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"If you really look closely, most overnight successes took a 
long time.” – Steve Jobs. 

 
 

It’s a pleasure to reconnect with you through our quarterly publication ‘India Grass Roots’. India Grass 

Roots (IGR) focuses on providing its readers with the necessary insights when contemplating, assessing 

or understanding the impact of an investment in the capital markets of India’s fast growth economy. 

In the eighth issue of IGR, we reflect on 

1. Resignation of Reserve Bank of India Governor Mr. Urjit Patel. He resigned with immediate 

effect before the end of his term in early December 2018 citing personal reasons. The 

resignation came at a time when tension was brewing between the RBI and the government 

over a few key issues. This raised questions about the central bank autonomy in India. This was 

handled by appointment of Shaktikanta Das as the new RBI governor; and 

 

2. The loss of Modi-led government in recent state legislative elections.  It was a major political 

setback for Bhartiya Janta Party (BJP) in the three election states of Rajasthan, Madhya Pradesh 

and Chandigarh. The reason behind this loss can be attributed to anti-incumbency. 

Crude oil prices reached a four-year high of more than US$80 per barrel in October 2018. This meant a 

higher import bill, an increase in the current account deficit and depreciation of the currency for India. 

Due to a decision by the OPEC and non-OPEC countries to increase crude oil production, the oil price 

softened to US$56.55 per barrel in December 2018. This is a big positive for India, being the third largest 

importer of oil in the world. We discuss ‘Fall in Crude Oil Price’ in Section 2. 

Robust consumption and industrial demand and initiatives by the Modi Government have provided strong 
and sustainable growth opportunities for Indian corporates. In Section 3, we illustrate these thematics 
through two of our portfolio companies, Indian Oil Corporation and ICICI Bank.  
 
One of the key propositions of our business is built on locally based Indian asset managers having a 
significant intellectual property advantage due to their understanding of local market networks, the 
mentality of local business founders and deeper knowledge of the competitive ecosystem that listed 
companies in India operate within. Section 4 looks at the stock preferences of India’s local asset managers. 
 
Section 5 provides a snapshot of India’s economy. However, we believe the macro rhetoric is widely 
discussed and is provided only for reference and to give some context to our broader themes. 
 
Finally, we also seek to provide investors with the relative positioning of India compared with other key 
emerging and developed economies. Section 6, the last section in this note, provides a bird’s eye view of 
India within a global context. 
 
We would appreciate your feedback on the content and quality of this publication.  
 
Please feel free to write to us at info@indiaavenueinvest.com if you have any questions. 
 

mailto:info@indiaavenueinvest.com
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Section 1: Synoptics 
 

1. RBI Governor Urjit Patel resigns before term end  

 

“Financial Stability is important, and it is important for the government to heed 

that.” – Former IMF Chief Economist Maurice Obstfeld. 

  
The Reserve Bank of India Governor, Urjit Patel resigned from his post in early December 2018 with 
immediate effect citing personal reasons. The RBI Governor left his position midway through his three-
year term, the term was to end in September 2019. The resignation came at a time when tension has been 
brewing between the Indian Government and the Central Bank.  In recent times, the relationship between 
RBI and the Government has turned frosty over a few key issues such as elaborated below: 
 

• One of the issues of difference is the appropriate level of capital on the central bank’s balance sheet. 
the RBI thinks that the reserves need to be strong to deal with any risks that may emerge in the 
economy. The Government believes that the methodology used by RBI to arrive at requisite level of 
reserves is conservative and comprises of an excess capital of INR 3.6 lakh crore (AU$71bn). As a 
result, the Central Bank has formed a committee under a former Governor Bimal Jalan to decide the 
appropriate level of reserves that the regulator should hold.  

 

• The second issue is the Prompt Corrective Action, a tool used by RBI to prevent financially weak banks 
from getting weaker. In April 2017, the RBI introduced a revised prompt corrective action and since 
the eleven banks have reported a net loss of INR 69,325 crore (AU$14bn) between June 2017 to 
September 2017. The banks continue to face large losses, slow growth and top-up on provisions 
against their large pool of stressed assets. Government thinks imposing curbs on lending will hinder 
the flow of credit to the economy. However, the RBI argues that allowing these banks to lend heavily 
is injudicious and opines that the gap left by these lenders is being filled by private banks. 

 

• Another issue is Government seeks to dilute Basel III norms that require the capital to (weighted) 
assets ratio at 9%, down to 8%. The Government opines that India has prescribed capital norms that 
are tougher than many countries and dilution could help banks save INR 55,000 crore in capital 
(AU$11bn). However, RBI has argued that stronger capital norms are essential to ensure the strength 
of the Indian bank balance sheet.  

 

• In addition, the Government wants the new stressed asset framework issued in a circular on Feb. 12 
which requires banks to start resolution of accounts after even one day of default to be diluted, except 
some sectors like power. The concern is that the power assets may not have much demand and the 
liquidation of a large amount of power capacity is not in the interest of the economy. However, Deputy 
Governor of the RBI thinks it would be appropriate to set up a national asset reconstruction company 
to hold on to these assets and sell them at an appropriate time. 

 

• The issues pertain to the extent of RBI’s response to the conditions being faced by the non-banking 
financial companies. The central bank has infused INR 36,000 crore (AU$7bn) in October through open 
market operations and planned to pump in INR 40,000 crore (AU$8bn) in November 2018. However, 
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despite the efforts the system liquidity remains in deficit. RBI has allowed for partial credit 
enhancement of NBFC Bonds which could help smaller NBFCs improve their credit rating and raise 
more funds and loosening of the single party exposure for NBFCs to 15% from 10% so that banks still 
have some room to buy loan portfolios from NBFCs. However, the Government feels that more needs 
to be done.  

 

• Lastly, the cause of the conflict is also supposed to be Section 7 of the Reserve Bank of India Act, which 
empowers the Government to issue directions to the central bank as a "last resort". The Government 
reportedly wanted to use the provision to control lending rates and get its handson the RBI’s reserves. 
The RBI was of the view that such a step would throw the country's economy into disarray should a 
financial emergency arise.  

 
Clearly, the impasse could not have continued for long and was followed by resignation of then RBI 
Governor Dr. Urjit Patel. Shaktikanta Das was appointed a day after the resignation.  
 

