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         Brent Crude breached $80/barrel 

Reasons for Spike in crude price  

Brent Crude surged to its highest level since June 2014 and touched    

$ 80 per barrel. The surge in crude price is primarily due to 

geopolitical reasons and an unexpected fall in US inventories which 

lifted the price to the north. U.S. crude inventories fell by 1.4 million 

barrels in the week to May 11, and gasoline stocks fell by 3.79 million 

barrels. Also, looming U.S. sanctions against Iran, which currently 

produces 4% of global oil supplies, raised fears that oil markets will 

face shortages later this year when trade restrictions take effect. In 

Venezuela, production also plunged to 1.5 million barrels last month, 

its lowest level in decades due to its ongoing economic crisis. 

Impact on INR 

The direct impact of higher crude prices will be felt on the Indian 
Rupee. For every $1 a barrel rise in crude prices will lead to country’s 
imports bill rising by $1.33 bn. thereby depreciating rupee 
significantly.  For every 1 rupee weakening in INR-USD exchange rate 
will lead to rise in import bills by $1.03 bn. thereby putting pressure 
on the nation’s fiscal deficit.   

Sectors to benefit 

The primary sector to benefit from the rising crude prices is Oil & Gas 
sector. This sector has underperformed ever since crude went down 
from $ 100 per barrel. We feel stocks like GAIL, MRPL & 
CHENNAIPETRO will benefit with rising crude oil prices. With crude 
rising, due to cascading effect on INR, IT companies will also stand to 
benefit, thereby companies like TCS, INFOSYS and TECHMAHINDRA 
will stand to gain. We believe, ONGC might not benefit as due to 
nearing of state and central elections, Government might ask ONGC 
to take up subsidies as witnessed in the past. 
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Sectors to get impacted  

The direct impact of rising crude prices will be felt on the Oil 
Marketing Companies (OMCs) and Aviation sectors. Both OMCs and 
Aviation sectors have very limited authority to proportionately pass 
on the cost to its customers due to higher crude prices. Also in 
aviation sector, fuel cost comprises of 20%-25% of its net sales 
thereby impacting the profitability of the companies. Stocks like BPCL, 
HPCL, IOC, JET, SPICEJET and INDIGO will be impacted on account of 
higher crude oil prices. 

The second set of sectors where the derivative of crude is used as a 
raw material will be impacted. Sectors like Paint industries, Chemical 
and Plastic industries will be impacted. Companies in these sectors 
have 10-15% of the total expenses coming from Raw Material 
Expenses which will impact the companies at an operational level.  

Outlook 

As Brent crude is taken into consideration for calculation of CAD, we 
feel Brent crude breaching $80 per barrel is a reason to worry for the 
country’s fiscal deficit. We feel, there is high possibility of government 
cutting on excise duty due to nearing of elections which will further 
dent the fiscal deficit. Rise in crude price leaves high possibility to rise 
in inflation which might force RBI to hike up the interest rates in the 
next monetary policy meeting. Hence we strongly believe we are in 
the start of rate hikes and may see further rate hikes if the oil prices 
escalate in the current calendar year. This will lead to shift in demand 
from equity to commodities like Gold and further weakening of INR-
USD. We certainly feel crude beyond $80 per barrel is a sign of worry 
and any levels beyond $80 per barrel will widen the fiscal deficit 
further. 

 

 

 

OMCs and Aviation sectors 

have very limited authority 

to proportionately pass on 

the cost prices to its 

customers due to higher 

crude price. 

 

All stocks in the Paints, 

Chemicals and Plastic 

Industries would be 

impacted due to rising crude 

price.  

 

 

 

Brent crude breaching $80 

per barrel is sign of worry 

for the country’s fiscal 

deficit. 

 

Rise in crude price leaves 

high possibility to rise in 

inflation which might force 

RBI to hike up the interest 

rates in the next monetary 

policy meeting. 

 

 



 

 
3 research@indiabulls.com 

May 21, 2018 

 

 

Research Analyst: 
Foram Parekh – Fundamental Analyst, Email: foram.parekh@indiabulls.com 
 
 
Indiabulls Ventures Limited is a SEBI Registered Research Analyst having registration number: INH100004906 
 
Disclosure: 
We /I,Foram Parekh,Mba, author(s) hereby certify that all of the views expressed in this research report accurately reflect my/our views about the subject issuer(s) or securities. We/I, also 
certify that no part of our/my compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. 
 
Research Analyst or his/her relative or Indiabulls Ventures Limited does not have any financial interest in the subject company. Also Research Analyst or his relative or Indiabulls Ventures 
Limited or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research 
Report. Further Research Analyst or his relative Indiabulls Ventures Limited or its associate does not have any material conflict of interest. 
 
Disclaimer: 
This document has been prepared by Indiabulls Ventures Limited (IVL), for use by the recipient as information only and is not for circulation or public distribution. This document 
is published in accordance with Regulation 18 of the SEBI (Research Analysts) Regulations, 2014 & IVL research analysts have adhered to the code of conduct under Regulation 24 
(2) of the SEBI (Research Analysts) Regulations, 2014. IVL researches, aggregates and faithfully reproduces information available in public domain and other sources, considered to 
be reliable and makes them available for the recipient through this document. However, IVL make no representations or warranties of any kind, express or implied, about the 
completeness, accuracy, reliability, suitability or availability, error, omissions with respect to the information contained in this document. Recipients should be aware that past 
performance is not necessarily a guide for future performance & value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or 
adverse effect on the price or income of such securities/financial instruments. Nothing in this document constitutes investme nt, legal, accounting and/or tax advice or a 
representation that any investment or strategy is suitable or appropriate to recipients’ specific circumstances. Anything contained in, not contained in, assumed to be implied, 
warranted, excluded from being warranted  or vaguely alluded to shall not be attributed to, blamed upon, or otherwise associated with IVL nor IVL shall be responsible,  
accountable, discountable, or in presence or absence thereof for any liability arising from the use of this document. IVL, its directors and/or employees doesn’t accepts any 
liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. 

IVL directors/employees and its clients may have holdings in the stocks mentioned in the document. This report is based on technical, fundamental and derivative analysis on studying 
charts of a stock's price movement, outstanding positions and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match with a report on a 
company's fundamentals. 

 

Indiabulls Ventures Limited : www.indiabulls.com 

Corporate Office: Indiabulls Ventures Limited, Indiabulls Finance Center, Tower 1, 8th floor, SenapatiBapatMarg, Elphinstone Road (W), Mumbai – 
400013. 
 
    

mailto:foram.parekh@indiabulls.com
http://www.indiabulls.com/

