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Abstract

The importance of petroleum products can be understood from their usage from domestic
cooking to transportation etc. in the day to day life of the people. Any change in the price of
these products affects almost all kinds of industries of the country. Hike in the price of
Petrol-Diesel increases the price of other commodity which induces inflationary situation in
the country. Therefore, a stable pricing policy for these products is very important for the
consumers of the country. Steady increase in the prices of these products had gone unnoticed
till it catches the eye of the consumers. In this paper a modest attempt has been made to
highlight the reason of unnecessary hike in the prices of these fuels by closely analyzing the
pricing mechanism of downstream level for a decade. It was found in the study that
fluctuation rate of crude oil price in the international market did not match with the
fluctuation rate of Retail Selling Price of Petrol and Diesel in India. Moreover, application of
Goods and Services Tax on Petrol and Diesel in India would have made the price of these
products cheaper for consumers as compared to the current price rates. The analysis of the
study suggest that government should rationalize the taxation policy on these major fuels to
reduce public turbulence in India. This study will be useful to understand that the fuel
pricing is one of the most important challenges if addressed properly with other
complementary remedies could help maximizing the industry’s potentials.
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1. Introduction

The importance of petroleum products can be understood from their usage from domestic
cooking to transportation etc. in the day to day life of the people. The developments and
economic condition in the petroleum industry is an important matter of national interest.
Though Indian petroleum industry is one of the oldest, India is one of the least-explored
countries in the world. Out of all the petroleum products, Petrol and Diesel are the
transportation fuels. Any change in the price of these products affects almost all kinds of
industries of the country. The price of petroleum products in India including Petrol and
Diesel is linked to the international market. Therefore, any fluctuation in the global prices of
oil or any policy change by the oil exporting nations is supposed to have a substantial impact
on India's economy. Hike in the price of Petrol-Diesel increases the price of other commodity
which induces inflationary situation in the country. Therefore, a stable pricing policy for
these products is very important for the consumers of the country. Steady increase in the
prices of these products had gone unnoticed till it catches the eye of the consumers.But, it has
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been noticed that from last a few years, Petrol-Diesel price is skyrocketing despite low crude
oil price in the international market. In this paper an attempt has been made to find out the
reason of unnecessary hike in the prices of these fuels by closely analyzing the pricing
mechanism of downstream level for last a few years. A comparison of current tax regime of
Petrol & Diesel with Goods and Services Tax (GST) regime has also been analyzed here as
these products are excluded from GST regime.

2. Literature Review:

India has been increasingly importing oil and its dependence has reached to 80 percent
which will keep growing. The expert group recommended to make the petrol price market
determined both at the refinery gate and at the retail level. They have examined the
implications of increase in retail price of diesel on various groups of consumers and did not
find any compelling reason to subsidize them (Report of expert group, 2010). Market-
determined pricing system for petrol and diesel can be sustained in the long run by promoting
competition among all the players both in public and private sector. A study conducted on the
impact of increase in oil prices on inflation and output in India found that if there is any
increase in the oil price, then it has an indirect impact on the prices of other commodities
besides the direct impact. This impact can be controlled through appropriate and judicious use
of monetary policy instruments (Bhattacharyya and Bhattacharyya2001).2Inflation is
regulated by the monetary and fiscal policy measures of the country. Oil price fluctuation
does not change the fiscal and monetary policy. RBI observed that increase in each US dollar
in crude oil price, increases the WPI inflation by 30 basis points. Half of this is due to direct
effect and other half is due to indirect effect (Rakshit, 2005). Even though prices of few
petroleum products were insulated and controlled in India, this trend was not seen in Gujarat
energy market. The products whose prices were linked to international prices on import parity
basis dropped their market share as their demand dropped. In the same way, the controlled
price of the products (subsidized) gained market share as their demand grew due to
substitution effect (Basu, 2011).