Our View:  

 

In many countries, central banks have been granted autonomy from government to make sure that 

short term political considerations do not interfere with achieving its objectives of economic stability. 

However, over the years, differences have seen to arise between the government and central bank of a 

country. Recently in the United States of America, differences between Federal Reserve Chairman, 

Jerome Powell and President, Donald Trump surfaced over interest rate hike. In 2018, similar differences 

over various issues emerged between the Reserve Bank of India and Government, led by PM Modi.  

 

The rift between the RBI and the Government was laid bare in October and hence the market would not 

be completely surprised. However, there could be some kneejerk reaction as the market would grapple 

with the extent of loss of RBI's independence and uncertainty about the new Governor, Shaktikanta Das. 

Once the new Governor settles in, we expect that this will not impact the economy much and the 

markets will stabilize.  

 

Shaktikanta Das, was promptly appointed as Governor of RBI. He is a former Bureaucrat having served 

as Secretary, Economic Affairs in the Ministry of Finance, and current member of the Finance 

Commission.  He is known to be a team player, consensus builder and an excellent communicator. The 

country did not face loss of confidence in its Central Bank and lead to any kind of economic instability.  

Das has invaluable insights into what the Government requires and his interactions with Central Bank 

during demonetisation gives him first-hand knowledge of its functioning. We believe understanding of 

both perspectives will help Das in normalising the relationship between RBI and the Government.  

 

In addition, the Indian Industry has welcomed the new appointment. The general belief by the 

confederation of Indian Industry is that the liquidity squeeze in the banking and non-banking sector 

would be taken up with all urgency and there would be seamless flow of credit to industry and trade. It 

is also expected that financial markets will benefit from his rich prior experience in fiscal policies and 

trade and ensure a convergence of domestic and external policies. We believe that a seasoned and 

experienced Governor like Das should be able to focus on India’s economic growth while ensuring the 

autonomy of RBI. 
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2. Modi Loses 3 Key Hindi Heartland States 
 
 
 

“Victory and defeat are an integral part of life.” – Narendra Modi, Prime Minister 

of India, speaking about the assembly election results.  

  

 
The recently concluded elections in December 2018 saw more than 100 million people vote in five states 

across India. The Bhartiya Janata Party (BJP) suffered defeats in Rajasthan, Madhya Pradesh and 

Chhattisgarh in what was widely believed to be anti-incumbency voting. for Whilst it might be tempting 

to extrapolate these results to the national elections, voters in India are surprisingly politically savvy and 

often vote very differently in state elections.   

The BJP has governed the states of Madhya Pradesh and Chhattisgarh for the last 15 years. However, in 

the state of Madhya Pradesh, BJP’s rival, The Indian National Congress (INC) won 114 out of 230 seats, 

compared to BJP’s 109 seats, which were seven seats shy of the required 116 to gain simple majority. As 

a result, the INC formed government with the help of allies in Madhya Pradesh. Contrastingly, in 

Chhattisgarh the INC outperformed BJP by winning 68 out of the 90 seats. This was a major defeat for the 

BJP.   

Usually in Rajasthan, the ruling government alternates every term between BJP and INC. However, this 

time BJP headed by Vasundhara Raje Scindia battled strong anti-incumbency where no party was able to 

form a majority with the INC ending up with 99 out of 199 seats and the BJP with 73.  

The two other states of Telangana and Mizoram also went to the polls. These elections were won by 

Telangana Rashtra Samithi (TRS) and Mizo National Front (MNF) respectively. 

The results suggest that there is resentment on the ground against the BJP. The three states are 

prominently agrarian, where the share of agriculture to GDP and total workforce in agriculture is higher 

than the national average. De-monetization and introduction of the Goods and Services Tax was a massive 

shock to the informal economy including agriculture, from which the small-scale entrepreneurs and the 

farmers have not yet completely recovered.  

In addition to above, jobs were also a central issue for the masses and rural distress that had been missing 

from political narratives for four years was brought to the forefront during the elections. The election 

results imply that BJP party cannot take the 2019 elections for granted and was a good reality check.  

As mentioned above, the state elections are not a definite reflection of the likely outcome of 2019 Lok 

Sabha (Lower House) elections, as clear distinction exists in the voter’s mind between the state and the 

centre elections. Nonetheless, in order to win the upcoming Lok Sabha elections in May 2019 it is evident 

that BJP will have to strive harder to address the unresolved issues.  
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Our View:  

 

The state elections held in December 2018 were a real eye opener for the Narendra Modi-led 

National Democratic Alliance (NDA) government. There is a general resentment in the country 

with regards to issues such as employment opportunities, demonetisation, implementation of 

Goods and Services Tax and support to farmers.  

 

On the other hand, the Modi term has delivered many significant reforms and pro-growth 

initiatives. During this term, the government’s decision to keep farm support prices in check has 

helped lower inflation and inflationary expectations which was also aided by falling global 

commodity prices. The rise in foreign flows and Foreign Direct Investment has been noteworthy. 

FDI increased to US$ 60.08 billion in 2016-17 from US$ 30 billion in 2013-14. The Indian 

economy has emerged as a top investment destination, with a ratings upgrade from Moody’s 

Investor Services in 2017. India saw strong economic growth because of Prime Minister 

Narendra Modi’s policies such as implementation of the National Goods and Services Tax and 

The Insolvency and Bankruptcy Code. India has jumped 60 spots to 77 in World Bank’s Ease of 

Doing Business 2019 List.  

 

In the long run, we believe the Modi Government is likely to hold on to power in the general 

elections in May 2019. However, it may not enjoy the same majority that it enjoyed in the 2014 

elections and might have to form government under a coalition. We expect the government to 

increase its focus on rural development schemes which has seen a meaningful increase in the 

last two years.  

 

We expect Foreign Direct Investment (FDI) inflows to slowdown in the first half of 2019 as 

investors are likely to await clarity on policy direction. However, this uncertainty should resolve 

itself in the second half of 2019 as there is likely to be continuity on key economic policies, such 

as GST rates rationalisation which would deliver some of its long-term growth benefits. It would 

also give investors a clear view on other factors such as inflation, monetary policy and growth 

and thus boosting FDI.   

