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Abstract

The Government of India has been subsidizing patral products, particularly diesel, kerosene undddi®
Distribution System and domestic Liquefied PetraleGas (LPG), where these products are sold belew th
market prices. It is argued that rising petrolewhsidies have contributed to fiscal pressures dialnThe
present paper attempts to compare the trend oblpatn subsidies with other forms of subsidies gilsgrthe
Government of India, and then examine the impagetifoleum subsidies on key macroeconomic varidikes
Wholesale Price Index, GDP, gross investment, lfideéicit and interest rate based on official dfatan 1992-
93 to 2012-13. From a comparison with other comptmef gross subsidy, the study observes that fiots
petroleum subsidy but food and fertilizer subsidieve grown at a sharper rate. From the use ofovec
Autoregression (VAR) for the difference of logarnithof the macroeconomic variable like GDP, investimen
interest rate, Wholesale Price Index and Fiscalddethe study observes that the growth rate dfgbeum
subsidy has no significant impact on the growtlkesaif these variables. On the contrary, petroleuisidy has
rather been Granger caused by some of the varilikéeinterest rate and fiscal deficit. On the ksasf these
observations, the obvious argument should be ntdrtget petroleum subsidy singularly as a culmitrising
fiscal deficit and inflation. However, when we makeloser look on the amount of under-recoveriethefOil
Marketing Companies (OMCs), our argument favorsogke revision of prices of petroleum products zdiy
accommodating the fluctuations in the crude petrolgorices without reducing subsidies for the corstsnas
given in cases of PDS kerosene and domestic LPG.

JEL Classification Codes. C32, E60, H20, 138
Keywords. Petroleum Subsidy, under-recoveries, macr oeconomic variables, VAR, India

1. Introduction

Reduction of subsidies has been placed high iragfemnda of the recent governments of India. It gaied that
subsidies increase fiscal deficit and intereststatbereby hamper the prospect of growth of thenecy.
Among different types of subsidies, petroleum sdibsi are now viewed as a black hole in escalatiegtwin
deficits of Indian economy. It is argued that, dve tone hand, the under-priced petroleum produats ar
responsible for high petroleum demand in the ecgnamhich results in higher import bill and highear@nt
Account Deficit (CAD) and, on the other hand, thaesdbsidies brings about higher government experaditu
causing higher fiscal deficit and inflation. In dtitth, some studies observe that excessive sulagidiz of
products like kerosene leads not just their ingffit use but black-marketing. Cross-subsidized petsdlike
diesel also lead to road congestion since manylpgopfer to possess diesel-cars instead of petid-(please
refer Rangarajan, 2006 and Parikh, 2010).

However, the issue is not that simple at leasttfay simple reasons. One, different petroleum prisiace
important for different sections of the economyr Egample, petrol may be a product for the rich, kmrosene
is widely used by the poor mainly for cooking aighting. Liquefied Petroleum Gas (LPG) is considet® be a
clean source of energy consumed by both rich ak agethe poor. Effect of all these items on thenecoy
cannot be argued to be uniform. Two, when subsigiiesvithdrawn, the prices are allowed to hit thasumers
directly. The economy faces a supply-side inflatidpart from these, it is argued that the governismémnIndia
heavily subsidize food and fertilizer, in additibm petroleum. Given the reduction in petroleum glibs, if
other major subsidies are actually increased, therargument from the viewpoint of ‘subsidies i fiscal
deficit’ would be totally out of place. The aboveyaments incite us for a scrutiny of the politie@onomy of
petroleum subsidies in Indian context and exantieeofficial argument to dismantle them in a phasathner.

The objectives of the present study are: (i) tongire the trend and pattern of subsidies in petroleactor vis-
a-vis other subsidies in India, and (i) to invgate the dynamic relationship among petroleum sligssi prices,
fiscal balance, economic growth, interest rate emvestment in the economy. The remainder of theepap
organized in three sections. The Section 2 preseotssory look on some literature. In Section 8 have given
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a brief explanation of data, key variables and wadhogy. The findings of our study are presentedhia
Section 4, whereas the Section 5 summarizes.

