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Key Takeaways

* India’s energy transition is not only an environmental decision, but an economic one. Scaling
renewable energy lowers input costs and improves manufacturing competitiveness, reduces exposure
to climate-related trade and regulatory costs, and strengthens resilience to external energy shocks—
together supporting long-term corporate performance.

* Energy resilience is now a material macroeconomic risk and a core investment consideration
for India. The recent EU-India Summit engagement and progress on trade discussions have
highlighted energy exposure and carbon-linked trade risks as increasingly relevant to the
subcontinent’s macro and investment outlook.

* High oil import dependence supports the case for diversification. India imports over 85% of its

oil, with roughly 40% sourced from Russia in 2024, reinforcing sensitivity to geopolitical disruption and
global price volatility. Recent US—India tariff progress could modestly ease barriers to bilateral energy
trade, strengthening the case for diversification toward US supplies and improving India’s resilience to
external shocks.

As the world’s fastest-growing major economy and home to almost 1.5 billion people, India has built
energy networks and infrastructure that are increasingly central to sustained economic growth and
industrial development. Rapid urbanization, industrial expansion and rising household demand are
placing renewed urgency on power efficiency and the development of scalable, sustainable, power-
generation solutions.

The Russia—Ukraine war re-routed global energy flows and oil price volatility, sharpening attention to
India’s depending on imported crude. More broadly, oil price shocks have a material impact on gross
domestic product (GDP) growth. In the United States, a US$10 increase in oil prices is estimated to
reduce GDP growth by up to 40 basis points'—despite the fact that oil imports account for only 35% of
total consumption.2 By contrast, India imports more than 88%?3 of its domestic oil consumption, leaving
the economy far more exposed to external price shocks and supply disruptions.
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As a result, we could see value industries—from cement and asphalt firms to rail and rail signaling
equipment companies—benefit as countries upgrade roads, bridges and railways to allow for the
easier movement of troops and equipment, potentially leading to faster longer-term economic
growth.

From fossil dependence to green ambition

India’s energy mix remains anchored in fossil fuels and supported by imports. This month’s US-India
trade breakthrough, which cut reciprocal tariffs and was accompanied by commitments from India to
boost purchases of US energy supplies—including higher imports of American crude, liquified
natural gas, coal and oil together supply about 70% of total energy, 4 while oil imports account for
88% of domestic oil consumption.5 Minimal domestic production has led India to become the third-
largest energy importer globally,® leaving the economy exposed to geopolitical disruption and
global-fuel price volatility. Strengthening energy diversification is therefore critical.

The International Renewable Energy Agency (IRENA) estimates that alignment with the Paris
Agreement under the United Nations Framework Convention on Climate Change (UNFCCC) could
lift global GDP by an average of 1.5% annually and generate 40 million additional energy-sector
jobs by 2050. Against this backdrop, India has set ambitious targets to expand renewable
generation, aiming for energy independence by 2047 and net-zero emissions by 2070.7

As India approaches the Union Budget 2026, policy is expected to focus on green energy
manufacturing and sustainable industrial transformation. Anticipated fiscal incentives, such as group
tax consolidation regimes and direct tax relief, are intended to create a more favourable economic
environment for sustainability innovation. In addition, the government is pursuing a more targeted
commitment to produce green energy set out by the National Green Hydrogen Mission, which
targets 500 gigawatts (GW) of non-fossil electricity capacity by 2030 and positions green hydrogen
as a viable alternative in hard-to-abate industrial sectors.8 In the context of COP28'’s pledge to triple
global renewable capacity to 11,000 GW by 2030, India’s proposed expansion represents a
meaningful contribution to global decarbonization efforts green hydrogen as a viable alternative to
fossil fuels in hard-to-abate industrial sectors.®

Implications of the green transition

We propose that India’s energy transition has three important investment implications: cost-
competitiveness, reduced regulatory costs, and a greater resilience to energy shocks.

1. Cost competitiveness for manufacturing and industry

Once viewed as a capital-intensive alternative to fossil fuels, green energy is quickly emerging as an
affordable source of power. On a levelized cost of energy (LCOE)'° basis, 91% of newly
commissioned utility-scale renewable capacity now delivers electricity at a lower cost than the
cheapest new fossil fuel-based alternative.' This cost advantage translated into an estimated
US$467 billion in avoided fossil fuel expenditure globally in 2024, with further savings expected as
innovation accelerates.'? In India, the National Green Hydrogen Mission alone is projected to reduce
fossil-fuel imports by over €11.4 billion by 2030 and create 600,000 jobs in this time.'® As the green
energy sector develops, we believe India’s transition represents a structural economic opportunity.
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Source: “Renewable Power Generation Costs in 2024.” International Renewable Energy Agency (IRENA). Analysis by Franklin
Templeton.