 

Matt Gerken, Vice President Geopolitical Strategy – BCA Research, in his recent interview with 

Economic Times said he expected that Modi will remain in control even though the recent 

polling worked against him. Even though there is a downshift in his political sway, he still 

expects him to y remain in power. He also mentioned that India has a lot of underlying strengths 

so that structurally you can be overweight on India regardless of the election uncertainty in the 

short term.  
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Section 2: Fall in Crude Oil Price  
– A positive for the Indian Economy  
 

“Growing global trade tensions are weighing on non-energy commodity prices 

and are leading to downward revisions to 2019 price forecasts.” – World Bank.  

 
 
Crude Oil Imports – World View 
 
The global purchase of imported crude oil totalled US$870 bn in 2017. Among continents, Asian countries 
inclusive of China and India accounted for the highest dollar worth of imported crude oil valued at 
US$430bn which is 49.2% of the total globally.  
 
Exhibit 1: World’s Top 3 Crude Oil Importers in 2018 

Country Million Barrels per day (Approximate) 

China 8.4 
United States 7.9 
India 4.93 

 
By 2040, the total global oil demand is forecasted to rise by 15.8m barrels per day as per Reuters (derived 
from Asia Pacific Petroleum Conference (AAPEC) held in Singapore). According to OPEC’s released 2018 
World Oil Outlook, India is projected to be the country with the largest oil demand and the fastest growth 
in the period to 2040. India’s crude oil demand growth is likely to be around 24% at 10m barrels per day 
to the end of forecast period. The reason behind this is that India is expected to undergo economic growth 
thus driving its energy demand growth and India imports around 82% of the oil it consumes.  
 
 
India & Crude Oil  
 
India is the third largest oil importer in the world. It imports 4,930,000 barrels per day. The Indian 
economy is heavily dependent on crude oil and it imports 82.8% of total crude oil requirement. India 
imports its crude oil from supplier economies such as Iraq, Saudi Arabia, Iran, Venezuela, Nigeria, UAE, 
Kuwait, Mexico, Angola and Oman. Iraq is the top supplier of crude to India. The remainder of its 
requirements are met through domestic indigenous crude oil production.  
 
Exhibit 2: India’s largest Crude Oil Imports in April – June 2018 period  
 

Country Million Tonnes 

Iraq 7.27 
Iran 5.67 
Saudi Arabia 5.22 

 
The Indian economy has an unrelenting demand for crude oil. It is expected to increase by 4.4 percent 
annually in the next decade. Between 2017-18, oil imports were about US$88bn. It is estimated that in 
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the fiscal year 2019, the import bill for India could spike above US$110bn as per DBS Economist Radhika 
Rao. Thus, the health of the Indian economy tends to rest on an uncontrollable factor – being the price of 
crude oil. It can be said that every $10 rise in crude oil price adds $15bn to India’s trade and current 
account deficits.  
 
 
Fall in Global Crude Oil Price    
 
The crude oil prices saw a mid-year spike between April and September 2018 by around 12% mainly due 
to spurt in demand, on the back of global growth revival and partly due to geopolitical risks that led to 
supply-side shocks. The commodity touched US$80 per barrel for the first time in four years on back of 
Organization of Petroleum Exporting Countries’ (OPEC) decision to extend oil quotas until the end of 2018. 
This rise in price of crude oil led to depreciation in currency of many economies such as Philippines, 
Indonesia, China, South Korea and India. The Indian Rupee by 12% between January to September of 2018 
to a value of INR 72.51 per USD. 
 
In June 2018, the OPEC and its non-OPEC allies decided to ease off the restrictions on their oil output that 
had been going on since January 2017. The reason behind this was that the cartel had been successful in 
boosting the oil price ahead of their schedule (which was end of 2018) and hence they decided to 
capitalize on the improved oil prices and support their deteriorating economies.  In addition, this was also 
a move to compensate for the loss of oil supply from U.S. sanctions on Iran, erratic production from Libya, 
and financial crisis in Venezuela.  
 
Besides the rise in output by the OPEC, the U.S. oil producers continue to ramp up their production to 
gain from recovery in oil prices. As of 6th July 2018, the US oil production grew to an all-time high of 10.9m 
barrels per day. As the U.S. producers continue to expand their output, coupled with OPEC and its allies’ 
incremental oil supply, there was an oversupply in the crude oil markets.  
 
Exhibit 3: Brent Crude Oil Price from September to December 2018 
  

Month (in 2018) Brent Crude Oil Price per barrel 

September $ 78.89 
October  $ 81.03 
November $ 64.75 
December  $ 56.55 

 
In addition to above, the U.S. - China trade war has an impact on the crude oil price. China market is 
expected to face a slow down as U.S. in one of the largest markets for Chinese products, and the newly 
implemented tariffs would mean lower sales and employment in China. As a result, the consumption in 
the country would go down, causing the demand for oil to decline as well. Low demand from China - being 
the largest importer of oil coupled with the increased supply in the oil markets led to excess supply of oil 
thus leading to fall in crude oil price. 
 
Impact of Crude Oil Price on India  
 
India’s import of mineral fuels, oils and waxes and bituminous substances forms 27 percent of total 
imports which is almost one-third of the total value of imports. Hence, India’s fate is tied to oil prices and 
rising and falling crude oil prices are likely to affect the economy, especially its current and trade account 
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deficit and its currency valuation. It can be said that every $10 rise in crude oil price adds $15bn to India’s 
trade and current account deficits.  
 
The country’s oil demand is set to increase by 3.5bn barrels per day from 2017 to 2035, which will account 
for a third of global oil demand growth. According to a study done by research and consultant group Wood 
Mackenzie, India’s expanding middle class as well as its growing need for mobility will be a key factor in 
its rise of crude oil demand. India is heavily dependent on crude oil in the coming years and not on 
alternative energy resources such as electricity and natural gas since the market readiness is low and 
policy formation is uncertain. 
 
 
Ground work done by Indian Government from October – December 2018  
 

• In mid-October 2018, the Indian Prime Minister Narendra Modi met with around 40 heads of global 
oil & gas companies and organizations in New Delhi including World Bank, International Energy 
Agency (IEA) and others. He highlighted that the oil market was producer driven, both in terms of 
quantity and price. Further mentioned that the consuming countries due to rising crude oil prices 
face a serious resource crunch and many other economic challenges thus affecting the common man. 
Hence, a co-operation of the oil producing countries would be very critical to bridge this gap. The 
Indian government sought a review of payment terms with major oil producers to help counter a 
depreciating rupee and high global crude oil prices. India as the third largest importer of oil reminded 
the importance of energy security to its global counterparts. India, which is reeling under the impact 
of high oil prices, also reminded Saudi Arabia of OPEC’s promise in June to increase production by 
one million barrels per day.  