2. Literature Review

The literature on the impact of petroleum subsidirsmacroeconomic variables is quite divided. Soetent
studies have observed that petroleum subsidiesbatk “inefficient and inequitable”. They encourage
overconsumption of petroleum, delay the adoptioprargy-efficient technologies, and crowd out higtority
public spending, including spending on physicalasfructure, education, health and social protedt@mady, et
al.2010; Anand, et al.2013; IISD, 2012, 2012a].rGoorating the above observation, Arze et al. (20
“Most of the benefits of fuel subsidies also gdipher income groups who tend to consume more”oBeition

of these shortcomings has led to an active debdtadia as to the merits of replacing these subsidiith better
targeted measures. Therefore, fuel subsidy becamasefficient instrument for protecting the poaukeholds
and ascertaining equity (ibid).

Bhattacharya and Batra (2009) attempt to show mdifféal impact of international oil prices on dotes
inflation and output growth in India under two altative scenarios. One, when domestic fuel pricesakbowed
a formula-based automatic alignment with interralooil prices; and two, when as per the curreticpofuel
prices evolve as a consequence of revisions spdgieriodically by the government. By using a sstitated
vector autoregressive framework using the technafuienovating accounting they concluded that “fpates if
left free to adjust automatically to internatiopaice variations will impact inflation in a morestained fashion.
The impact of prices aligned with international milces in contrast with that of government regedaprices on
inflation and output growth not just lasts longet s also more magnified... A way out has therefrée
found so as to implement price reform with minimsocial costs”.

A recent sophisticated study using macroeconomidahavhich incorporates monetary and fiscal policy
responses to oil price shocks in four differennseims, finds that “in absence of any rise in inéional price of
oil, a rise in the degree of pass-through (of higilebal oil prices to the Indian economy) and ehn in oil
subsidy, ceteris paribus, is likely to have advénggacts on growth and inflation only in the sham while in
the medium term, the growth improves provided theeaditure switching happens from oil subsidy tpitd
expenditure, and inflation declines” [Bhanumurtayal. 2012]. However, full pass-through reducesdtrrent
account deficit compared to no pass-through, akehniduel prices reduce domestic oil demand and fitapo
(ibid).

A subsequent study by Dasgupta and Chatterjee J26ff&s a different view. Their study has attentpte
examine the under-recoveries, the pricing strucame surplus generated (profit) in the oil secidrey find that
this profit will be sufficiently large to wipe otihe much of fiscal deficit sustained by the goveentron account
of oil subsidies-without raising the price of oiloglucts. This view is quite akin to the view of sopolitical
parties especially of the left parties.

Different studies have taken different data andrtheethodologies differ. Most of these studies halome
analysis by taking absolute values of macro-vagisbivhich are prone to produce higher standard<siob
estimation. The present study attempts to findither-relationship between the growth rates of sk&ected
variables allowing for endogeneity.

3. Data and M ethodology

Empirically, the study begins with examining thend and growth rates of different subsidized petnol
products, viz. PDS kerosene (KS), domestic LPG (8PGand overall petroleum subsidy (PS). The same has
been compared with the growth rates of food antlifer subsidies. In order to measure the annoatmound
growth rate we have fittedemi-log regressiomodels of subsidies on time variable. Data on igigss have
been taken fronndiastat.comand for macroeconomic variables like gross investnfINVT), weighted average
lending rate (WALR) as a measure of nominal interate, wholesale price index for all commoditiééR]) as a
measure of inflation, fiscal deficit (FD), and gsodomestic product at current market prices (GDReheen
taken from theHand Book of Statistics on Indian EcongiRfBl. The variables have been tested for stationarity
by using ADF test and we have formulated a simpdRMnodel to analyze the relationships among thevtjro

1 LPG meant for household purposes (termed as “dtieriePG”) is bottled in 14.2 kilograms cylindensdasupplied by the
authorized distributors of OMCs at prices controligcthe government.
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rates of the selected variableSince we expected lagged-effects, we have usedk@Knformation criterion
(AIC) to select the optimum lag. We found the optimlag is 1, which is in consistent with the nat(aenual)
of data. The structure of the model is as follows:

dln GOR = @y + o dREDR_ 4+ g dlnPS_ + ey qd nelVEI L+ d nWALR L+ e dlnl VT, +
gl inFD_ 4+ ey