A study on anomalies in oil pricing in India found that there was no long run relationship
between the oil price movement and inflation. The Johansson Co-integration test had been
conducted in this study which proved that there was a long run relationship between oil Price
and exchange rate. It was found to be co-integrated and having bi-directional causality
running from oil price to exchange rate. These variables did not have any short term
relationship (Hussain, 2016). The demand of crude oil was highly price-inelastic which means
that consumers of countries were not sensitive to any change in the prices of crude oil. It
implied that countries found it difficult to search for alternative energy sources. It pushed the
countries in danger during oil price shocks. The increase in oil prices affected the countries’
trade balance negatively (Tsirimokos, 2011). During an emergency, price of crude oil
fluctuates rigorously (Dai et al.,2020). For sound development of the petroleum sector,
domestic oil and gas price has to be aligned with the market price urgently (Lok Sabha
Secretariat, India, 2013). India’s fuel pricing policy is neither linked to their cost nor it is
linked to the competition in the market. The price of Petrol was fixed by simply taking the
rate of Singapore market, apply the exchange rate (rupee-dollar) to that price, add other cost
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such as freight, duties and derived price would be chargeable to the domestic consumers.
Such pricing policy never induced competition hence, can be called as an anti-competitive
pricing policy (Sharma et. al, 2015). Diesel is used as input in activities which together
account for about two-fifths of the Indian GDP. Out of the total consumption of Diesel, 65 per
cent is used in transportation sector which account for 6.6 per cent of GDP. Major part of the
Diesel is sold from retail outlets. Therefore, the impact of change in the price hastily
transmitted in the macroeconomy of the country. (Anand, 2012). Increase in price of Diesel
increases the transportation cost of most of the food items and other essential items. It means
increase in fuel price has a direct impact at the Consumer Level. Though government has a
role to play in fixing fuel prices in the country, but that alone is not the deciding factor of fuel
prices in India (Sivarajan et. al 2018) . However, the adverse effect of both Petrol and Diesel
price and their volatility on the wellbeing of individuals cannot be underestimated and for that
reason, electric car would be more environment friendly (Prakash et al., 2020). An article on
“Petroleum Prices- Trends and its impact on common man with reference to Mumbai”
discussed the reason of hike in prices of petroleum products along with the factors influences
it and its impact on common people and highlighted the fact that the ups and downs of fuel
prices pushes the poor people in a pathetic situation. The study also recommended to use
alternative source of Petrol through which petrol consumption can be reduced in India
(Memon, 2015). The manufacturing cost of the industries increases with the increase in the
fuel price hence the inflation rate (Gabhane and Gabhane, 2021).

3. Objective of the Study

To analyze the prices of Petrol and Diesel in India keeping in view the price of crude oil
and the current tax regime of these commodities.

4. Research questions:
» Why the price of Petrol and Diesel is so high in India, despite low crude oil price in
the international market?
» Which tax regime of Petrol and Diesel in India would be better for consumers, current
tax regime or Goods and Services Tax (GST) regime with current rates?

5. Methodology

The methodology used here is analytical in nature. The substantial data were collected
mainly from the PPAC website i.e. Petroleum Planning and Analysis Cell (PPAC) attached
to the Ministry of Petroleum and Natural Gas, Government of India to get accurate figures or
information published monthly or quarterly in respect to the components of pricing
mechanism of Petrol and Diesel. Apart from that, data have also been collected from various
reports of the expert group formed by the Government of India at different point of time to
advise the government on Pricing Methodology. Research papers, articles, journalswere also
used to collect the secondary data. Simple statistical tools have been used to draw the
inferences from the data collected.
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6. Data Analysis & Discussion

The prices of Petrol and Diesel are the major factor for determining the price of other
products in the economy. Most of the consumers are unaware of the fact that pricing
mechanism of petroleum products especially of four products viz. Petrol, Diesel, domestic
LPG and PDS Kerosene plays an important role in the economy as any change in the price
of these products can change the direction of the economy. Presently, the price of domestic
LPG and PDS Kerosene is determined as per import parity system as India is import
dependent for these products whereas Petrol & Diesel price is market determined based
absolutely on market condition. But, what matters the most for the consumers is the price at
which the products are available in the market irrespective of what mechanism is followed
for determining the price for these products. Commercial and industrial consumers are more
in case of Petrol and Diesel. These products are sensitive products as the upward movement
in the prices of these products has direct impact on the prices of all other products and
services. This can create an inflationary situation in the economy. The retail selling price of
Petrol & Diesel is arrived at by adding all the applicable cost and margin to the refinery gate
price plus a significant amount of tax charged by the Government. The refinery gate price is
the price paid by the Oil Marketing Companies (OMCs) to the petroleum refineries for the
output purchased by them. Refinery gate price is uniform for all the refineries of the
industry but consumer price varies from state to state due to varied VAT (Value Added Tax)
rate.

