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During my recent trip to India, I met with Hemen Modi, head of investor relations at

Reliance Industries, the second largest company in India, in terms of both market cap

and revenue generation. My meetings also included representatives from other leading

energy companies and their analysts. My goal from these meetings was to understand what

declining and low global crude oil prices mean for India, its economy, its consumers,

its Energy sector and companies in that sector. Below I highlight some of my research

and findings.   Low Oil Prices Benefiting    Retail as Well as    Fiscal Revenues

Between June 2014 and now (roughly the same period as the Narendra Modi government in

India), crude oil prices fell globally from a peak of ~$107 a barrel to $36 a barrel.1

This has benefited India. Let’s break down the benefits into two components: retail and

fiscal. Let’s look at retail-side savings first. During the aforesaid period, retail

prices of diesel fell from $3.34 to $2.62, while the price of gasoline dropped from

$4.16 to $3.49 (in New Delhi). With an approximate total annual consumption of 20.5

billion gallons of diesel and 7 billion gallons of gasoline, the total gain to the

consumer works out to around $19.3 billion annually.2 Thus, the decline in oil prices

empowers consumers by giving them $19 billion annually to save or spend elsewhere. For

an economy that is driven vastly by consumption expenditure , decline in oil prices has

been a big windfall. Now, although global oil prices fell from $107 to $36, which is

roughly a two-thirds drop, retail prices of oil in Delhi fell nowhere close to two-

thirds. This is where the fiscal benefit comes into the picture. Since June 2014, as

global crude prices were falling, Modi’s government increased the excise tax on diesel

from $0.21 to $0.69 per gallon and $0.55 to $1.13 per gallon for gasoline. Thus, at a

time when the government’s revenues should have gone down due to a drop in oil prices,

they actually went up three times for diesel and twice for gasoline.

 Empowering

Consumers & Generating Fiscal Savings/Revenue     While some may argue that the

complete benefit of lower oil was not transferred to the consumer, this was a sound

economic decision by the Modi government. Before 2014, oil prices in India were heavily

regulated, and there was a substantial burden on the state exchequer to provide
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subsidies and keep oil prices low. Modi’s government deregulated oil prices in October

2014. Far from being a drain, oil has become a cash cow for revenue generation for

government as well as putting more dollars in consumers’ pockets.   Low Oil Prices a  

Boon for India’s Refining-Dominated Energy Sector Now that we have established the

benefits of lower oil prices for the retail and fiscal sides, let’s look at the third

leg of the economy that is corporate India. India’s Energy sector is dominated by mid-

and downstream companies (oil transportation or refining companies and not oil producers

or explorers). About 75% of Energy-sector earnings are attributed to

refiners/transporters, while only roughly 25% is attributed to upstream or oil

explorers/producers. Falling oil prices have meant cheaper input costs for oil refining

while demand has stayed robust. Reliance Industries, which runs world’s biggest oil-

refinery complex in Gujarat, reported its third quarter fiscal year 2016 results in

January 2016, and its profits reached their highest level in eight years. The WisdomTree

India Earnings Index has around 18.75% exposure to the Energy sector in India compared

to the MSCI India Index, which is under-weight Energy at 10.10%.3 The chart below

highlights declining global crude oil prices and simultaneously improving profit margins

for the two big refining companies from India. Profit margin is a measure of the

profitability of a company, and an increase implies more profits being generated for

shareholders. Reliance Industries is the single biggest exposure in WisdomTree’s India

Earnings Index at 10.8%, while BPCL’s exposure is roughly 1%.4   Improving Margins—Oil

Refining Companies  

Thus, declining global crude oil prices have resulted in increasing profit margins or

profitability for big Energy-sector companies, which are dominated by refiners. In fact,

Reliance’s gross refining margin at $11.5 per barrel was above $11 for the first time in

seven years. Energy, oil and gas is a key sector in India’s economy and is anticipated

to be worth $140 billion in 2015.5 India’s economic growth is very closely related to its

energy demands. Thus, as India’s much-talked-about gross domestic product (GDP) growth

rate overtakes China’s growth rate, the need for energy is projected to grow manifold,

making the sector apt for investments. Further, Modi’s government has allowed 100%

foreign direct investment in many segments of the sector, including petroleum products,

refineries and natural gas. We believe declining oil prices, along with smart policy

actions, have re-energized all three pillars of India’s economy: retail, fiscal and

corporate. As global supply continues to put downward pressure on oil prices, India

could be an outlier in emerging markets to benefit. Further, if India is set to grow at

more than 7.5% (GDP YoY),6 WisdomTree believes investors would be well served by over-

weighting the Energy sector, which could be a propellant in rocketing the economy

forward.     For current holdings of the WisdomTree India Earnings Index, click here.  

      1Source: Bloomberg. 2Sources: Bloomberg, IEA, as of 3/28/16. 3Source: WisdomTree,

as of 3/28/16. 4Source: WisdomTree, as of 3/28/16. 5Source: Indian Brand Equity

Foundation, as of 3/28/16. 6Source: IMF, as of 3/28/16.
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Important Risks Related to this Article

Investments focused in India increase the impact of events and developments associated

with the region, which can adversely affect performance. 

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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Market Capitalization   : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.

Fiscal Policy   : Government spending policies that influence macroeconomic conditions.

These policies affect tax rates, interest rates and government spending, in an effort to

control the economy.

Excise Tax : an indirect tax charged on the sale of a particular good.

MSCI India Index    : A market capitalization-weighted index designed to measure the

performance of the Indian equity market.

Profit margins   : Net income divided by total sales. Higher values indicate a greater

fraction of each dollar of sales being left to the firm and its owners after expenses

are accounted for.

Foreign direct investment (FDI) : An investment made by a company or entity based in

one country into a company or entity based in another country.
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