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Signs of economic slowdown


India’s petroleum product consumption plunged 46% YoY (–38% MoM)
to 10mmt in Apr’20, as all fuels except LPG saw severe demand erosion.
Fuel consumption during Mar’20, when travel restrictions had begun
across states, was at 16mmt.



Diesel consumption at 3.2mmt (–56% YoY, –42% MoM) was less
affected than petrol at 1mmt (–60% YoY, –55% MoM), perhaps due to
the government easing restrictions on economic activity in a few states and
the fact that diesel sees the largest consumption among fuels in the country.





LPG was the only fuel at 2.1mmt (+12% YoY, –8% MoM) to witness
double-digit consumption growth YoY – possibly due to the oil minister’s
announcement last month about giving free LPG cylinders to the poor.
ATF was worst hit at 0.056mmt (–91% YoY, –88% QoQ) given the travel
ban on both domestic and international fronts.
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Given the recent hike in excise duties and slowdown in volume growth, the
earnings outlook for OMCs’ marketing business remains cloudy.
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We prefer IOCL, HPCL and BPCL, in that order, on valuations, and
benefits from staggered easing of economic lockdown in phases across
states. IOCL also offers one the best dividend yields (>13%).
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Offtake of other fuels slipped as well – petcoke (–50% YoY), bitumen
(–72% YoY), fuel oil (–40% YoY) and lubricants (–17% YoY).
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FIG 1 – MONTHLY CONSUMPTION GROWTH
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Disclaimer
Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
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