HDFC Mutual Fund’s Tuesday’s Talking Point

- |MUTUAL FUND|
BHAROSA APNO KA

June 17, 2025
Crude Oil Prices Spike to ~USD 75 — Implications for India

What’s the Point?
e Escalation in the Israel-Iran Conflict has had a significant impact on Crude oil prices, which have risen past the
US$70 mark after starting the month at US$64.
e Iran produces ~4% of the world’s oil supply, but its direct impact on oil markets have been curtailed owing to
sanctions placed by the USA. India has not been a direct importer of oil from Iran after FY2020.
e Weak oil demand growth and increasing supply from the OPEC+ countries had weakened oil prices in 2025, and
creates a potential ceiling on oil prices as supply could increase from OPEC countries and the USA.
e As a major importer of crude oil, India has historically faced significant negative effects from high oil prices. Over
the years, its economic profile has been improving with buffers against oil price volatility such as lower oil
dependence, robust services exports, significant forex reserves.

e Higher prices could have a negative impact, especially if they remain elevated for an elongated period of time.

Numbers in Perspective

Chart 2: Spike in Brent Crude prices on account of

Chart 1: Major sources of Oil for India
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Source: Bloomberg, CMIE, Ministry of Commerce. Note for Chart 2: India average cost of import derived from monthly import data by Ministry of commerce.
Has there been disruption of Iranian oil? What are other risks?

As per the recent Oil Market Report for June 2025 by IEA, there is currently no impact of the conflict on flow of Iranian
oil production or exports. It is the fear of disruption that is potentially driving prices higher. Energy assets have been
targeted in this conflict, and escalation risks could impact oil supply.

Another key risk is an event which carries potentially low probability but could have significant impact is any blockage
of the ‘Strait of Hormuz’, a strategically important maritime passage that transports ~25% of the world’s oil supply.
While this Strait has historically not been blockaded despite witnessing multiple conflicts in the region, there remains
the risk as Iran has repeatedly threatened to close the Strait if attacked.

Can other countries replace disruption in Iranian oil?

As per analyst commentaries coming through in the past week, spare capacities with major OPEC producers such as
Saudi Arabia and United Arab Emirates (UAE) stood at 3.5 million barrels per day (mbpd), which is roughly equal to
Iranian output of 3.3 mbpd and far in excess of Iran exports of 2 mbpd.

In fact, OPEC countries have been announcing higher supply, as recently as May 1 2025, when OPEC announced a
tripling of the supply increase compared to what was announced in December 2024, citing healthy market
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fundamentals and low oil inventories. The USA is a major producer for Shale Oil, and incremental rigs become
economically feasible at higher oil prices. Hence, a prolonged conflict that triggers higher prices could also trigger an
increase in oil production from the USA, which creates a potential ceiling on crude oil prices.

Diversification of energy demand has led to decreasing oil intensity
India has significantly invested in alternate forms of energy, such as solar energy, hydroelectricity, wind and so on.

Other conventional forms such as coal and nuclear have also seen investments. Within the auto space, offsetting
measures such as promoting electric vehicles and mixing of ethanol have reduced dependency on oil.

Chart 3: Shift towards renewables in the energy mix

Chart 2: Reduction in Oil intensity of Indian economy
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Source: CMIE, Morgan Stanley
Conclusion

Oil prices are inherently volatile and influenced by complex feedback loops. Higher prices (above $75/b) while creating
risks to Indian macro indicators, could potentially be short-lived. Multiple factors could force a reversal — reduction in
conflict, increase in OPEC supply, increase in US shale oil supply.

Nevertheless, the recent increase in prices is a negative development for India. To reduce its reliance on imported oil
over the medium to long term, India has implemented several measures, including promoting natural gas, renewable
energy sources, and alternative fuels such as ethanol and biofuels, as well as encouraging the adoption of electric
vehicles. These initiatives are expected to strengthen India’s macroeconomic resilience by mitigating the impact of oil
price shocks. What seems clear is that this oil price shock is likely to not be as negative as historical price shocks.

Sources: Bloomberg, CMIE, IEA, OPEC, Morgan Stanley and other publicly available information

About Tuesday’s Talking Points (TTP): TTP is an effort by HDFC AMC to guide key conversations in the Indian financial
markets and investing ecosystem. We aspire to do this by providing relevant facts, along with our perspective on the issue
at hand. Please provide your feedback at this link: https://forms.office.com/r/Cr8INJMGWk

Disclaimer: Views expressed herein are based on information available in publicly accessible media, involve known
and unknown risks and uncertainties that could cause actual results, performance, or events to differ materially from
those expressed or implied herein. The information herein is for general purposes only. Stocks/Sectors/Views referred
are illustrative and should not be construed as an investment advice or a research report or a recommendation by
HDFC Mutual Fund (“the Fund”) / HDFC Asset Management Company Limited (HDFC AMC) to buy or sell the stock
or any other security. The Fund/ HDFC AMC is not indicating or guaranteeing returns on any investments. Past
performance may or may not be sustained in the future and is not a guarantee of any future returns. The recipient(s),
before taking any decision, should make their own investigation and seek appropriate professional advice.

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED
DOCUMENTS CAREFULLY.
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