GINPS, =ty + By BINGEDE | + 0 (PS4 g diniWEl_ + o B WALR | + o dlINUT_, +
EogllnFD_y + Eqr

ﬁ'I!ﬂ-WPIr.E.W]D(EﬂgldfﬂGDPr_l + R:gzdI!ﬂuPSr_l+R:”ﬁ|I!ﬂ-WP£r_l + R:gddfﬂWALRr_l'i' ﬂgsdﬂmﬁ VT[-_:L +
EygElnF D+ Eqr

AnWALR = i3 gy AIRGDR_ | + fyg AINPS,_| + ta dIRWPL, | + iy, dINWALR | + mygdin INVT_, +
s BIRFDL_ ) + Eqr

ATy = wyy Pl AU E DR _ | + tigordln PSy_, + gy BInWWPL, _, + gy dlnWALR,_, + tgg dInINVT_, +
teslnF D, + gt

AlnFD = mgp + dg BIEDR | + eeadlie PS_y + g d (WPl + o dlnWALR | + oggdivefNFT_, +
ﬂissdfﬂfﬂt_i

After estimating the VAR coefficients, we went f8ranger causality test to verify the relationships.

4. Resultsand Discussion
4.1 Trend of petroleum subsidy

The unprecedented steep rise in the domestic cqrtianmand international prices of the crude in réogears
has led to an increase in the explicit subsidy foillpetroleum products from INR 52.25 billion i@@-03 to
INR 684.81 billion in 2011-12. Actually the riseshbeen steeper during 2008-12 (please see FidigeTtems
viz. diesel, kerosene and LPG contribute to almwstthird of the total petroleum consumption in twuntry.
Since 2002 reforms, when the Administered Price daism (APM) has been dismantled for petrol, the
government has been providing a fixed per-unitalissubsidy to the selected petroleum products, MG,
Kerosene and Diesel.

Fig.1 Trend of Kerosene, LPG and Petroleum subsidy Rs. (in crores)
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4.1.1 Kerosene and LPG: Kerosene under PDS and domestic LPG are exclyssudisidized in India. Recently
there has been a shift from kerosene to LPG as@esof fuel, and to electricity as a source difiigg. The off-
take of kerosene from PDS has declined. Therefigspite rise in production price, kerosene subhily not

! The standard VAR is a reduced form model and emimdnterpretation of the results is often impoksib
unless the reduced form VAR is linked to an ecomomddel. The VAR methodology has been used to amaly
the interrelationship between petroleum subsidies key macroeconomic variables in India using ahdata
from 1992 to 2012.
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been rising (actually fallen) since 2004-05. Thawa compound growth rate of kerosene subsidy dutBp2-
2012, it is actually negative and significant (Tealll). Unlike kerosene, the compound annual groaté of
fiscal subsidy for domestic LPG, especially afté02 has almost remained static. The growth rajesis0.47
percent, which is statistically insignificant.

Table 1: Regression results of semilog trenils¥t = a + bt + 1y, n=21

Dependant | Intercept Slope coefficient (b) | Annual compound Adj R?

variable (Y) (p-value) (p-value) growth rate (r) (p-value of F)

KS 235.9062 -0.1139 -10.77 0.6664
(0.000) (0.000) (0.000)

LPGS -1.753761 | 0.0047 0.47 -0.0487
(0.961) (0.791) (0.791)

PS -63.8 0.0364 3.71 0.0054
(0.368) (0.306) (0.306)

Note: b=exponential growth rate, w2 — 1, r is stated in percent.
Source: Authors’ calculation

4.1.2 Petrol and Diesdl: It is mention-worthy that prior to 2002, petrol adigsel prices were fixed as per the
recommendations of the Oil Coordination Commiti®@€C). Subsidy was not a regular phenomenon. Tlad ret
price of petrol was fully liberalized in June 20Hen prior to this, price of petrol during 2002-tHEhded to
move in line with international prices so that sdies were generally small. However, an exceptiocuored in
2007 and 2008 when domestic prices barely chandpe imternational prices increased sharply, résglin an
escalation of petrol subsidies. But the steep sipikhe overall petroleum subsidy graph is mainkg do diesel
subsidy. In consequent with the excessive hikeude import prices in 2008-11 and continuing risttogmestic
consumption, global slow-down, diesel price was albdwed to rise. Of course some correction hambee
noticed since the government has started actiritsamtention to deregulate diesel price in a pdasanner.

