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Crude boost for India Inc
as global oil demand dips

Crude-dependent sectors such as aviation likely to gain from price drop

Utpal Bhaskar
utpal.b@livemint.com
NEW DELHI

he sluggish Indian
economy  and
industries that are
heavily dependent
on crude oil such as
aviation, shipping, road and
rail transportation are likely to
gain from a sudden drop in
crude oil pricesdue to the cor-
onavirus epidemic in China,
the world’s biggest oil
importer, said economists,
chiefexecutives and experts.

With various industries
realigning their strategy amid
energy demand forecasts
beingslashed due to the coro-
navirus outbreak, major oil
importers such as India are
seeking to drive a better bar-
gain. India is the world’s third-
largest oil importer and the
fourth-largest buyer of lique-
fied natural gas (LNG).

The oil market is currently
facing a situation called con-
tango, wherein spot prices are
lower than futures contracts.

“Estimatesby several agen-
cies are suggesting that Chi-
nese QI crude demand will be
down by 15-20%, resultingin a
contraction of global crude
demand. This is reflecting in
the prices of crude and LNG,
which are both benign for
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India. This will Industries are have cut global oil
help India in its realigning their demand growth
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parameters by energy demand thebcorﬁnavirus
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rent account defi- forecasts being “Sectors such
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stable exchange virus outbreak paints, ceramics,
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sequently infla-
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tion,” said Debasish Mishra,
partner at Deloitte India.
The International Energy
Agency (IEA) and the Organi-
zation of the Petroleum
Exporting Countries (Opec)

would benefit from a benign
price regime,” Mishra added.

Indiaisakey Asian refining
hub, with aninstalled capacity
of more than 249.4 million
tonnes per annum (mtpa)
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through 23 refineries. The cost
of the Indian basket of crude,
which averaged $56.43 and
$69.88 per barrel in FY18 and
FY19, respectively, averaged
$65.52 in December 2019,
according to data from the
Petroleum Planning and Anal-
ysis Cell. The price was $54.93
a barrel on 13 February. The
Indian basket represents the
average of Oman, Dubai and
Brent crude.

“In the past, benign oil price
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Cheer for Indian companies as crude prices decline over China coronavirus epidemic
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has seen airline profitability
improving significantly,” said
Kinjal Shah, vice president of
corporate ratings at rating
agency ICRA Ltd.

Amid an economic slow-
down, India’sair travel indus-
try sawa 3.7% passenger traffic
growth in 2019 to 144 million
passengers.

“This could be a good time
forairlines to make up for the
losses. Airlines can use this to
recoup losses, while travellers
can use this moment to plan
fortravel as the costof airtick-
ets would become more
pocket friendly,” said Mark
Martin, founder and CEO at
Martin Consulting Llc,anavia-
tion consultant.

The outbreak of coronavi-
rusin Chinahas forced energy
firms there to suspend deliv-
ery contractsand reduce out-
put. This has impacted both
global oil prices and shipping

rates. Trade tensions and a
slowing global economy also
have an overhang on energy
markets.

Officials at the Indian
Chemical Council,an industry
body, said India depends on
China for chemicals across the
value chain, with that coun-
try’sshare inimportsranging
from 10-40%. The petrochem-
ical sector serves as the back-
bone for various other manu-
facturing and non-manufac-
turing sectors such as
infrastructure, automobile,
textiles and consumer dura-
bles.

“Awide variety of raw mate-
rial and intermediaries are
imported from China.
Though, so far, companies
importing these are not signif-
icantly impacted, their supply
chain is drying up. So, they
may feel an impact going for-
ward if the situation does not
improve,” said Sudhir Shenoy,
country presidentand CEO of

Dow Chemical International
Pvt. Ltd.

This may benefit domestic
producers of rubber chemi-
cals, graphite electrodes, car-
bonblack, dyesand pigments
aslower Chinese imports may
force end-consumers to
source them locally.

Lower crude prices also
bring good tidings to the gov-
ernment’s exchequer amid a
revenue shortfall and a bur-
geoning fiscal deficit. Given
the tepid growth in revenue
collections, finance minister
Nirmala Sitharaman, while
presenting the Union budget,
invoked the escape clause to
take a 50-basis point leeway in
the fiscal deficit for 2019-20,
taking the revised estimate to
3.8% of GDP.

RBI governor Shaktikanta
Dason Saturday said declining
oil prices would have a positive
impactoninflation. “The main
spike is coming from food
inflation, that is, vegetables
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While the spike in crude prices due to tensions between the US
and Iran was short-lived, the coronavirus outbreak and imminent
output cut by Opec have introduced an element of uncertainty.

and protein items. Core infla-
tion has slightly edged up
because of revision of telecom
tariffs,” he added.

Weighed down by adecline
in the manufacturing sector,
India’s factory output con-

tracted in December, while
retailinflation accelerated for
thesixth consecutive month in
January, raising doubts about
the recovery process of the
fledgling economy. India’s
economic growth is estimated

by the National Statistical
Office to hit an 11-year low of
5% in 2019-20 on the back of
sluggish consumption and
investment demand.

Madan Sabnavis, chief
economist at CARE Ratings,
said lower oil prices have been
ablessing forIndia. “However,
upward pressure cannot be
ruled out, with some cuts
expected by Opec and other
exporting countries. There-
fore, we need to focus on how
toincrease exportsand look to
leverage the cause of lower oil
prices, that is, coronavirus,
and push our goods to China,
while looking for alternatives
tosuppliers on imports. Fortu-
nately, due to steady capital
flows, pressure onthe rupeeis
notanissue,” he added.

Concerned about the oil
demand situation, Opec may
advance its 5-6 March meet-
ing, with its technical panel
recommending a provisional
cuttothe Opec+arrangement.

“Due to the healthy trade
imports from the East, the
impacton containerportslike
JNPT (Jawaharlal Nehru Port
Trust) will be high, while the
impacton Mundraportwill be
limited,” said Jagannarayan
Padmanabhan, director and
practice lead of transport and
logistics at Crisil Infrastruc-
ture Advisory. “The flip side is
that some of the manufactur-
ing may shift from China to
India temporarily.”

While the spike in crude pri-
ces due to rising tensions
between the US and Iran was
short-lived, the coronavirus
outbreak and imminent out-
put cut by Opec countries have
introduced an element of
uncertainty.

“Though the oil prices are
low, the exchange rate (rupee
against the dollar) is rising,
whichisalsoleading to higher
costs. We are comfortable
when rupee is about 65-70
against the dollar. Since alarge

part of our expenses, including
that foraviation fuel, is paid in
dollar terms, foreign exchange
is an important aspect of our
costs,” a senior executive at a
New Delhi-based budget air-
line said on condition of ano-
nymity.

To be sure, arebound in oil
demand could again stoke pri-
cesthatcould faninflation and
hurt demand.

Higher oil prices also have
an indirect impact through
higher production and trans-
portation costs and exert
upward pressure on food infla-
tion. Any effort to cushion the
burden on consumers by low-
ering the excise duty on petrol
and diesel would hamper reve-
nue collections.

Ravindra Sonavane, Kal-
pana Pathak, Asit Ranjan
Mishra, Shreya Nandi, Rhik
Rundu, Navadha Pandey and
Gireesh Chandra Prasad con-
tributed to this story.



