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Downswing may extend

CRUDE CHECK. MCX futures could fall to 6,500

|
Akhil Nallamuthu
bl. research bureau

Brent crude oil futures on the In-
tercontinental Exchange (ICE)
tumbled nearly 13 per cent last
week to end at §83.1 per barrel.
MCX Crude oil futures, too, saw
a sharp fall of nearly 9 per cent to
wrap up the week at 36,875.

Both contracts have broken
some important support levels.
However, the trend-defining
support remains valid. It can be
tested hard this week.

The decline was triggered by a
weak demand. According to the
latest EIA (Energy Information
Administration) data, the de-
mand for gasoline in the US
dropped to 8 million barrels per
day (bpd) last week, the lowest
since the beginning of this year.

As per a statement from OPEC
Plus, Saudi Arabia has extended
the production cut of 1 million
bpd until the end of this year and
Russia’s 0.3 million bpd of cut in
exports too will be extended till
December end. But weak de-
mand outweighed the supply
concerns leading to a price fall.

MCX-CRUDE OIL (36,875)

The October futures of crude oil
crashed below the support at
¥7,375 and also the psychological
¥7,000-mark.
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However, the broader trend
will not turn bearish until the
support at 6,500 holds true.
Notably, the Brent crude futures,
now at $83.1, too, is trading
above a key base of $82. Thus, the
bulls have not lost completely.

That said, the probability of
MCX futures falling to 6,500 is
high. If there is a recovery post
that fall, the contract might rally
back to 7,000 or ¥7,375.

On the other hand, if the con-
tract breaches 6,500, it will
open the door for further fall.
Support below 36,500 can be
spotted at ¥6,100 and ¥5,750.

Trade strategy: Stop-loss of
X7,300 for the longs initiated at
37,600 was hit last week. Stay
away for now.

Go short if the contract rallies
to ¥7,000. Target and stop-loss
can be placed at ¥6,500 and
¥7,250 respectively.
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Inability to hike petrol, diesel
prices to weaken OMCs’
profitability, says Moody’s

SUKALP SHARMA
NEW DELHI, OCTCBER7

GIVEN THE volatility in interna-
tional crude oil prices, Moody's
Invesstors Service expects the prof-
itability ofIndia’s oil marketing
companies (OMCs )}--Indian Oil
Corporation (IOC), Bharat
Petroleum Corporation (BPCL),
and Hindustan Petroleum
Corporation {(HPCL)--to weaken if
ol prices are at elevated levels as
the three companies will have lit-
tle room to pass on the higher
costs to consumers in view of the
impending 2024 Lok Sabha elec-
tions.

“The OMCs' marketing mar-
gins--the difference between
their net realised prices and inter-
national prices—have already
weakened significantly from the
high levels seen in the quarter
ended 30 June 2023. Marketing
margins ondiesel turnednegative
since August while margins on
petrol have narrowed consider-
ably over the same period as in-
ternational prices increased,”
Moody's saidina recent report. It
added that to someextent, the
slump in marketing margins has
beenmitigated by strong refining
margins--the difference in the
value of all refined products com-
ing outof arefineryand the value
of crude processed to derive those
products. While Moody's expects
the OMCs operating performance
toweaken over the next few quar-
ters if oil prices remainatelevated
levels, the companies’earningsfor
financial year 2023-24 (FY24) are
still likely to be strong, thanks toa
spectacularshow intheAprilJune
quarter when they gained from
strong marketing and refining
margins.

“The three companies’ fiscal
2024 earnings will remainstrong
and higher than historical levels,
even if crude oil prices remain at
aurrent levels of $85/bbl-$90/bbl
in the second half of fiscal 2024.
This is attributable to the OMCs'
exceptionally strong earnings in
1Q( April-June of) fiscal 2024. The
three companies’ EBITDA (earn-
ings beforeinterest, tax, deprecia-
tion and amortisation) in the first
quarter alone was close to their
average annual EBITDA for the last
few years,” Moody's said.

Last week, Nomura had also
cautioned that the spurt in inter-
national crude oil and fuel prices
was leading to an under-recovery
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The companies have not revised prices since early April of

last year. File

ofoverRs 7 per litre for the OMCs

on diesel and petrol sales, ad-
versely impacting the profitabil-
ity of the OMCs, which havea cu-
mulative market share of around
90 per cent in India’s fuel retail
sector, Under-recoveries refer to
the difference between the retail
price and the international price
ofthe fuel.