As shown in Table 1, the compound annual growtl cdtoverall petroleum subsidy during 1992-2013.i&1
percent, which is not significant statistically.iThrate would have been much smaller but for tleegstrise
during 2008-12.

4.2 Comparison of PSwith food and fertilizer subsidies

Food and fertilizer subsidies are considered tahgeother important types of subsidies. In ordemtake a
comparison, we have taken these subsidies bothsolite terms and as percent of GDP. Except fanleetm

subsidy, other two subsidies witnessed sharp nisingl 2001-08. Petroleum subsidy increased exarthjta
during 2008-11. Although petroleum and fertilizeibsidies have shown symptoms of fall, food subssdgn

the rising trajectory. Considering the recent emactt of the National Food Security Act, this is esfed to rise
further.

The Figure 2 presents the trend of food, fertiliaad petroleum subsidies. The rise in petroleunsidybwas
steeper than food and fertilizer subsidy duringghegod 2008-09 to 2011-12. However it is noticeatblat like
petroleum and fertilizer subsidies, food subsidg @ercent of GDP has also started falling sinckeLZ@lthough
rising in absolute term). This may be due to ttet that growth rate in food subsidy has been sméiien the
growth rate of GDP.

The annual compound growth rates of these thremgoees of subsidies are stated in table 2. Thadystound
that food subsidy has experienced the highest pefeannual compound growth rate followed by fezir
subsidy. Both these have grown above 15% on arageewhich are statistically significant (please dee p-
values). The growth rate of petroleum subsidy leentihe lowest and insignificant in this category.
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Figure 2. Trend of food, fertlizer and petroleurn subsidies
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Figure 3. Petroleumn, Food and Fertiliser subsidy as % of GDP
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Source: Authors’ own calculation from subsidy dsdarces same as of Figure 2, and GDP data from RBI

Table 2.Regression results of semilog trends o#3Sand CSIntt = a4+ bt + u,

Dependant Intercept Slope coefficient (b) | Annual compound Adj R

variable (Y) (p-value) (p-value) growth rate (r) (p-value of F)

PS -63.8 0.0364 3.71 0.0054
(0.368) (0.306) (0.306)

FS -302.714 0.15607 16.89 0.97
(0.00) (0.00) (0.00)

Cs -282.065 0.1457 15.68 0.8897
(0.00) (0.00) (0.00)

Note: FS= food subsidy, CS= (chemical) fertilisebsidy. n=21
Source: Authors’ calculation
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4.3 Nature and relationship of the macroeconomic variables

The impact of petroleum subsidy on macroeconomidakes like GDP growth, interest rate, inflation,
investment and fiscal deficit is examined by thioum VAR model. Before analyzing the VAR, we have
examined the stationarity of the variables by ugii test. The results are presented in the following table

Table 3. Augmented Dickey-Fuller (ADF) Test (Trdrah=0)

Level form First difference of log of variables
Variable . Mackinnon
Test Mackinnon Approximate
. Approximate p- | Test Statistics PP
Statistics p-Value For
Value For Z(t) ()
PS 1.149 0.6950 -3.238 0.0179
GDP 16.848 1.000 -1.967 0.3012

FD 0.351 0.9796 -4.954 0.0000
INVT 4.814 1.000 -5.505 0.000
WPI 4.832 1.000 -3.340 0.0132
WALR -1.084 0.7214 -2.727 0.0696

Source: Authors’ calculation using STATA, n=21 for levelrfo, n=21 for difference log, trend lag=0