Government provided subsidy on Petrol and Diesel upto 2010 and 2014 respectively
during implementation of trade parity price. After that in market determined pricing
mechanism, from 2011 and 2015 onwards government allowed the oil companies to fix the
price of these products as per the market condition for Petrol and Diesel respectively. Now,
the price of Petrol and Diesel has been revised on daily basis considering the change in the
international oil prices as well as currency exchange rate. India is exporting Petrol and
Diesel in large amount from many years. The main obstacle in this daily revision is
automatic updation system. In India, out of 56,000 Petrol pumps, near about 50% are
automated to have the effect of centrally updated price change. Because all the petrol pumps
do not support automatic price change system and display in dispensing machine. Moreover,
it becomes difficult for the dealers to manually update the price on a daily basis as it may
lead to errors and delays in operation in the pumps. When the expert committee on
Petroleum pricing asked the OMCs about this problem, then it has been informed that they
have established appropriate mechanism to communicate the prices of Petrol and Diesel on a
daily basis through medium such as daily updates on their website, update through mobile
App, through SMS etc. Though these communication mediums are available but, sometimes
it is difficult to check the price daily through these mediums at the time of filling the fuel if
automatic updation in the pump is not available. However, the benefit of this transparent
daily price revision scheme cannot be ignored as it is the reflection of current market
condition which minimizes volatility in the retail price of Petrol and Diesel. The movement
of retail price of Petrol and Diesel in last 10 years has been shown in the following table-

Eur. Chem. Bull. 2023,12(Special issue 8), 5059



Unpacking the Causes Behind the Soaring Costs of Gasoline and Diesel: Evidence from India

Table 1: Retail selling price of Petrol and Diesel in Delhi, India

(Rounded off Rs.)
Products | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023
(per Ltr) (upto
May)
Petrol 69 70 63 63 67 76 72 76 95 89 97
Diesel 50 56 49 51 56 67 66 69 85 90 90
Source: www.iocl.com
Note: Price of Petrol and Diesel is the annual average price of these products in Delhi,

India.

Figure 1: Price of Petrol and Diesel in Delhi, India
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From the above table it can be observed that the average price of Petrol at the end of 2023
was Rs.97 in Delhi whereas, a decade ago the figure was Rs.69 per litre. In the same way, Diesel
price was Rs.50 per litre in the year 2013 and in the year 2023, its price is Rs.90. Currently in
2023, the retail prices of Petrol and Diesel have touched an all-time high. There is a little drop in
prices in the year 2019 before the outbreak of Covid-19 but again it has been moving forward
steadily. Now, the question is: is it due to increase in the crude oil price in the international
market? Crude oil is the prime cost in the production of petroleum products. India imports major
part of its crude oil requirement from the international market. The price of crude oil fluctuates
depending on the demand across the globe and instability in some countries, which leads to
instability in pricing of petroleum products. In the same way, the price of fuel in India should
move in the same direction where the crude oil price is moving. Let’s have a look on the price of
Indian basket of crude oil in the international market-
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Table 2: Crude oil price of Indian basket in the International market

Year Price ($/bbl) Indian Value per Ltr. (Rs)
2013 106.49 46.07
2014 97.42 40.48
2015 51.45 21.59
2016 42.14 17.81
2017 53.56 21.93
2018 69.99 30.85
2019 63.86 28.28
2020 42.18 19.67
2021 69.63 32.38
2022 97.59 48.25
2023 (Upto May) 80.58 41.65

Source: Petroleum Planning and Analysis Cell (PPAC website)
Note: The composition of Indian Basket of Crude represents average of Oman & Dubai for sour
grades and Brent for sweet grade

