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Mid-East escalation will impact
India’s inflation, trade: ICRA

ARUP ROYCHOUDHURY
BENGALURU, DHNS

scenario of a sustained
flare-up in geopolitical
ensions in the Middle

East, and the consequent in-.

crease in crude oil prices, will
negatively impact India’s mac-
ros, including current account
deficit, foreign investment
inflows, inflation and trade,
research and ratings agency
ICRA said on Wednesday.

“Escalation of geopolitical
tensions in the Middle East
contributed tothe recent spike
in crude oil prices. While the
situation remains fluid at pres-
ent, a further step up in ten-
sions between Israel and Iran
could impact various sectors
of the Indian economy,” ICRA
said in a report, drafted by it:
chief economist Aditi Naysr
and her team

The report said that a $10
per barrel increase in crude
prices will raise the current
account deficit by 0.3%, while
the conflict itself will impact
therupee-dollar exchangerate
and hence impact FPI inflows
into India.

“An escalation of the conflict
would also exert pressure on
therupee-dollarexchangerate
and may impact Foreign Port-
folio Investors (FPI) inflows to
India. Additionally, this would
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pose upside risks to our whole-
sale inflation, and to a smaller
extent to our retail inflation
projections for FY2025,” the
report stated, adding that a
sustained surge in crude oil
prices could also exert a drag
on GDP growth.

Current account deficit is
when the combined incoming
trade of goods and services
and remittances exceeds the
amount it imports. Any in-
creasein crude oil prices would
increase India’s petroleum im-
portbill,and hencethe current
account deficit. Benchmark
Brent crude prices were hov-
ering around the $88 a barrel
mark on Wednesday. Last
week, they had crossed $90

forabrief period, after reports
thatIsraeli missiles hit Iranian
targets.

On trade, the repoit stated
that following western sanc-
tions on crude oil, Iran’s share
inthetotal Indianmerchandise
imports declined to below 1%
in FY2023 from the average
of 2-3% seen in the decade be-
fore FY2019. However, Iran
remains a major buyer of Indi-
an basmati and tea, and hence
exports could be impacted if
the conflict escalates.

“Shipments may witness
delay in transit and increase
in cost if the escalation of
the conflict sustains, affect-
ing trade through the Suez
Canal,” it stated.