As per the pricing methodol-
ogy followed by the OMCs, petrol
anddiesel prices should be re-
vised daily based on the 15-day
rolling average of international
benchmark prices. However, the
companies have not revised prices
since early April oflast year, when
global crude oil and fuel prices had
surgedinthe aftermathof Russia's
invasion of Ukraine.

WithAssembly elections in
five states around the corner and
Lok Sabha polls likely in a few
months, analysts and industryin-
siders say that it is unlikely that
the OMCs would hike prices of
diesel and petrol. Although petrol
anddiesel prices arederegulated,
the three OMGs in the past have
kept fuel prices frozen around key
elections, particularly ifthe global
rates dictated apriceincrease.

After incurring heavy under-
recoveries for much of last year,
the OMCs were in the process of
recouping their accumulated
losses from 2022-23 (FY23)in the
current financial year. There were
indications from the government
andthe OMCs that they could re-
vert to daily price revisions soon
as most of their last year's accu-
mulated losses had been re-
couped. Till acouple of months
back, there was anticipation that
petroland diesel prices could soon
seea cut. However, with interna-
tional oil prices and fuel spreads,
ormargins, having risensubstan-
tially leading to incidence of un-
der-recoveries again, the resump-
tionof daily price revisions inline

withglobal rates and redudtionin
fuel prices may only be a distant
possibility. Insucha scenario, fuel
price cut can only be achieved if
the government cuts taxes on the
petrol and diesel, like it did on two
occasions over the past couple of
years, or the OMCs decide to bear
deeperlosses at the government's
behest. Onthe other hand, if ol
pricesand fuel spreads fall signif-
icantly, it would enable a reduc-
tonin fuel prices.

Global crude oil prices had
been firming up for a fewmonths
prior to September, which saw a
sudden spurt after major oil pro-
ducers Saudi Arabia and Russia
surprised theworld by announc-
inganextension of theirvoluntary
supply auts-+otalling 1.3 million
bamels per day (bpd}-till the end
0f2023.The two oil-rich countries
are leading the cartel of major oil
producing nations in efforts to
propupcrude oil prices by reduc-
ingsupply despite expectations of
arise in global oil demand.

Although global oil prices have
seen notable correction over the
pastfew days duetodemand-side
concerns, volatility persistsand it
isdifficult topredict the trajectory
going ahead. Moody's does not
anticipate high oil prices to sus-
tain for too long as global growth
weakens. Global benchmark
Brent crude is currently trading
close to $85 per barrel. At this
year’s peak in September, it had
touched $97 per barrel.

Moody'sdoesexpectinterna-
tional prices of fuels to soften in
subsequent quarters over de-
mand concerns, particularly em-
anating from apprehensions ofan
economic slowdown in China,
evenassupplies are likely togoup
asa number of refineries come
backonline afterscheduled main-
tenance shutdowns.
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‘Soaring Crude
Prices to Hit PSU
Oil Marketing
Cos’ Profitability’

IANS

New Delhi: High crude oil pric-
es will weaken the profitability
of the country’s three state-own-
ed oil marketing companies
(OMCs) — Indian Oil Corpora-
tion (IOC), Hindustan Petro-
leum Corporation (HPCL) and
Bharat Petroleum Corporation
(BPCL) — as they have limited
flexibility to pass on higher raw
material costs to consumers due
to the forthcoming Lok Sabha
elections in May 2024, according

toareport by Moody’s.
Thereport pointsout that the mar-
ket margins of the three oil compa-
nies— the difference between their
netrealised prices and internation-
al prices — have already weakened
significantly from

the high levels seen
in the April-June
quarter of the cur-
rent financial year:

Marketing mar-
Theearningsof £ins on diesel turn-
thethreeOMcs ed negative since
willweakenin August while mar-
thesecondhalf gins on petrol have
offiscal 2024if narrowed consider-
oil prices ably over the same
remain period as interna-
elevated at tional prices in-
currentlevels oo

Theearnings of the three OMCs,
all of which enjoy aBaa3 stabler-
ating, will weaken in the second
half of fiscal 2024 if oil prices re-
main elevated at current levels of
$85/barrel (bbl) — $90/bbl. Still,
full-vear earnings will remain
comparable with historical levels
atthis pricerange, the Moody's re-
port states. The OMCs, however,
will start incurring EBITDA loss-
es in the second half of fiscal 2024
if crude oil prices increase to
around $100/ bbl.
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