Figure 2: Crude oil price of Indian basket in the International market
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From the above table it can be seen that the crude oil prices in the Indian Basket were
never stable. It fluctuates every year. In the above 10 years the lowest price was $ 42.14 per
barrel and highest price is $ 106.49 per barrel. The fluctuation rate of crude oil price did not
match with the fluctuation rate of Petrol and Diesel price in India. A comparison between the
movement of crude oil price and Petrol-Diesel price shows that when the global crude price had
been dropped in the year 2014 as compared to 2013, there was a hike in the price of Petrol and
Diesel in India by 1.45% and 12% respectively. In the same way, during the movement of price
from 2015 to 2016, crude oil price dropped by 18.09% but repulsively, the Indian consumers had
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to pay 4.08% more as compared to previous year’s price for Diesel and there was no change in
the price of Petrol. During 2019-20 also there had been a drop of about 34% in the crude oil price
in the international market but the retail price of Petrol and Diesel in India has increased by
6.32% and 5.88% respectively.

Due to pandemic situation of Covid-19, when the whole world was fighting with corona virus,
on 23" of March, 2020 Narendra Modi led government announced complete lockdown all over India.
During this period, the demand for global crude oil had crashed manifestly and as a consequence, the
global crude oil price had dropped significantly. But, Indian consumers did not experience such benefit
of low crude oil price in Petrol-Diesel price in India. Following is the comparison of Petrol-Diesel prices
at Delhi during pre-lockdown and lockdown period in India:

Table 3: Comparison of Petrol-Diesel prices between pre-lockdown& lockdown period

Year
Product 2019 2020

December | November | January | February | March | April | May | June

Crude oil 65.50 62.53 64.31 54.63 33.36 | 19.90 | 30.60 | 40.63
($/bbl)

Petrol (Rs. Per 75.14 74.86 73.27 71.89 69.59 | 69.59 | 71.26 | 80.43
Ltr)

Diesel (Rs. Per 67.96 65.78 66.28 64.51 62.29 | 62.29 | 69.39 | 80.53
Ltr)

From the above table it can be seen that there was a steep fall in the crude oil price from
January to April, 2020 by 69%. In contrast to that Petrol & Diesel price in India had been
reduced only by 5% and 6% respectively. In the same manner, during lockdown from March to
April 2020, when crude oil price had reduced by 40%, there was no change in the Petrol and
Diesel price in India. It means oil marketing companies did not revise the price as per the
international market condition. This is the evidence that consumers do not get the advantage of
low crude oil price in international market in India. Again, comparison between March and May,
2020 shows that in the month of May crude oil price had dropped by 8% but instead of
reduction, there was a hike in the prices of Petrol-Diesel in India. The reason behind this is to
garner additional revenue from petroleum sector, in the beginning of May, 2020 central
government hiked excise duty by Rs.10 per Ltr on Petrol and Rs.13 per Ltr on Diesel.

It means, global crude oil price does not affect much infact, its impact is nil on product
prices of petroleum products in India. Therefore, it is a matter of consideration and to think that
why Petrol-Diesel price in India is unreasonably high? The reason behind this is the taxation
policy of the Government. Despite low crude oil price in global market, due to high tax rate, the
price of Petrol-Diesel is high in India. As per the pricing methodology, government is unable to
influence the price charged by the refineries to the OMCs but it could manipulate the price by
charging comparatively a low tax rate on these products. Though government had claimed that it
never allowed to pass on the burden of increase in international crude oil price to Indian
consumers but during market determined pricing mechanism, heavy tax rates on these products

Eur. Chem. Bull. 2023,12(Special issue 8), 5062



Unpacking the Causes Behind the Soaring Costs of Gasoline and Diesel: Evidence from India

especially Petrol and Diesel, make it equal for the consumers. Government has been providing
subsidy on sensitive petroleum products for more than a decade but it also has been continuing to
tax it heavily. Let us analyze the formulation of the price of Petrol and Diesel with respect to
taxations levied by the both Central and State Governments. The Retail Selling Price (RSP) of
Petrol & Diesel is the total of refinery gate price on landed cost basis, OMC’s Margin, dealer’s
commission and taxes & duties. The following price build up of Petrol and Diesel will give a
clear understanding of how the product prices are determined in India:

Table 4: Price build-up of Petrol & Diesel at Delhi as on 16.06.2023

Price Buildup of Petrol at Delhi effective 16-Jun-23

Elements Unit Petrol  Diesel
Base Price Rs/Ltr  57.15  57.94
Freight etc Rs/Ltr 0.20 0.22
Price Charged to Dealers (excluding Excise Duty and Rs/Ltr ~ 57.35  58.16
VAT)