ADF test is based on the null hypotheses that tisesaunit root in the time series processes. Megns the time
series are non-stationary. All the Mackinnon appmnate p- values of the variables are greater th@h, @vhich
indicate that these are non-stationary at leveinforowever, it is interesting to see that all s&@BP are
stationary if we take the difference of natural dathms of the original variables. Among the renvain
variables, the computed values for all the ADF #tatistics are significant at 1 percent level egtdor WALR,
which is significant at 7 percent level of signifitcce. GDP is not significant at any level of siguwifice. It is to
be noted that WALR and GDP are stationary at leas 6 percent level of significance if we includdtdThus
the null hypotheses of presence of unit roots @asdiely rejected. It is now confirmed that the thiference
variables are stationary. Since our interest wagnerstand the inter-linkages of growth rateshef above
variables, we have taken the difference of logargttof the variables. Another advantage of takingifothat it
smoothes the processes involving huge macro values.

The parameters of log difference provide elasésitiThe impacts of some of the independent vasadrie not
instantaneous (specifically macroeconomic varialliles per capita GDP, subsidy, total investmenscdi
deficit, interest rate) and therefore we introdutzegs of those variables in both linear log diffese models. On
the basis of AIC, the present study has taken @ptilsgy as 1, which is understandable considerirgy th
annualized data being analyzed.

The extent of pair-wise correlation among the selbwariables is presented through the followingelation

matrix.
Table 4. Correlation Matrix
dinFD dinwPlI dinGDP dinWALR dinP$  dInINVT
dinFD 1.000
dinwPlI 0.1084 1.00(
dinGDP 0.0656 -0.5467F 1.000
dinWALR 0.3293 0.1811 0.0857 1.000
dinPS -0.0393 0.1090 0.4579* -0.1858 1.900
dinINVT | -0.4429* 0.0602 0.2253 -0.3776*  -0.1525 aoo

Source:-Author’s calculation using STATA,* indieatsignificant at 5 percent level

! Unless stationary, variables will be prone to &mus correlation and their interrelationship wié isleading
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The study observes that as per expectation, tkenedative relationship between interest rate amdstment,
but positive correlation between interest rate éindal deficit, and fiscal deficit and inflation. sAregards
petroleum subsidy (PS), the study finds that pasitively correlated with growth rate but negativith fiscal
deficit.

4.4 Resultsfrom VAR analysis

It is observed from the table 5 that equations lvimg dInGDP, dinWPI and din WALR in the left hasite
manifest significant impact. The p-value of chi s for these equations are 0.0035, 0.000 and 0.022
respectively, whereas for all other equations tivalpes are greater than 0.05.

FPE= 1.69e-13, Det(Sigma_ml)=1.63e15, AIC=-12.60ZR1C=-10.51441, and HQIC=-12.51441, n=19
Table 5. VAR Estimation

Equation Parms RMSE R-sq chi2 P>chi2

dinFD 7 .285914 0.1596 3.608001 0.7295
dinGDP 7 .024777 0.5058 19.44256 0.0035

dinPS 7 4367 0.7026 44.88211 0.0000
dinINVT 7 .106979 0.2036 4.857741 0.5622
dniwpPl 7 .024867 0.2318 5.733343 0.4537

dinWALR 7 .046933 0.4377 14.78904 0.0220

Source: Authors’ own estimation based on STATA
The coefficients of the VAR concerning petroleurbsidy are presented in the figures below
Fig. 4 Sign of AR coefficients of other variablesdinPS and p-values

dInINVT (-ve, p-value=0.233)

4 dInGDP (-ve, p-value=0.707)

dinPS » dInFD(-ve, phve=0.728)
Q dInWALR(+ve, p-value=0.738)
dinWPI (+ve, p-value=0.241)

Fig. 5 Sign of AR coefficients of dInPS on otherighles and p-values

dInINVT (+ve, p-value=0.054)

/ dInGDP (+ve, p-value=0.127)

dInPS\ dInFD(+ve, p-valuemp
%danALR(—ve, p-value=0.001)
dInWPI (-ve, p-value=0.893)

Fig 5 explains that PS does not influence any efdiosen macro-variables significantly but INVTv@stment),
FD and WALR (interest rate) influence PS signifitan

The study observes that subsidy has no significapdaict on the selected key variables. Althoughsignificant,
dInPS is likely to reduce dInGDP, dInFD and dInINYUt positive impact on dinWALR and dinWPI (fig 4).
The signs are on the expected lines. Higher amolatibsidies have the potency to reduce the avtitijabf
fund for capital formation.