 

• In May 2018, U.S. President Donald Trump pulled out of the Iranian Nuclear deal called Joint 
Comprehensive Plan of Action (JCPOA) that entailed reimposing of unilateral sanctions on Iran. This 
meant no company or country dealing with Iran would be given access to the U.S. financial and 
banking system. It gave a 90-day “wind-down” period to a few countries like India to let companies 
to make necessary adjustments and reduce their oil import from Iran to zero and sanctions would 
come into place from 5 November 2018.   However, India wanted to keep importing from Iran 
because Tehran offers generous discounts and incentives for Indian buyers at a time when the Indian 
government is struggling with higher oil prices and weakening local currency that additionally weighs 
on its import bill and low transportation cost due to geographic proximity. As per Economic Times, 
Iran is open to accepting to payments in rupees for oil and use this money to pay for equipment and 
food items it buys from India.  

 

• India has linked its petrol and diesel prices to the global crude markets. The central and state taxes 
account for more than a third of retail fuel prices and is one of the biggest sources of income for the 
Government. However, in September 2018, the crude price rose to almost US$80 per barrel and the 
Indian Rupee weakened by around 10-15%. This led to higher fuel prices for the consumers. In order 
to address this issue, in early October the Indian Finance Minister Arun Jaitley announced that India 
is cutting prices of petrol and diesel by INR 2.50 (US$0.03) a litre. This cut includes a reduction in 
excise duty of INR 1.50 per litre which is likely to reduce government revenue by INR 105bn. Also, 
the oil marketing companies were asked to absorb the price hike and asked to reduce the price they 
charge by INR 1 per litre. The Indian finance minister also asked the State Governments to cut the 
value added tax on fuel by a further INR 2.5 per litre. Furthermore, the Indian Government believes 
this action was “good economics” as it won’t impact fiscal deficit and will allow consumers to boost 
spending on other goods and thus ease retail inflation. 
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• The Indian Petroleum and Natural Gas Minister Dharmendra Pradhan says the Government is 
focusing on biofuels such as first and second-generation ethanol, biodiesel and bio-CNG as part of 
efforts for import reduction, environmental benefits and increased income to farmers. Efforts are 
also being made to increase domestic production of oil and gas, capitalize untapped potential in 
biofuels and other alternate fuels and implementing measures for refinery process improvements in 
order to meet India’s growing oil needs. As a result, the National Policy on Biofuels 2018 allows use 
of damaged food grains for production of ethanol for blending with petrol.  

 

• A refiners’ forum of private and public sector refineries in India has been formed to negotiate and 
strengthen as a block for better bargaining with producer countries. 

 
 
Benefits of fall in crude oil prices on the Indian economy 
 
The oil continued its upward movement in 2018 and hit US$86.74 per barrel in October. Between October 
3 and November 21, the crude oil price begun to soften and decreased 36% from US$86.29 to US$63.3 
per barrel. In December 2018 the crude oil price further fell to US$56.55. Oil has slumped by more than 
30% since early October and is expected to have a positive impact on the overall macroeconomic 
fundamentals as per analysts. 
 
Current Account Balance  
A fall in the price of crude oil is likely to drive down India’s import bill. A fall in oil prices by US$10 per 
barrel helps reduce the current account deficit by US$9.2bn which amounts to nearly 0.43% of the Gross 
Domestic Product of India according to Livemint. Thus, a fall in crude oil price would reduce India’s current 
account deficit.  
 
India’s current account deficit widened to a four-year high of 2.9% of Gross domestic product (GDP) in the 
July-September period. CAD is financed through a mix of foreign direct investment, portfolio flows, and 
forex reserves management. While FDI rose in the recent years, a strong dollar and tighter global financial 
conditions have put more pressure on portfolio investments. The net outflow of portfolio investments in 
Q2FY19 was US$2.4bn. Based on India’s historical cash flows and capital inflow curbs, global markets 
might not be able to finance a CAD above 3% of GDP, as per International Monetary Fund. Ratings Agency 
ICRA has estimated the current account deficit to 2.6%t of GDP.  
 
Rupee exchange rate  
The Indian Rupee is a free currency and hence its value depends on its demand in the currency market. 
Hence, its value depends to a great extent on the current account deficit. A high deficit means the country 
must sell rupees and buy dollars to pay its bills. This reduces the value of the rupee. A fall in oil prices is, 
thus, good for the rupee. However, the downside is that the dollar strengthens every time the value of oil 
falls. This negates any benefits from a fall in current account deficit. 
 
The fall in crude oil price in November has acted as a tailwind for the economy. Since the beginning of 
2018, the Indian rupee devalued by 17% to its historically lowest level at 74.1 against the USD. With this 
nearly 17% drop crude oil prices from their peak, the Indian rupee has recovered nearly 2.25% to trade at 
a level of 72.5 per USD by mid of November 2018.  
 
 
Inflation  
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Oil price affects the entire economy, as it is used commonly in transportation of goods and services. Thus, 
a rise in oil price leads to an increase in price of all goods and services. It also affects people directly, as 
petrol and diesel prices rise. This leads to rise in inflation in the economy. Companies are also impacted 
directly because the input cost rises and there is a fall in consumer demand. Hence, a fall in crude oil price 
comes as a boon to India and encourages the economy to grow. Every US$10 per barrel fall in crude oil 
price helps reduce retail inflation by 0.2% and the wholesale price inflation by 0.5% according to 
Moneycontrol.  
 
In India, the petrol and diesel prices are decided on a daily basis by oil marketing companies on the basis 
of Rupee Dollar rate and global crude oil prices. The fall in crude oil price led to decrease in Petrol prices 
in India by 8.9 percent from INR 83.35 per litre to INR 76.30 per litre. In addition, the diesel prices reduced 
by 5.28% from INR 75.25 to INR 71.27.   
 
Oil subsidy and fiscal deficit  
Oil was recently deregulated in India in 2015 and hence, a fall in crude oil price likely to have a positive 
impact on India’s fiscal deficit. However, the Government still have to pay for some of the past under-
recoveries and this benefit from the fall in crude oil price will help offset payments for these under-
recoveries.  
 
