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As we approach the end of 2014, one of the year’s biggest stories has been the declining

price of oil. On June 20, 2014, Brent was at nearly $115. On November 13, 2014, it fell

below $78, a cumulative decline of over 32%.1 Through November 13, 2014, India’s

equities, measured by the BSE Sensex, had appreciated more than 30%.2 That is in an

environment where broad emerging market equities3 have been basically flat.   India:

World’s Fourth-Largest Oil Consumer   4 The bottom line: India uses a lot of oil, but

it has very limited oil resources. The country depends on oil imports for more than 70%

of its oil needs.5 We believe that, as the price of oil falls, India’s economic growth

prospects—and by extension, equity market performance—may improve.   Historical Study:

3-Month 20% Brent Oil Price Declines and SENSEX Performance The table shows price

declines of at least 20% over a three-month period in the price of Brent , since the

liberalization of India’s equity markets, and the corresponding three-month performance

of the BSE SENSEX.  •

Eleven Declines of 20% of More:      Since India’s equity markets liberalized in 1991,6

there have been 11 three-month periods where the price of Brent oil has dropped by 20%

or more. On eight of these occasions, the following three-month period for the BSE

SENSEX delivered a positive return. The average return of all 11 periods was nearly 17%.

  • Since August 13, 2014, Brent Oil Has Dropped More Than 25%: While we can never

know what the future will bring, we can indicate the historical relationship that

India’s equity markets have had with the price of Brent oil. India’s equities could

therefore warrant a closer look.   Quantifying the Connections between India & Oil

Prices • Oil Prices to India’s Gross Domestic Product (GDP): A variety of studies
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have attempted to identify a predictive relationship between the price of oil and the

rate of India’s GDP growth. One recent study indicates that, for every $10 drop in the

price of a barrel of oil, India’s GDP increases by 0.1%7. While it’s difficult to

determine a cause with that degree of precision for the GDP growth rate of an emerging

market economy, given that India imports an average of about 2.6 million barrels of oil

per day8, the savings can certainly be substantial when oil prices drop.   • Oil Prices

to India’s Inflation Rate: Among emerging markets, India is known for stubbornly high

inflation. At the beginning of 2014, the year-over-year change in India’s consumer price

index was about 10%.9 As of the end of September, this measure was below 6.5%10 —a

significant decrease. India imports more than 70% of the oil that it needs, and oil has

a 9.5% weight in India’s CPI.11   Conclusion: A Lower Oil Price Helps India Manage

Its Twin Deficits While all of the relationships we’ve outlined between India and the

price of Brent oil are certainly important, the most important could very well have to

do with India’s “twin deficits.” India is known for having a significant current account

deficit, which stems largely from its need to import oil. India also is known for having

a particularly stubborn fiscal deficit, which stems largely from its need to subsidize

fuel prices for its citizens.   A lower price of oil can mitigate both of these issues,

thereby allowing Prime Minister Modi’s government greater flexibility to pursue other

important reforms.         1Source for intro paragraph: Bloomberg, with data through

11/13/14. 2Source: Bloomberg; period measured is 12/31/13 to 11/13/14. 3Refers to MSCI

Emerging Markets Index; performance measured from 12/31/13 to 11/13/14. 4Source: “India

Analysis Report,” U.S. Energy Information Administration, 7/26/14. 5Source: Nidhi Verma,

“India Ends Diesel Controls, Raises Gas Prices,” Reuters, 10/18/14. 6Source: Jyotivardhan

Jaipuria, et al., “Falling Crude Prices = Good Days Ahead,” Bank of America Merrill

Lynch, 10/20/14. 7Source: N. Madhavan, “Are Low Crude Oil Prices Here to Stay?” Forbes

India, 11/3/14. 8Source: “The Future of the Indian Rupee Is Tied to Oil Imports,”

Knowledge @ Wharton, 11/15/14. 9Source: Bloomberg, as of 12/31/13. 10Source: Bloomberg,

as of 9/30/14. 11Source: “The Emerging Markets Weekly: Summer Smog,” Barclays, 7/17/14.

Important Risks Related to this Article

Investments focused in India are increasing the impact of events and developments

associated with the region, which can adversely affect performance. Investments in

emerging, offshore or frontier markets are generally less liquid and less efficient than

investments in developed markets and are subject to additional risks, such as risks of

adverse governmental regulation and intervention or political developments.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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DEFINITIONS

Generic 1st Brent Crude Oil Contract       : An index created from continuously rolling

generic or the immediate 1st month oil contract. It is supposed to closely reflect

historical prices of crude oil in the market.

BSE Sensex 30 Index     : A market capitalization-weighted index designed to measure the

performance of 30 large, established firms listed on the Bombay Stock Exchange that

represent the industries of India’s economy.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Inflation : Characterized by rising price levels.

Consumer Price Index (CPI)     : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.

Current account deficit    : Situation where a country has a greater level of imports

than exports.

Fiscal deficit : Situation where government spending exceeds government revenue.
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