Add : Excise Duty Rs/Ltr 1990  15.80
Add : Dealer Commission (Average) Rs/Ltr 3.76 2.55
Add : VAT (including VAT on Dealer Commission) Rs/Ltr 1571  13.11
Retail Selling Price at Delhi- (Rounded) Rs/Ltr  96.72  89.62

Source: Bharat Petroleum Corporation Limited (BPCL) official website

The above table gives a clear picture about the components of Petrol and Diesel price
determined at Delhi, India. The price of these products is different from state to state because of
the VAT (Value Added Tax) rate or sales tax charged by the state government. Government
claims to provide subsidies on petroleum products, although it continues to tax it heavily. The
subsidy regime of Petrol and Diesel has been abolished in June, 2010 and October, 2014
respectively.

6.1 Analysis of the Government’s taxation policy on Petrol and Diesel

Apart from the prime cost i.e. cost of Crude oil, there are two more factors which
determine the RSP of Petrol and Diesel. These are VAT (Value Added Tax) charged by state
government and excise duty payable to central government. The following tables show the excise
duty and VAT imposed on Petrol and Diesel for past few years. VAT rate differs from state to
state. For the purpose of the study, VAT rate applicable in Delhi has been taken into
consideration.

Table 5: Excise Duty on Petrol & Diesel

Year Petrol (Rs/Ltr) Diesel
(Rs/Ltr)
2014 17.46 10.26
2015 19.06 10.66
2016 21.48 17.33
2017 19.48 15.33
| 2018 | 19.48 | 1533 |
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2019 19.98 15.83
2020 32.98 31.83
2021 27.90 21.80
2022 19.90 15.80
2023 19.20 15.80

Source: Ready Reckoners published yearly by ppac.gov.in

Figure 3: Excise Duty on Petrol & Diesel
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Table 6: VAT Rate on Petrol & Diesel in Delhi
Year Petrol (Per Ltr) Diesel (Per Ltr)
2015 25% 17.37%
2016 27% 17.37%
2017 27% 17.37%
2018 27% 17.37%
2019 27% 17.37%
2020 30% 17.37%
2021 19.40% 17.37%
2022 19.40% 17.37%
2023 19.40% 17.14%

Source: Ready Reckoners published yearly by ppac.gov.in

Thus, from the above table it can be understood that why prices of Petrol and Diesel are
on a continuous rise in India. Consumers are the burdened with the high fuel prices in India
because of the massive amount of tax imposed on these products which do not allow the
consumers to take the advantage of low crude oil price in the global market. Government charges
high amount of excise duty on Petrol and Diesel which has been increasing year by year though a
negligible drop could be seen in a few years. In the same way, state government also has been
increasing VAT steadily which goes unnoticed. Assam is one of them in which consumers have
to pay high rate of VAT on Petrol and Diesel. In other words, it can be said that to buy one litre
of Petrol or Diesel in India, a consumer has to pay a significant amount of tax which is half of the
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retail selling price of these products. Following table has been given to show how much tax a
consumer has topay on Petrol and Diesel:

Table 7: Total Tax Paid To Buy 1 Ltr of Fuel in Guwahati, Assam

Petrol Diesel

v Excise | Value Total % of Excise | Value Total RSP | % of
€ar | puty | Added | Tax RSP | Tax | Duty |Added| Tax | Rs/ | Tax
(Rs/Ltr) | Tax Paid Rs./Ltr Per | (Rs/Ltr) | Tax Paid Ltr Per

(VAT) | Rs./Ltr Ltr (VAT) | Rs./Ltr Ltr

[0)

2019 | 19.98 15.49 35.47 72.86 49% 15.83 9.69 25.52 85'8 39%
2020 | 3298 [1871 |5169 |B8L06 |64% | 3183 | 1036 |49.09 | 0% |60%
2021 | 27.90 23.99 51.89 103.97 50% 21.80 12.68 34.48 ?6'6 40%
2022 | 19.90 15.71 35.61 96.72 37% 15.80 13.11 28.91 29'6 32%

