
Question: The rising tensions in West Asia has affected India’s economic 

progress. In light of this statement, discuss the impact on India’s interests due to 

recent escalation in US-Iran relations. (250 words) 

 

Answer: 

Tensions between the United States and Iran have entered uncharted territory 

following the killing of Commander Qasem Soleimani in a US drone strike in 

Iraq, with experts fearing the incident could trigger a conflict between the two 

sides. 

Tensions between the US and Iran have spiralled since Washington imposed 

strict sanctions on Iranian oil exports last year, forcing major importers such as 

India, China and Japan, to cut purchases to zero. Tensions had spiked after 

several attacks on oil tankers in the Persian Gulf last year, which the US and its 

allies had blamed on Iran. 

The al-Quds Forces and organisations linked to it have been associated with 

Tehran’s efforts to influence developments in countries such as Yemen, Iraq 

and Syria through unconventional warfare. 

Effect on India: 

 There’s a possibility of a disruption to oil supplies impacting India’s 

external debt situation and restricting the headroom to counter the 

slowdown. 

 The concerns stem from the fact that the quartet of Iraq, Saudi Arabia, 

Iran and the UAE are the top crude suppliers to India, all of which are in 

the geographical zone likely to be impacted. It is estimated that a $10-

per-barrel increase in the price of oil would negatively impact India’s 

growth by 0.2-0.3 percentage points and worsen the Current Account 

Deficit (CAD) by $9-10 billion dollars. 

  

 While Indian refineries import crude oil from diverse sources, depending 

on their technical and commercial considerations and keeping in view the 

domestic requirement, imports from the OPEC bloc has progressively 

been brought down from 85.4 per cent in FY’17 to 75.4 per cent in the 

April-September period of FY’20. 



  

 A rise in global crude prices leads to an increase in the domestic price of 

crude products, thereby fuelling higher domestic inflation. 

  

 A surge has both a direct and indirect impact on the consumer price index 

(CPI) — firstly, with crude products themselves figuring as constituents 

in the CPI and seeing a price impact and then, indirectly, a rise in retail 

prices of all other commodities manufactured using crude as an input 

reflecting as a cascading impact, which pushes up the CPI again. 

  

 Crude oil import is denominated in the US Dollar and higher import 

prices raise the country’s import bill, leading to a worsening of the CAD 

— a measurement of a country’s trade balance when the value of the 

imported goods and services exceeds the value of the products it exports. 

  

 CAD, however, is only a part of the country’s Balance of Payments 

accounting, which is dependent on various factors that include supply and 

demand of Rupee versus US Dollars, interest rate differentials and capital 

flows. 

  

 India’s current account and fiscal deficits could worsen if oil prices 

remain at the elevated level, the RBI has warned it its last review. Experts 

said a sustained level above $70 a barrel could dent the country’s import 

bill and hence, fiscal math for the current fiscal. 

  

 The RBI, in its latest Monetary Policy Committee review, had flagged 

crude oil prices as among six factors that could influence inflation 

outlook, with the rider that “crude oil prices are expected to remain range 

bound, barring any supply disruptions due to geo-political tensions” even 

as it revised the CPI inflation projection upwards to 5.1-4.7 per cent for 

the second half of FY’20. 

  



 A further escalation of the crisis could potentially force the RBI to 

extended the pause in its rate-cutting cycle. 

 

 The Indian nationals in the Gulf region account for about $40 billion of 

the $70 billion that India receives in remittances annually, and any 

conflict could not only affect this but also trigger a massive exodus of the 

expatriates. 

 

Overall, India will view the U.S.-Iran developments with deep concern and 

hope that the situation does not escalate. Beyond its short-term anxiety about 

the region and its Iran and U.S. relationships, Delhi will have a medium-to-

long-term concern about further deterioration — namely, that it will result in 

continued, if not greater, U.S. involvement in the Middle East at the expense of 

the Indo-Pacific. Delhi wants Washington focused on the China challenge, and, 

it has hoped for years that the U.S. would indeed undertake a rebalance. Any 

escalation between the U.S. and Iran would put paid to any such shift; 

moreover, as India saw with the Afghanistan and Iraq wars, it could increase 

China’s space. 