 
Impact on the Indian Market  
The fall in the crude oil price saw a rebound in domestic stock markets. Lower crude oil prices are expected 
to lead to a fall in costs for consumer companies as their key inputs are linked to crude oil directly or 
indirectly and thus increase their profit margins. This would benefit a variety of sectors including 
manufacturers of tiles, plywood, paints and adhesives, lubricant makers and oil marketing companies. As 
per Edelweiss, most consumer companies have a packing cost (which forms 15% of raw materials) is linked 
to crude oil. 
 
Exhibit 4: Consumer Companies with Key Inputs linked with Crude directly or indirectly 
 

Company Name Cost of Goods 
Sold as % of Sales 

Key Raw Material linked directly / indirectly to crude oil 

Berger Paints 58.8 Titanium dioxide + Packaging 
Asian Paints 58.7 Titanium dioxide + Packaging 
HUL 54 Packaging + Linear Alkyl Benzene + Palm Oil 
Pidilite 50 Vinyl Acetate Monomer + Packaging 
Dabur 49 Packaging 
GCPL 46 Packaging + Palm Oil 
Bajaj Corp. 42 Light Liquid Paraffin (crude linked) 
Emami 35 Packaging + Light Liquid Paraffin 

Challenges of fall in Crude Oil Price on the Indian Economy  
 
Petroleum Producers (i.e. Upstream Oil Companies) 
Although fall in crude oil prices has its benefits, it has its downsides too. India is the sixth largest exporter 
of petroleum products in the world. It helps India earn a revenue of US$60bn annually. A fall in price may 
negatively impact the exports. Thus, increasing imports and reduction in exports may impact the Current 
Account Deficit. In addition, a lot of India’s trade partners and buyers of its exports are net oil exporters. 
A fall in price of crude oil may impact their economy and hamper the demand for Indian products.  
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While, the volatile crude oil prices remained volatile for most of 2018, they saw a fall in November of 
2018. This came as a pleasant surprise for the Indian economy. The Indian economy remains a bright spot 
with its macroeconomic fundamentals looking fairly sound after recent fall in international crude oil 
prices.  
 

Our View:  

 

The health of the Indian economy rests on an uncontrollable factor being price of crude oil.  In 

2017, India imported 214m tonnes of crude oil at a cost of US$70.2 per barrel. In the last few 

years, the crude prices have risen and so have the import volumes. It is expected that the 

economic growth will increase the oil imports to around 15.8m barrels per day by 2040. We 

expect India to be dependent on oil imports for the foreseeable future. Thus, Oil market 

commentators have noted that India is one of the bright spots for crude oil demand.  

 

According to the short-term energy outlook by the U.S. Energy Information Administration, the 

worldwide crude oil prices are likely to stabilize at an average of US$61 – US$65 per barrel. On 

December 7, 2018, OPEC agreed to cut 1.2m barrels per day from the October levels, in which 

the OPEC members would cut 800,000 barrels per day and allies would cut 400,000 bpd. OPEC 

plans to return the crude oil prices to around US$70 per barrel by early fall 2019. Thus, we 

expect the oil price trends to have a strong bearing on India’s economic performance in 2019. 

 

The oil market is producer-driven as the oil producing countries determine both the quantity as 

well as price.  Geopolitical uncertainties and speculation about the macro-economic conditions 

in large economies have a crucial influence on the price of crude oil rather than the actual 

production of crude oil. At a ministerial meeting of the International Agency Forum in 2018, 

Prime Minister Narendra Modi emphasized on the need to move towards responsible pricing, 

which balances the interests of both the producer and consumer.  

 

The International Energy Agency acknowledged that India will be the fastest growing energy 

consumer and market by 2040. The Government’s prime focus is to reduce the dependence on 

fossil fuels. We expect more renewable energy sources such as solar and wind energy to be 

harnessed.  

 

In 2017-18, the non-oil imports trade deficit was higher than the oil imports trade deficit. In 

2018, the performance of manufactured exports has been dismal. A better performance on 

these two aspects could reduce the current account deficit and balance out the expected 

increase in import bills. However, in the short term we expect the fall in crude oil price to 

benefit the CAD, ease pressure on the Rupee and increase FPI Inflows.  
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Section 3: Companies in Focus 
Investment Theme: Fall in Crude Oil Prices                  Beneficiary Company: IOCL  

“Indian Oil is expanding its non-oil energy portfolio as well as focusing on energy conservation and 

efficiency improvement measures.” – Sanjiv Singh, Chairman, IOCL 

Company Description:  

Indian Oil Corporation Limited (IOCL) is the largest commercial 

oil company in India in terms of net profit. Indian Oil’s core 

business has been refining, transportation and marketing of 

petroleum products. In line with India’s growing energy 

demands, it has expanded its operations across the 

hydrocarbon value chain – upstream into oil & gas exploration 

& production and downstream into petrochemicals, and also 

diversifying into natural gas and alternative energy resources.  

Playing the India Thematic:  

• India is undergoing economic growth and thus its demand for crude oil is likely to increase to 10 

million barrels per day by the end of 2040. 

Industry Outlook:  

• The decision to increase in oil production by OPEC and non-OPEC countries, increased shale 

production in the US and an increased output by Russia has led to an oversupply of crude oil and 

has reduced the oil prices which is likely to benefit the state-run oil marketing companies (OMCs) 

like Indian Oil Corp. Ltd, Bharat Petroleum Corp Ltd and Hindustan Petroleum Corp. Ltd.  

• The Government in October asked OMCs to absorb Rupee 1 per litre on sales of petrol and diesel 

respectively due to rise in oil prices and sharp depreciation of rupee, which is likely to impact the 

earnings of these type of companies.  

Company Outlook:  

• The Indian Oil Corporation Limited is set to invest INR7bn in augmenting LPG production facilities 

and ramping up storage facilities across the north eastern region to meet the spurt in demand 

fuelled by Pradhan Mantri Ujjwala Yojna (PMUJ). 

• IOCL is likely to reduce its cash flow to debt ratio to 23% for 2018-19 from 29% last fiscal year but 

will remain within tolerance level of its ratings despite negative free cash flow because of high 

shareholder returns and capital spending. 