Source: Ready Reckoner published yearly by PPAC website

Above table clarifies that for every litre of Petrol, consumers have been paying more than
50% -60% tax to both state and central government in last four years. In other words, the actual
cost of petrol after considering everyone’s margin is half of the price consumers pay and the
other half is tax goes to the governments as indirect tax. In case of Diesel also, which the
government claims to be heavily subsidized in past years upto 2014, it is also 40%-60% tax of
the RSP consumers are paying in these past four years. During lockdown in India in 2020-21,
when pandemic situation due to Covid-19 had been prevailing in the country, consumers were
paying almost 50%-60% tax on petrol and 40%-60% tax on Diesel per Ltr to Indian government.
The anomalous fact is that consumers are paying tax on everyone’s margin. Even on the dealers’
margin also government charges tax.

6.1.1 GST (Goods and Service Tax) on Petrol & Diesel

In the present development, two petroleum products i.e. LPG and PDS Kerosene have
been brought under the purview of GST but not Petrol and Diesel which is being a complex issue
of double taxation in almost all parts of the country. The idea of including petroleum products
under GST would be a right decision which will bring competition among the Indian
manufacturing companies. GST is applicable almost on all goods and services but few petroleum
products viz. Petrol, Diesel, Jet Fuel and Natural Gas have not been brought under GST.
Currently, everyone is paying ‘tax on tax’ on every purchase of 1 Litre of Petrol or Diesel
whatever it is. It does not only increase the tax rate but it also boosts the end price of these
products. It induces a question in consumer’s mind that if GST is applicable for both Petrol and
Diesel, will the prices of the two products drop? The answer would be- it would depend on
number of factors such as GST rates, government would levy local tax or not etc. But according
to the present GST regime, an estimation can be made by taking the different slabs of
GST fixed till date. As we know, GST has been structured in a way that essential services and
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items are placed in the lower tax bracket, while luxury services and products have been placed in
higher tax bracket. The GST currently has four slabs- 5%, 12%, 18% and 28% depending on the
necessity of the products. If Petrol and Diesel comes under the roof of GST and all the current
slabs are applied on these two products then, the price of both the products will be lower than the
prevailing price that has been set according to the current tax regime. The forecasted price of
Petrol and Diesel under GST (with four tax slabs) has been shown below by making a
comparison between the two tax regimes.

Table 8: Retail Selling Price (RSP) Per Litre in DelhiAson 16"June, 2023

Petrol (Rs./Ltr) Diesel (Rs./Ltr)
Elements Current GST Regime Current GST Regime
Tax 5% | 12% | 18% | 28% Tax 5% | 12% | 18% | 28%
Regime Regime

Base Price 57.1 | 57.1 | 57.1 | 57.1 579 | 57.9 | 57.9

57.15 5 5 5 5 57.94 4 4 4 57.94
Freight etc 0.20 0.20 | 0.20 | 0.20 | 0.20 0.22 0.22 | 0.22 | 0.22 | 0.22
Price charged to 57.3 | 57.3 | 57.3 | 57.3 58.1 | 58.1 | 58.1
Deslore g 57.35 5 5 5 7| 5816 | % g c | 58.16
Add: Excise
Duty + Road B
Cess as Charged 19.90 -- -- -- - 15.80 - - -
by Central
Government
Add: Dealer’s
commission 3.76 3.76 | 3.76 | 3.76 | 3.76 2.55 255 | 255 | 255 | 255
(Average)
Add: Value
Added Tax
(VAT) (VAT 15.71 - -- - - 13.11 - -- - -
rate applicable
in Delhi
Goods and 11.0 | 171 10.9
Service Tax - 3.06 | 7.33 0 1 -- 3.04 | 7.29 3 17.00
Retail Selling
price (RSP) per 96.72 6‘;'1 GiA 721'1 72'2 89.62 6:;'7 6%'0 7%1'6 77.71
Litre at Delhi
Difference of 325 | 28.2 | 246 | 185 258 | 21.6 | 17.9
price if, GST -- 5 3 1 0 -- 7 5 8 11.91
would have been
applied.

