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MaRKet inSight
IndIa’s natIonal BanK’s new restrICtIons are shIftIng the 
methanol marKet dynamICs

After the Reserve Bank of India (RBI) released a circular 
detailing the discontinuation of letters of undertaking 
(LOUs) and letters of comfort (LOCs) for all Indian 
banks on 13 March, domestic ex-tank prices in the west 
coast of India saw large volatility. 

Prices surged from India rupees (Rs) 26.25/kg ex-tank 
India on 12 March to Rs30.13/kg ex-tank India on 19 
March before softening rapidly to Rs28.50/kg ex-tank 
India on 23 March.

Market participants attributed different reasons to the 
sharp uptrend in prices during the week ending 16 
March, such as rising prices in the key China market, 
and a delay in vessel discharges caused by port 
constructions and dredging. However, most market 
players said the main reason for bullish sentiment was 
the circular from RBI on 13 March. Speculations arose 
and created a mini-panic situation among buyers. 
Sellers took advantage and raised their offers repeatedly 
to recoup previous losses, as they were still holding on 
to high-priced materials. 

A price correction was then seen in the following week, 
as differing opinions were heard among the Indian 
importers on the situation. One group did not expect 
much fallout, with only the smaller, less established 
importers with bad credit history affected, while the 
larger importers would still be able to obtain their LOCs 
and finance their purchases. They also did not expect 
the restriction to be in place for long, as they felt that 
RBI would lift it once it had completed its investigation 
into the recent $2bn bank fraud. “Local Indian banks 
depend heavily on the issuance of LOUs and LOCs 
for their businesses, so RBI will have to remove the 
restriction soon,” an Indian importer said. 

Other importers were pessimistic as they felt that this 
restriction would have widespread repercussions across 
the entire Indian trade industry, not just the methanol 
industry. All importers, large or small, should see their 
costs raised and cash-flow plans disrupted by this 
sudden announcement. They would have to secure 

how will asian methanol markets be impacted by the India national bank’s restriction on letters 
of undertaking (loUs) and letters of comfort (loCs)? 

alternative methods to complete their international 
purchases, such as obtaining LOCs or giving cash 
in advance. Most importers would likely have to ask 
for longer credit terms in their negotiations from local 
branches of foreign banks, as it is harder now for them 
to secure cash flows from local state banks. For the 
moment, they were unable to say how much higher their 
interest and costs would be. “I estimate the interest 
costs to increase by 1.5-2% per transaction,” a major 
importer said previously.

Some market participants said that the effects had not 
become apparent yet as businesses wound down ahead 
of the end of the financial year at the end of March. 

More than a month after the RBI announcement, most 
Indian players in the methanol market had accepted the 
restrictions were here to stay for the time being. 

Domestic prices in April were not influenced by the 
restrictions, but by more common factors such as 
port inventory levels and import prices in other Asian 
countries, especially China. 

However, the effects of the restrictions could be felt in 
other ways besides methanol prices. Many overseas 
sellers stated that Indian importers started requesting 
longer L/C duration during their spot discussions. While 
typical L/C durations range from at sight to 30 days, 60 
days and 90 days were more commonly requested since 
the restrictions were in place. “Some buyers even asked 
for 120 days,” a Middle-Eastern seller said. 

Major importers also said that the prediction of higher 
interest costs had come true, as buyers now had to seek 
alternative loan instructions which come with higher 
interest. “While interest costs were previously at 3% 
on average per transaction, now they had ballooned to 
4-4.5%,” a major importer said. Other importers echoed 
this observation.

Smaller importers faced a different problem due to the 
restrictions. Some who did not have good credit ratings 
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with the banks found it more difficult to obtain loans 
while others with less credit limits found their cashflows 
severely limited. 

This became even more apparent among Indian buyers 
who hoped to buy from Iranian producers, the largest 

source of methanol imports into India at 85-90% of the 
market share. 

Unlike other producers, Iranian producers do not accept L/C 
payments and only advance payments, hence this group of 
buyers would not be able to make those payments. 
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