Exhibit 5: Financials 

IOC= Rs.138.25 FY18 FY19E FY20E 

 Sales (Rs. Bn) 4,214.92 5,682.46 5,747.86 

 EPS 23.9 13.7 16.0 

 P/E 5.49 9.9 8.5 
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Investment Theme: Banking & Financial Services           Beneficiary: ICICI Bank 

“Technology continued to be a corner stone of our strategy and we leveraged the same to offer superior 

and customized solutions to our clients.” – Vishakha Mulye, Executive Director ICICI Bank  

Company Description:                                                                               

ICICI Bank is India’s largest private sector bank and financial 

services company with total consolidated assets of US$172.5 billion 

at March 31, 2018. The company is known for its array of services 

such as banking, insurance, investments, loans, credit cards and 

other cards, forex services, agricultural and rural finance, personal 

finance management as well as pockets wallet. The bank currently 

has a network of 4,867 branches and 14,417 ATMs across India and 

has a presence in 17 countries worldwide.  

Playing the India Thematic:  

• The Indian banking system is stable underpinned by healthy economic growth and stabilising 

asset quality  

Industry Outlook:  

• Loan growth and market-share shift to private banks and the run rate of slippages is expected to 

be lower. Reversals likely in MTM provisions and bond gains due to sharp decline in bond yields.  

• Hiring of the right people at the top-level positions 

Company Outlook: 

• Sandeep Bakshi was appointed as CEO of ICICI Bank on 1 October 2018 who has worked for over 

30 years for the company. He has knowledge of corporate banking, retail banking, life insurance 

and general insurance. 

• The bank’s new strategy is to not project finance. The reason behind this is that the banks’ bad 

loans plus restructured loans is at 8.54% of total loans. A chunk of these bad loans is because of 

lending to power projects and infrastructure ones. Hence, risk-adjusted profitability will go up.   

• Looks to expand the retail footprint enabled by cost effective technology and into small and 
medium enterprises, Retail, which comprises 57.3% of its overall loans, may grow further in the 
next few years. SME which is at 4.6%, will also see a fresh boost. 
 
Exhibit 6: Financials  

Voltas= Rs.344.75 FY18 FY19E FY20E 

 Sales (Rs. Bn) 230.26 262.48 305.86 

 EPS 11.1 8.0 20.2 

 P/E 63.96 46.6 18.5 
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Section 4: Indian Asset Managers  
- Most Preferred Stocks 
 

Stock markets investors develop a liking for quality businesses which enjoy sustainable competitive 
advantages. The allocations made to these companies in high conviction portfolios tend to be high. In this 
section, we have listed a few of these companies in terms of their popularity1 with India’s Fund Manager’s.  
 
Indian Mutual Fund’s tend to be more focused on short-term peer relative behaviour, seeking short-term 
payoffs to generate sales/distribution. Given there is a lower presence of long-term pension related 
investments (compared to developed markets), it tends to be a shorter-term performance horizon. Stock 
turnover tends to be high, particularly for flagships funds of the asset management company, where so 
called “star” portfolio managers look for the next exciting story, whilst keeping one eye on positioning of 
their peer group.  
 

However, given approximately 6,000 listed stocks on the NSE/BSE, Multi, Mid and Small cap fund 
managers have a significant number on unique stock names to select from. As we descend the market cap 
curve, the unique names in portfolios increase, given differentiated insights based upon internal research 
rather than brokers. The ability to source new ideas and identify growth opportunities is a practiced skill, 
which is not necessarily easy to access in the appropriate way. 
 
We study holdings of Multi-Cap Funds which are equivalent to diversified equity funds, with a mandate 
to look across the market cap spectrum to find growth and value. Some of the key observations of the 
study were:  

 

• The third quarter of FY19 witnessed some marginal changes in the preferences of mutual funds in India, HDFC 
Bank continued to remain as the most preferred company in India amongst the multi-cap fund managers. The 
top 7 stocks remained the same with some minor alterations in ranks.  

 

• Fund managers continued to prefer private sector banks. Five banks were amongst the top 20 preferred stock 
of these category of fund managers. Three Banks HDFC Bank, ICICI Bank and State Bank of India were amongst 
the top 5 preferred stocks. Fund Managers continued to remain positive on ICICI Bank as clarity emerged on the 
change of guard in the bank as the name of the new CEO Mr. Sandeep Bakhshi, (formerly COO of ICICI Bank) 
was announced.   

 

• Sun Pharmaceutical Industries Ltd. slipped significantly in preference as the company in the recent past has seen 
some business challenges and corporate governance issues arise.  
 

• Infosys (Technology), ITC (Consumer Staples - Cigarette), Larsen & Toubro (Industrial), HDFC (Financials), Axis 
Bank (Banking) and Bharti Airtel (Telecommunication) were the other most preferred stocks i.e. in the Top 10.  

 
• Preference for Oil Marketing companies such as Bharat Petroleum Corporation Ltd. and Indian Oil Corporation 

further increased during the quarter on gradual improvement in the outlook for the sector. The crude oil price 
saw a fall in November and a general expectation of oil prices has improved the outlook for performance of 
OMCs.  

                                                           
1 Popularity Index tracks the preferences of equity mutual fund managers to invest in a specific stock as a group. It tries to reflect on the 

companies in favour. The popularity Index for companies considers the ratio of number of funds holding a company out of the total number of 
funds multiplied by the value holding. 
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Exhibit 7: Most Preferred Stocks of Indian Multi cap Funds 
 

Rank Company Name Value 
Holding 
(Rs. Bn. 