It is observed that if the highest tax slab is applied under GST, it would reduce by
Rs.18.50 and Rs.11.91 from the prevailing price of Petrol and Diesel respectively. The highest
GST slab i.e. 28% is applicable for the luxurious products or services. However, Petrol and
Diesel cannot come under the luxurious products or services category hence, 28% would not be
applicable on these two products. From the above interpretation, it can be understood that though
GST would have made Petrol and Diesel in India cheaper for consumers, but the revenue source
for both the governments (Center and State) would have been adversely affected, as major part of
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the revenue of both the governments comes from the petroleum industry. So, any attempt to
replace the multi-layered tax levied on fuel with a uniform tax regime of GST (One Nation one
Tax) would affect its revenue. In conclusion it can be said that though the other factors affect the
fuel prices in the country but taxes levied by the governments play a significant role in finalizing
the end price of the products.

7. Findings

Pricing of Petrol and Diesel has been a booming topic for analysis and discussion. The
significant part in petroleum pricing is tax regime in which both central and state government is
collecting a massive amount of indirect tax from Petrol and Diesel.India have different tax rates
on petrol and diesel, leading to varying prices across the country. This study has been taken out
to see the pricing issue of fuels from different dimensions. The major findings of the study along
with the answers of the research questions are as follows:

» Why the price of Petrol and Diesel is so high in India, despite low crude oil price in

the international market?

It has been found that the tax imposed on Petrol and Diesel pushes the final price of these
products in India. The study revealed that the Indian consumers are not getting the benefit of low
crude oil price in the global market. Because the fluctuation rate of crude oil price in the
international market does not match with the fluctuation rate of RSP of Petrol and Diesel in
India. It has been seen that to garner additional revenue from petroleum sector, government
increases the tax rates (excise duty and VAT) and keep the price stable when there was a steep
cut in crude oil price in the international market.

» Which tax regime of Petrol and Diesel in India would be better for consumers, current

tax regime or Goods and Services Tax (GST) regime with current rates?

The study revealed that the application of Goods and Service Tax (GST) on Petrol and Diesel in
India would have made the price of these products cheaper for consumers as compared to the
current price rates. In the analysis, it has been noticed that with the highest GST slab also i.e.
28% (though it is not reasonable) Petrol and Diesel price would have dropped by almost 20%
and 14% respectively. Clearly, current tax regime on Petrol and Diesel has been making the price
of these products sky-high in India hence GST regime with current rates would be more
beneficial for the consumers.

8. Conclusion

To get the actual meaning of deregulation, the price of these products must be reduced according to the
international crude oil market. For the sake of revenue collection, not reducing the price of Petrol and
Diesel would not be acceptable. Like other products, price of these products should be uniform
throughout the country by taking away these two products from the current tax regime to the GST tax
regime. This has resulted in a constant debate on whether the government should reduce taxes to provide
relief to consumers or maintain high taxes to generate revenue for developmental projects. Consumers
are affected by the hike in the prices of Petrol and Diesel as it increases the prices of other goods and
services by increasing the transportation and manufacturing costs. Because, manufacturers or producers
always pass production costs on to the consumers hence, consumers face cost-push inflation in the
economy. Overall, the pricing of petrol and diesel remains a contentious issue, with various factors
influencing the final cost to consumers.
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8.1 Implications of the study

This research showed it's implications by shedding light on the factors contributing to the rising
prices of petrol and diesel in India and helped the general public comprehend the reasons behind
it. Additionally, the research offered valuable insights for the government and other stakeholders,
enabling them to make informed decisions and take appropriate actions. It established a clear
connection between the fluctuations in crude oil prices and the subsequent impact on petrol and
diesel prices in India. Besides, this paper also evaluated the current tax regime of these two
products with GST to prove that how bringing Petrol & Diesel under the purview of GST will
benefit the Indian consumers.

8.2 Limitations and Future Directions

Petroleum pricing is a vast subject on a global scale. As pricing of petroleum products is done at
Government level, the researcher had to highly depend on the data published by the Ministry of
Petroleum and Natural Gas, Government of India for the price of crude oil, petrol and diesel. The
study is confined only to two products i.e. petrol and diesel hence the findings of the study
cannot be generalized for other petroleum products. The pricing methodology of rest of the
products of this industry has been ignored in this study which could be considered as further
scope for research in this sector. As currently Petrol and Diesel is out of GST regime, further
study can also be carried out on forecasted impact of applying GST on Petrol and Diesel on
Government’s revenue.
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