2. Reduced future regulatory and trade-related costs

Beyond improving near-term cost competitiveness, we believe the use of renewable energy also
strengthens the long-term positioning of India’s manufacturing sector by reducing exposure to
increasingly stringent global trade regulations. A clear example is the European Union’s (EU’s)
Carbon Border Adjustment Mechanism (CBAM), which places a carbon price on imports of carbon-
intensive goods entering the EU. While emissions reporting requirements have applied since 2023,
this year marks the first for full implementation. 4

CBAM was not formally addressed in the EU-India trade agreement concluded in January, as it
remains a unilateral EU climate policy outside the scope of negotiations agreement included a €500
million EU pledge over the next two years to support emissions reduction and clean-energy
adoption. This cooperation provides India with an important window to prepare its manufacturing
base for CBAM-related costs, reinforcing the need to scale renewable power generation to preserve
export competitiveness.

While implementation will be gradual, initial charges will target products with a high chance of
carbon leakage. For India, with significant production in listed sectors such as iron, steel and
cement, this has direct implications for its export-orientated industries. Estimates suggest that
CBAM could increase costs for Indian steel manufacturers by approximately €551 million by 2034.15
As carbon quietly becomes a trade barrier, access to clean energy is essential for Indian firms to be
able to align with existing trade requirements and proactively prepare for more stringent climate-
linked regulation in the future.
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3. Greater resilience via lower exposure to imported energy shocks

A further investment implication of India’s green energy transition presents an opportunity to attain
greater economic resilience through reduced exposure of global energy shocks. A high dependency
on imported oil has historically exposed India to geopolitical trade-offs in periods of global
disruption. Following the advent of the war in Ukraine, crude prices rose to almost US$120 per
barrel,'® prompting India to sharply increase imports of discounted Russian oil from around 1% to
2% of total crude imports prior to the conflict to 40% in 2024."7 While this strategy helped to contain
energy costs, it attracted increased international scrutiny and resulted in a brief 50% tariff hit from
the United States. To avoid future geopolitical trade-offs, domestic energy production can act as a
powerful hedge against external energy shocks. Additionally, for domestic firms, a stable energy
supply translates into more predictable operating costs, improved margin stability, and greater
confidence in long-term capital investment decisions.
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Recent engagement through the EU-India Summit and renewed momentum in free-trade
agreement discussions have sharpened investor focus on India’s energy exposure and economic
resilience firmly.

This represents not only an environmental consideration, but a structural shift with tangible
investment implications. We believe India is responding with the right policy framework, one that
simultaneously improves cost competitiveness, reduces exposure to carbon-linked trade and
regulatory pressures, and enhances resilience to external energy shocks, while also providing a
meaningful source of domestic economic stimulus. Together, we believe these dynamics should
support more durable corporate earnings at a time when India’s earnings-per-share growth is
projected to remain in double-digit territory this fiscal year.18

These opportunities across India’s power and renewable energy supply chain are emerging at a
time when the equity valuation gap versus broad emerging markets is also at its narrowest in five
years (See chart above). As such, in our view, India continues to be an appealing long-term

allocation within EM portfolios.

Endnotes

© © NS gk w2

Source: T. Slok. “Higher Oil Prices Magnifying the Ongoing Stagflation Shock.” Apollo Academy. 2025

Source: “US Oil Imports 2025: What Percentage Comes from Abroad?” Elchemy. 2025.

Source: “Revisiting the Oil Price and Inflation Nexus in India,” RBI Bulletin, Reserve Bank of India. July 23, 2025.

Source: International Energy Agency. 2025.

Source: “Revisiting the Oil Price and Inflation Nexus in India,” RBI Bulletin, Reserve Bank of India. July 23, 2025.

Source: International Energy Agency. 2025.

Source: “National Green Hydrogen Mission.” New and Renewable Energy Department, India. Government of Haryana, 2024.
Ibid.

Sources: COP28, 2023, COP28: Global Renewables And Energy Efficiency Pledge.

10.  Note: The LCOE of an energy-generating asset can be thought of as the average total cost of building and operating the asset per unit of total electricity generated over an
assumed lifetime.

11. Source: “Renewable Power Generation Costs in 2024.” IRENA.

12.  Ibid.

13.  Source: India Green Hydrogen Organisation.

14.  Source: Carbon Border Adjustment Mechanism. European Commission. 2023.

15.  Source: “CBAM may cost Indian steel exporters €551 million by 2034: Report, ETManufacturing.” Economic Times.

16.  Source: Trading Economics, 2025.

17.  Ibid.

18.  Source: India Outlook 2026, Templeton Global Investments, 2025, India-Outlook-2026 _earnings-recovery-policy-tailwinds.pdf

5 Powering growth: Why energy resilience matters for India’s investment outlook


https://franklintempletonprod.widen.net/content/ryqeapcjdn/pdf/India-Outlook-2026_earnings-recovery-policy-tailwinds.pdf

WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss of principal. International investments are subject to special risks, including currency
fluctuations and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging markets.

Investments in companies in a specific country or region may experience greater volatility than those that are more broadly diversified geographically. The
government’s participation in the economy is still high and, therefore, investments in China will be subject to larger regulatory risk levels compared to many
other countries.

Investment strategies that incorporate the identification of thematic investment opportunities may be negatively impacted if the investment manager does
not correctly identify such opportunities or if the theme develops in an unexpected manner.

Commodity-related investments are subject to additional risks such as commodity index volatility, investor speculation, interest rates, weather, tax and
regulatory developments.
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