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Economic Update 

May 23, 2022 

The government announces fiscal measures to control inflation  

To control inflation, the Finance Minister announced six measures on 21st May’22. These measures include: 

              1) cut in excise duty on auto fuel, 

              2) additional allocation on fertilizer subsidy, 

              3) provision of extra gas cylinders, and 

              4) reduction in custom duty on raw materials for plastics, iron and steel. 

 The first measure was a reduction in excise duty on petrol and diesel by INR8 and INR6 per liter, taking 

the excise duty to INR20 and INR15.8 from INR28 and INR21.8 per liter. However, the excise duties are 

still way higher than INR9.5/INR3.6 per liter on petrol/diesel in CY14. This reduction will come as a 

welcome relief.  The estimated excise duty collection in FY23BE is INR3.35t, a 15% decline over the 

INR3.94t in FY22RE. The Government has estimated revenue foregone at INR1t as a result of this 

reduction over FY23, implying ~INR850b in the coming 10 months, which is the likely revenue foregone 

by the government on this front.  

 Global fertilizer prices rose 119% YoY in April 2022, with a growth ~115% YoY on an average in the past 

eight months. In order to lessen the burden of higher international prices on farmers, the Government 

will allocate an additional fertilizer subsidy to the tune of INR1.1t, over and above the already allocated 

INR1.05t in Union Budget FY23.  

 The third measure was to provide households (over 90m beneficiaries of Pradhan Mantri Ujjala Yojana) 

with an additional subsidy worth INR200/gas cylinder (up to 12 cylinders). The Government is likely to 

incur INR61b on account of this measure.  

 The fourth measure was a reduction in customs duty on raw materials and intermediaries for plastics and 

plastic products. ‘Plastics and articles’ constituted 2.4% of India’s total imports in FY22 and stood at 2.7% 

on an average over the past five years (FY18-22). Import duty on naphtha, a hydrocarbon which goes into 

production of a host of petrochemicals with commercial and industrial application has been lowered 

from 2.5% to 1%. The import duty on propylene oxide, used in making items like foams in furniture, has 

been halved to 2.5%. The import duty on polymers of vinyl chloride has been lowered from 10% to 7.5%. 

 Similarly, the Government announced it will calibrate custom duty on raw materials for iron and steel 

products by reducing import duty on some steel products and levying export duty on some. ‘Iron and 

steel’ is one product category where India has been running a trade surplus since the past two years. To 

reduce the cost of domestic production of steel products, import duty on coking coal and anthracite (high 

energy coal) has been reduced from 2.5% to zero while the same on coke and semi-coke has been 

brought down from 5% to zero. The import duty on ferronickel, an alloy containing iron and nickel, has 

been lowered from 2.5% to zero.   
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 To increase local availability of iron ore and a few steel intermediates, export duty has been raised on 

one item and imposed on 10 other items afresh. In the case of iron ore and concentrates, the duty has 

been raised to 50% on all categories, up from 30% that is now applicable on lumps above 58% iron 

content. In the case of iron ore pellets, which currently does not attract export duty, a 45% duty has been 

imposed. In the case of nine other classes of iron ore and steel intermediates a 15% export duty has been 

imposed. This includes Flat-rolled products of iron or non-alloy steel.  

 The excise duty cuts will lead to a 7-8.5% fall in prices and lower CPI inflation directly by 0.2 percentage 

points. The direct plus indirect fall in inflation, together, could be around 0.5 percentage points.  

 The new measures are estimated to cost 2t rupees ($26 billion), adding that this will push the budget 

deficit for the current year to 6.8% of gross domestic product, from the originally budgeted 6.4%.  

 We still believe, CPI inflation is likely to have peaked at 7.8% YoY in April 2022 as the second round 

impact of higher fuel prices and imported items inflation have started reflecting on other goods and 

services. Fiscal announcements made by the Finance Ministry are, therefore, very welcome and is likely 

be more effective in reducing inflation than rate hike, according to our view. Moreover, base effect is 

likely to support the inflation print going forward. We expect CPI inflation to ease below 7% YoY in next 

couple of months.  
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