No of 
Funds 

% 
Value 

Holding 

Popularity 
Score 

Popularity 
Index 

Rank 
Last 

Quarter 

1 HDFC Bank Ltd. 164.5 32 6.7% 6.15 100 1 

2 ICICI Bank Ltd. 127.8 35 5.2% 5.23 85 3 

3 State Bank of India 111.6 30 4.6% 3.91 64 4 

4 Infosys Ltd. 98.4 32 4.0% 3.68 60 2 

5 Larsen & Toubro Ltd. 89.9 28 3.7% 2.94 48 6 

6 ITC Ltd. 79.9 26 3.3% 2.43 39 5 

7 Axis Bank Ltd. 63.7 26 2.6% 1.94 31 9 

8 Housing Development Finance Corporation Ltd. 54.5 22 2.2% 1.40 23 7 

9 Reliance Industries Ltd. 57.5 20 2.4% 1.35 22 8 

10 Mahindra & Mahindra Ltd. 40.5 19 1.7% 0.90 15 13 

11 Kotak Mahindra Bank Ltd. 39.6 19 1.6% 0.88 14 11 

12 Maruti Suzuki India Ltd. 31.6 21 1.3% 0.78 13 12 

13 Tata Steel Ltd. 31.9 19 1.3% 0.71 11 14 

14 Bharti Airtel Ltd. 27.3 22 1.1% 0.70 11 16 

15 Tata Consultancy Services Ltd. 41.2 14 1.7% 0.68 11 15 

16 Sun Pharmaceutical Industries Ltd. 29.8 18 1.2% 0.63 10 10 

17 Bharat Petroleum Corporation Ltd. 29.4 16 1.2% 0.55 9 19 

18 NTPC Ltd. 35.8 13 1.5% 0.54 9 17 

19 Bajaj Finance Ltd. 30.0 12 1.2% 0.42 7 20 

20 Indian Oil Corporation Ltd. 22.7 15 0.9% 0.40 6 23 
 

Source: ACE MF, India Avenue as on 25th January 2019 
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Section 5: Economy Snapshot 

 

 

Event 1: India’s Monetary Policy  

Markets Measure Last Date Previous Frequency 

Currency Rs. 71.19 Jan-19 90.97 Daily 

Government Bond 10Y % 7.55 Jan-19 7.56 Daily 

Stock Market Sensex 36295 Jan-19 36321 Daily 

GDP      

GDP Annual Growth Rate % y-o-y 7.10 Sep-18 8.20 Quarterly 

Prices      

Inflation Rate % 2.19 Dec-18 2.33 Monthly 

Producer Prices Change % 3.80 Dec-18 4.64 Monthly 

Food Inflation % -2.51 Dec-18 -2.61 Monthly 

Money      

Interest Rate % 6.50 Dec-18 6.50 Daily 

Foreign Exchange Reserves USD $Bn 396.08 Jan-19 393.40 Weekly 

Loan Growth % 15.10 Dec-18 15.10 Biweekly 

Trade      

Balance of Trade USD $Bn -13.08 Dec-18 -16.67 Monthly 

Exports USD $Bn 27.93 Dec-18 26.50 Monthly 

Imports USD $Bn 41.01 Dec-18 43.17 Monthly 

External Debt USD $Bn 510.43 Sep-18 514.44 Quarterly 

Foreign Direct Investment USD $m 855 Nov-18 3717 Monthly 

Government      

Government Budget (% of 
GDP) % -3.53 Dec-17 -3.52 Yearly 

Business      

Manufacturing PMI Index 53.2 Dec-18 54.0 Monthly 

Services PMI Index 53.2 Dec-18 53.7 Monthly 

Industrial Production % 0.5 Nov-18 8.4 Monthly 

Manufacturing Production % -0.4 Nov-18 8.2 Monthly 

Car Registrations Cars 231082 Nov-18 242233 Monthly 

Competitiveness Rank Rank 58/144 Dec-18 63/144 Yearly 

Ease of Doing Business Rank 77/189 Dec-18 100/189 Yearly 

Consumer      

Consumer Confidence Index 94.0 Dec-18 95.0 Quarterly 

Consumer Spending INR Bn 18516 Sep-18 18527 Quarterly 

Source: www.tradingeconomics.com (17 Jan 2019)    

http://www.tradingeconomics.com/india/government-bond-yield
http://www.tradingeconomics.com/india/inflation-cpi
http://www.tradingeconomics.com/india/producer-prices-change
http://www.tradingeconomics.com/india/food-inflation
http://www.tradingeconomics.com/india/interest-rate
http://www.tradingeconomics.com/india/foreign-exchange-reserves
http://www.tradingeconomics.com/india/loan-growth
http://www.tradingeconomics.com/india/balance-of-trade
http://www.tradingeconomics.com/india/exports
http://www.tradingeconomics.com/india/imports
http://www.tradingeconomics.com/india/external-debt
http://www.tradingeconomics.com/india/foreign-direct-investment
http://www.tradingeconomics.com/india/government-debt-to-gdp
http://www.tradingeconomics.com/india/government-debt-to-gdp
http://www.tradingeconomics.com/india/manufacturing-pmi
http://www.tradingeconomics.com/india/services-pmi
http://www.tradingeconomics.com/india/industrial-production
http://www.tradingeconomics.com/india/manufacturing-production
http://www.tradingeconomics.com/india/car-registrations
http://www.tradingeconomics.com/india/competitiveness-rank
http://www.tradingeconomics.com/india/ease-of-doing-business
http://www.tradingeconomics.com/india/consumer-confidence
http://www.tradingeconomics.com/india/consumer-spending
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India’s Monetary Policy Committee (MPC), continued to keep policy interest rate unchanged at 6.5% and 

decided to continue with its policy stance of “calibrated tightening” in its meeting held on 5 December 

2018. This was in line with the market expectation. The decision for policy interest rate was unanimous. 

Also, the decision to continue with the policy stance was taken with a majority of 5-1. It is expected that 

the RBI may take a softer stance and cut the repo rate by 50 basis points in the first half of 2019. 

Exhibit 8: India’s Policy Interest Rates 

  

Source: RBI 

The RBI has revised its inflation projection for 2HFY19. It sharply cut its inflation forecast for 2HFY19 to 

2.7% - 3.2% from its earlier projection of 3.9% - 4.5%, and quicken to 3.8% - 4.2% in 1HFY20, implying that 

the RBI expects inflation to average at around 3% against its earlier expectation of 4.5%. The reason 

implied by RBI is weakening of food prices, fall in crude prices and normal monsoon expectation in 2019.  

The Central Bank has retained its GDP growth forecast for FY19 at 7.4%, with growth rate of 7.2%-7.3% in 

the second half of 2018-19. The panel projected FY20 GDP growth to be 7.5%.  

 

The MPC preferred to keep its lending rate unchanged because of benign inflation outlook and 

improvement in investment activity. It also encouraged banks to lend more in order to support the 

economic growth. It retained its hawkish stance to monitor inflation performance in the coming quarters. 

