abarrel for
a long period, India’s trade deficit
will come under pressure.

However, foreign portfolio flows
may not see much impact, he no-
ted. “What is important is how
longitlasts,” he said. “Inflation or
fiscal arithmeticmayvnot getaffec-
ted atthispointof time™

Sabnavissaidremittanceswillbe |
hit, albeit not significantly, as the
US isthemajor sourcefor these pa-
yments, notthe Gulf area.