On the contrary, as explained in figure 5, dinINhd dInGDP have positive impact on dInPS. It i$ no
surprising that these two are indicators of gomgeti, where government can wait to pass througleprid
petro-products to consumers. So is the impactV@LR. However, dinFD surprisingly has positive iagb on
dInPS. This is possible if fiscal deficit increadgafiation and current account deficits, which magain be
aggravated by exogenous rise in crude oil prides) tinit-based consumption subsidy may go up.
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It is now important to observe the Granger Caus#dist to see if a variable is Granger causingrothgables in
the present framework.

Table 6 presents the results of Granger causaly The study finds that dinFD and dinWALR Grangens=
dinPS. From the VAR table, the coefficient for dihis positive, whereas it is negative for dinWALPR- (
values<0.05). The p-value of wald chi-squae ishslyggreater than 0.05 for dInINVT. It may be sthtiat
investment also Granger causes PS. But PS do&ranger cause any of these variables.

Table 6. Results of Granger-Causality test

vargranger

Granger causality wald tests

Equation Excluded chi2 df Prob > chi2
d1nFD d1nGDP .90245 1 0.342
dinFD dTnwPI .53609 1 0.464
d1nFD dTnINVT .07287 1 0.787
d1nFD dinPs .12076 1 0.728
dinFD dTnwALR 1.1027 1 0.294
d1nFD ALL 3.0241 5 0.696

d1nGDP dTnFD 1.3581 1 0.244
d1nGDP dlnwpPI .00019 1 0.989
d1nGDP dTnINVT .96972 1 0.325
d1nGDP dinPs .14139 1 0.707
d1nGDP dTnwALR .39366 1 0.530
d1nGDP ALL 3.1014 5 0.684
dlnwpPI dinFD .18958 1 0.663
dlnwpPI d1nGDP .31659 1 0.574
dlnwPI dTnINVT 5.5e-05 1 0.994
dTnwPI dinPs 1.3726 1 0.241
dlnwpPI dTnwALR .00438 1 0.947
dlnwpPI ALL 4.4802 5 0.483
dTnINVT dinFD .69273 1 0.405
dTnINVT d1nGDP 1.2027 1 0.273
dTnINVT dTnwPI .36236 1 0.547
dlnINVT dinPs 1.4246 1 0.233
dTnINVT dTnwALR .1288 1 0.720
dTnINVT ALL 3.4325 5 0.634

dlnPs dTnFD 28.81 1 0.000

dinpPs d1nGDP 2.3283 1 0.127

dlnPs dTnwPI .0181 1 0.893

dlnPs dTnINVT 3.7166 1 0.054

dlnPs dTnwALR 10.495 1 0.001

dlnPs ALL 42.026 5 0.000
d1TnwALR dTnFD 6.1096 1 0.013
d1nwALR d1nGDP .36687 1 0.545
dTnwWALR dlnwPI 1.8317 1 0.176
dTnwALR dTnINVT .01912 1 0.890
dTnwALR dinPs .11196 1 0.738
d1TnwALR ALL 13.41 5 0.020

Source: Authors’ calculation using STATA

4.5 A note on under -recoveries

The discussion may be conceived as half true ifd@enot mention a few lines on under-recoveries df O
Marketing Companies (OMCs). The issue of undervedes was examined in detail by the Committee on
Pricing and Taxation of Petroleum Products (GOR&0headed by C. Rangaranjan. According to thisntep

