
1 

 

Emerging Bull In The Bear Phase 

We are expecting that crude oil will be more stable than what is 
used to be few months back, as the market is likely to be well 
supplied on the back of the healthy production from US, Brazil, 
Canada, and Norway and in the near term OPEC might extend their 
present output cut to drain out the inventory. These two moves will 
balance the price in the near term. 
 

According to Ministry of Petroleum, Oil demand in India has grown 
for six straight months and it rose 7.7% in February whereas 
consumption of hydrocarbon fuels expanded to 16.7 million tons 
from 15.5 million tons a year ago. Demand for diesel has gone up 
by 6% to 6.5 million tons, Gasoline usage has expanded by 9.4% to 
2.1 million tons whereas the consumption of LPG has gone up to 
7.9% to 1.95 million tons. In the month of February, consumption 
of oil derivatives like Petroleum Coke expanded by 27.6% to 2.2 
million tons. This upsurge in usage of petroleum and its derivatives 
can be attributed to improved economic activity, Government’s 
increased focus on infrastructure, recent uptick in the automobile 
sector, a buoyant end-user market and return of adequate liquidity 
in the financial system post DeMo blues.  
 

In India YoY sales growth for commercial vehicles (CV), Two 
wheeler  (2W )and personal vehicles (PV) has jumped significantly, 
for CV it rose 18% from 7.07 lakhs units to 8.35, for 2W it rose 8.2% 
from 184.09 lakhs unit to 199.23 and for PV it rose 0.4% from 32.55 
lakh units to 32.69. Society of Indian Automobile Manufactures has 
pegged the growth rate of PV, 2W and CV at 9%, 11% and 13% for 
CY2018 respectively. This is likely to take the demand of fossil fuel 
and its derivatives to new heights. Apart from that, the domestic 
airline industry has experienced a 19.69% upsurge last year in pax 
which is likely to continue going forward on the back of 
Government’s increased focus on connecting Tier II and Tier III 
cities through air. This will fuel the demand for ATF. 
 

The government had set a target for oil firms to enroll three crore 
new customers in 2016-17, another three crore in 2017-18 and four 
crore in 2018-19. Presently 80% of Indian households now have 
access to clean cooking gas, a big jump from 56% three years ago,  
as state-run oil firms are enrolling new customers at a record pace 
to meet the target set by the GOI. These firms added as many as 
seven crore LPG customers between April 2015 and December 
2017, expanding the active customer base by about 50%, an 
unheard of rate in the past.  
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Automobile 

Segment
FY16-17 FY17-18

YoY % 

changes
PV 32.55        32.69        0.4%

CV 7.07           8.35           18.1%

2W 184.09      199.23      8.2%

Air traffic Pax 1,075.43   1,209.86   12.5%
*All numbers in lakhs

Changes in Auto Sales & ATP (YoY) 

Source : SIAM, DGCA, PPSC & SMIFS Research  
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Products FY13-14 FY14-15 FY15-16 FY16-17 FY17-18

LPG 14,761       16,392       17,771  19,720      21,287       

Naphtha 10,327       9,907          12,103  12,145      11,259       

MS 15,640       17,391       19,800  21,659      23,700       

ATF 5,010          5,206          5,682    6,381        6,922          

SKO 6,572          6,497          6,260    4,983        3,562          

HSD 62,281       63,523       67,864  69,225      73,692       

Lubs 2,999          2,949          3,168    3,170        3,368          

FO & LSHS 5,661          5,461          5,892    6,594        6,158          

Bitumen 4,346          4,444          5,150    5,216        5,231          

Pet Coke 10,683       13,378       17,330  21,778      24,134       

Others 5,496          5,367          5,824    5,942        6,457          

*All are in metric tonnes
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Considering the above developments we can conclude that all the 
facts are positive for OMCs like HPCL. BPCL and IOCL, however, 
there is more headroom for HPCL over others two due to following 
reasons: 
 

   In terms of GRM and marketing margin they are stronger than  
       other two OMCs. 
 

Their strong GRM and marketing margin will be able to balance 
the cost. 
 

We are expecting a strong volume growth. 
 

If the HPCL and MRPL deals go through then that will create 
more synergy for HPCL. 

 
They have strong ROE 31.36% and ROCE 23.13% which justifies 
their strong growth prospect. 
 
We believe HPCL is a good buy at this level for long term 
perspective. 
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