The RBI may change its stance to ‘neutral’ in February 2019 and cut the interest rates in early 2019.  
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Event 2: GDP Growth  

India’s real gross domestic product (GDP) growth came in at 7.1% YoY during 2QFY19 (Year end, March), 
its lowest pace in the last three quarters. The GDP numbers were lower than the market consensus of 
7.4% YoY growth and up from 8.2% YoY growth in 1QFY19.  
 

The slowdown in the GDP growth was mainly driven by slowdown in consumer spending amid high oil 

prices and a weaker rupee. In addition, the inventories, financial services, manufacturing and the farm 

sector rose less. The growth in Private Consumption Expenditure (PCE) slowed down to 7% YoY in 2QFY19 

from 8.6% YoY in the previous quarter. Exports grew to 13.4% YoY in 2QFY19, which was 5.5% higher than 

the previous quarter. Imports rose faster to 25.6% YoY in 2QFY19 from 12.5% YoY in the previous quarter. 

The higher imports were a result of high oil prices and weakening rupee. Government spending increased 

to 12.7% YoY in 2QFY19 from 7.6% YoY in the previous quarter. 

 

Construction growth slowed down to 7.8% YoY in 2QFY19 from 8.7% YoY in the previous quarter. 

Manufacturing growth saw a steep fall to 7.4% YoY in 2QFY19 from a high of 13.5% YoY in the previous 

quarter. The corporate margins in the manufacturing sector were hit by a rise in input and energy costs 

along with rupee depreciation.  

Exhibit 9: Contributors to GDP Growth in 3QFY19  
 

  
Source: MOSPI, Government of India 

 

Indian economy saw a slowdown in the growth momentum, as expected. Rise in crude oil price, 

weakening rupee, a squeeze in India’s shadow banking sector impacted both investment and consumption 

in the country. However, it saw a half year growth of 7.4% which is healthy.  

 

In near term, India’s economy is on a recovery path in the second half of the fiscal year with the price of 

crude oil falling, rise in rupee value and improvement in liquidity constraints. The third quarter is likely to 

see higher consumption fuelled by festive demand and a gradual improvement in investments and thus 

support the growth. CARE ratings lowered its GDP growth expectation for 2018-19 to be around 7.4%.  
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Section 6: India in Charts 
 
 

Exhibit 10: GDP Growth                            

 
Source: Bloomberg 

 
 
Exhibit 11: Forward Earning Growth  

 
  Source: Bloomberg 

 
 
Exhibit 12: ROE                            

 

Source: Bloomberg 

 

 

 
  

India’s real gross domestic product (GDP) growth 

came in at 7.1% YoY during 2QFY19 (Year end, 

March), its lowest growth in three quarters, 

mainly due to a slowdown in consumer spending 

amid high oil prices and weaker rupee. 

Nonetheless, India still retains the fastest growing 

major economy in the world and is likely to do so 

going forward. 

Earnings growth expectations still remain high 

despite a slowdown in earnings growth over the 

last few years. Whilst capacity utilisation and 

corporate earnings to GDP remain historically 

low, we are seeing evidence on the ground of 

grass roots regarding a pick up in activity. This is 

likely to play out over the next couple of years.

India’s high ROE, superior to most emerging 

markets has been an important differentiator 

for India’s valuation premium. While presently 

India’s ROE at 12.9% is below its long period 

average of 17% and peak of ~27%, this has been 

driven by a weak earnings period recently. 

However as mentioned above, there are signs 

of a pick up in corporate activity as well as 

earnings growth which should feed into higher 

RoE over the next couple of years. 
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PM Modi’s reform agenda, expectations for high 

double-digit earnings growth and improving 

macroeconomics has enabled India to out-

perform the emerging markets (EM) since 2014. 

Over the last year, MSCI India (3.0%) 

outperformed MSCI EM (-5.0%) despite global 

investors pulling back allocations to EM’s on 

rising US interest rates. 

 

India has traded at a significant premium to 

other emerging markets with a historical 

average premium of ~43% to MSCI EM. The 

premium is currently at 83% much above its 

historical average.  However, relative to its own 

history, MSCI India currently trades below its 

long term average of 19.6 x at 17.5 x 12 months 

Forward PE  

India’s Market Cap-to-GDP has increased 

steadily from 55% in FY09 to 76% now based on 

FY19E GDP. Valuations from a Market Cap-to-

GDP perspective are in line with their long-term 

average.  

 

 

Exhibit 13: Benchmark Performance                             
 

Source: Bloomberg 

 
Exhibit 14: P/E Ratio                            

 

Source: Bloomberg 

 
Exhibit 15: Market Cap to GDP                            

 

Source: Bloomberg 
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Whilst the average Global Emerging Markets 

manager (universe of 20) has been 

overweight India for most of the last 10 years, 

there has been a significant relationship 

between manager allocation and benchmark 

weight. In fact, our research shows that from 

a country perspective within the MSCI EM 

index, managers often follow the benchmark. 

Foreign Portfolio Investors (FPIs) sold US$ 

4.6 bn in CY18, after investing US$8 bn in 

2017. FPI’s pulled back on a global sell off led 

by rising US interest rates and trump led 

trade wars. However, with a change in 

stance by the US Fed, we expect structural 

flows from FPI’s to come back into the 

market this year. 

India has the second highest allocation in 

GEM portfolios at 10.3%. Earnings recovery, 

India’s growth and market returns and 

benefits accruing from the implementation of 

some key reform initiatives will see increased 

focus on India. We have no doubt that this 

allocation will grow in size over the coming 

years. 

 
Exhibit 16: India Allocation in GEM Portfolios                            

 

Source: Bloomberg 

 
Exhibit 17: GEM Investor Country Allocation                           

  

Source: Bloomberg 

 
 
Exhibit 18: FPI Flows (US$ bn)                          

 

Source: Bloomberg 
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Although India’s currency has been depreciating 

against the USD, the Rupee has been relatively 

stable against the AUD. As we have stated in prior 

research, the AUD has a very high correlation with 

EM currencies. ~89%. Historically, India’s fiscal and 

monetary situations have been poor with high 

inflation and a deteriorating fiscal and current 

account balance. We believe India has structurally 

moved away from this and going forward will 

experience lower averages in these metrics. 

Exhibit 19: Currency  
 

 
 
Source: Bloomberg 
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