! Granger (1969) proposed a time-series data bgseach in order to determine causality. In ther@ea
causality x is a cause of y if it is useful in foasting y. In this framework “useful” means thatsxable to
increase the accuracy of the prediction of y witkpect to a forecast, considering only past vatieg A

common method for testing Granger causality itgress y on its own lagged values and on laggectsaif x
and tests the null hypothesis that the estimatedficints on the lagged values of x are jointlyazd-ailure to
reject the null hypothesis is equivalent to failitegreject the hypothesis that x does not Grangase& y. The
conventional Granger Causality tests in an unsttiVAR framework is conditional on the assumptioat the
underlying variables are stationary or in integilatéorder zero in nature.
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the difference between the cost price and realiaxt represents the under-recoveries of the OMQGadt the
fiscal subsidies are very small when compared whitsse under recoveries. A large part of these under
recoveries is compensated for by additional casis@snce from the Government (over and above dwlfi
subsidy), while another portion is covered by ficiah assistance from upstream National Oil Comganie
(NOCs), which are engaged in exploration and prtodaocof oil and gas. The remaining portion remains
uncompensated to the OMCs.

The quantum of under-recoveries incurred by OMCghensale of sensitive petroleum products, viz. HSD
domestic LPG and PDS kerosene have increased fiiitn4i00 billion in the year 2005-06 to INR 1610.29
billion in 2012-13,which is about 2.4 times the ambof fiscal subsidy on all petroleum productssésing an
average crude price of US $ 130 per barrel, unglesveries for HSD, PDS kerosene, Domestic LPG 2218
are estimated to be INR 920.61 billion, INR 395HBion and INR 294.10 billion respectively (Pleassfer
table 7).

Table 7 Under-recovery of Petroleum product by ONIGKR million)

ifg dodi‘tjs'"” 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13"
Petrol 27230 20270 73320 5180 51510 22270 ]
Diesel 126470 187760 351660 522860 9290 3470601198| 920614
Egges“c 102460| 10701Q 155230 176000 142570 217720 T7ZBY9 395580
PDS 143840| 178830 191020 282250 173640 194840 2VB5 294100
Kerosene

Total 400000 | 493870 | 771230 | 1032920 | 460510 | 781900 | 1385410 | 1610290

Source: Petroleum Planning & Analysis Cell 2012
Note:* represents estimated figures

This is noteworthy here that there has been afiignt debate in India over the appropriatenesainéer-
recoveries’ as a category for measuring the buafecurrent pricing policy on OMCs. In order to leasthe
burden of under-recoveries, the central Governnumweloped the Equitable Burden Sharing Mechanism
(EBSM). Under this, it was agreed that India’s uvgetn public oil companies like Oil and Natural Gas
Corporation (ONGC), Oil India Limited (OIL) woulchsulder one third of the burden of under-recoveries

Nonetheless, when we look at these figures, ouclasion would neither be that petroleum subsidiaseh
grown insignificantly nor that they don't grangeruse fiscal deficit, higher interest rate, etc. Tiue statement
would be if we take under-recoveries as concealkdidies then the conclusion is likely to be U-adnThe
accounting mechanism and data non-availabilityricstfor an empirical analysis as such.

5. Summary and conclusions

The study observed that petroleum subsidy includt®S kerosene; domestic LPG and diesel have been
fluctuating since 1992, albeit there was near Btatliuring 2004-08. Kerosene and LPG subsidiesssagnant
since 2002, but diesel subsidy has been volatileghEr to add that petroleum subsidy has not dgtiradreased

as faster as food and fertilizer subsidies. Thdicates that petroleum subsidy may not be blamea psme
culprit for rising fiscal deficit.

Secondly, from the VAR analysis, we observed thidwoagh petroleum subsidy has no significant impatt
investment, economic growth, fiscal deficit, inftat and interest rate. Interest rate has also swyative effect
on petroleum subsidy. Fiscal deficit has significempact (positive) on petroleum subsidy. This etapi

approach has been to investigate effects of petmolsubsidies at the margin; these hypotheses stedtby
examining the sign and significance of the coeffits on the subsidy variable.

The study finds that petroleum subsidies do notgereconomic growth significantly. However, when take

the quantum of under-recovery, this conclusionésastrength. There should be an approach to incagboth

subsidies and under-recovery of OMCs together tterstand their impact on key macroeconomic var@abke
well as different sections of consumers. Non-abdity of data has come as a problem which needbeto
addressed by the concerned departments and dfficial
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