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India & Oil In ‘War Year’
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China has been the hottest investment 
destination since its entry into the WTO. It has 
grown at such a ferocious pace that no country 
has ever done it before.

It has received the largest share of global 
investment flows outside of the US over the last 
two decades. But when it comes to delivering 
returns, it faces steep competition.

A number of global investors are unclear as to 
who is the ultimate beneficiary of business 
profits in China and whether Chinese businesses 
are profit-focused.

There is a case for India, which has delivered 
superior returns, to receive a higher share of 
global investment going forward because of its 
free market & businesses focused on profits.

Source: Bloomberg Data as on Feb 2023

India Has Delivered Returns To Investors

China has received $1.4 trn in Foreign Portfolio Investments,
India has received $330 Bn. India has delivered far superior returns.  

CAGR 2.9% 

CAGR 9.5% 
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$7trn

India has come out of an investment winter. The 
investment to GDP ratio (measured by gross 
fixed capital formation to GDP) peaked in 2011 & 
remained low until COVID-led disruption 
upended the supply chains. Post COVID recovery 
& a large push through government expenditure, 
investments are making a come back.

There has been a spend of $14 trn on 
investments since independence. This includes 
spending on housing by households, 
infrastructure creation by the government, & 
private capital expenditure.

In spite of poor investment growth over the last 
many years, India has spent $7trn on new 
investments over the last 9 years. As the base 
becomes large this number will repeat itself in 
the next 6 years.

What does this mean? The capex cycle is likely to 
surprise on the upside in the next few years.

Source: World Bank, Govt Documents Data as on Feb 2023

The Coming Investments Upsurge

India has spent $14 trn on infrastructure in 75 years since 
independence. 50% of that, or $7 trn was spent in last 9 years. 
Another $7trn will be spent in next 6 years. 
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Record profitability in FY22 and the paring down 
of corporate debt have improved the financial 
health of corporate India.

The Net Debt to EBITDA levels have halved from 
pre-covid levels & Net debt levels have fallen to a 
6 year low.

This augurs well for the CAPEX cycle, as a healthy 
balance sheet & strong profitability open the 
door for corporate India to spend more.

It is quite likely that the government's capex push 
is complemented by private sector capex. This is 
likely to boost sectors involved in infrastructure 
and ancillary services.

Source: Bloomberg Data as on Feb 2023

Corporate India Has De-levered

Rise in profitability has been utilized to pare debt. This sets the 
stage for upcoming capex spend across sectors.
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Banking Sector Is In Great Shape

Non-performing loans (NPAs) are no more a menace. Decadal low 
NNPA ratio for SCBs is a source of comfort. Provision coverage ratio 
remains high. These numbers are likely to improve further in FY24.

Credit growth remains robust, 
deposit growth lagging but 
catching up.

A non-performing asset (NPA) is a loan for which 
the principal or interest payment remained 
overdue for a period of 90 days. Slippages occur 
when loans become fresh NPAs
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If oil prices fall in FY24, India’s CAD will 
benefit immensely. Oil at $60 is anti-
consensus but likely as per our estimates.

High oil prices and a steep import basket of 
manufacturing imports caused India's trade 
deficit to balloon in FY23. Between April'22 to 
Dec'22, India recorded a monthly trade deficit 
of $27bn- a record.

Oil prices have since cooled off, and the 
normalization of supply chains is also reducing 
India's goods import bill. At the same time, 
India's services trade is racing towards record 
surplus.

A combination of a normalizing import bill and 
steady growth in service exports is likely to take 
pressure off India's current account. This is likely 
to benefit the Rupee in FY24 and give the RBI 
more options in managing India's external 
situation and FX policy.

Source: Bloomberg Data as on Feb 2023

India’s External Situation Likely To Normalize in FY24

Current account deficit is likely to normalize in FY24. Services exports and falling Oil likely to be key driver. 

If Oil is at $80 in FY24, CAD will 
shrink on back of steady services 
exports and remittances trend.



-50%

-30%

-10%

10%

30%

S&P 500 Index (yoy % Change)

US equity markets remain the mother market 
globally, which sets the tone for investor 
sentiment.

Over the last 100 years, there have been four 
instances where US markets have delivered 
negative returns over two or more consecutive 
years. In CY 2022, US markets closed negative. If 
history is any guide, in CY 2023 it's quite likely 
that US equities remain in a broad consolidation 
rather than see deep correction.

This could provide some comfort to the rest of 
the world. Indian equities could benefit from a 
less volatile world on the back of strong earnings 
growth in India and improving valuations.

This means in a growth market like India, be 
attentive to valuations. Add equity exposure on 
market declines and valuation comfort.

Source: Bloomberg Data as on Feb 2023

S&P 500 Index History Signals Equity Consolidation?

In the last 100 years, S&P 500 Index has fallen for 2 or more consecutive years only four times in history. 

Twice during 
the ‘Great 
Depression’ and 
its aftermath

Oil shock of 
1973

Dot com bust
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Source: Bloomberg, EIA, DSP Data as on Feb 2023

The Year of War & Oil Supply-Chain Reset

The Russia-Ukraine war has hit the supply 
chain rather than the supply of oil. This is 
visible in still-elevated North American 
product prices.

The crude oil futures market has busted 
the myth that Oil supply was constrained. 
Prices have fallen, and backwardation 
has nearly vanished.

Inventory rebuild is negative for crude oil prices. 
Expect Oil to retrace back to $60-$65 range.

Product inventories have begun to rise but remain below 
average. This is what is keeping the oil market tight. 
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Investment in the upstream oil & gas industry 
(companies that search for deposits of oil or gas 
and then its extraction through drilling or other 
methods) had started recovering after the rise in 
oil & gas demand amid the opening of the 
COVID-19 lockdowns. 

An increase in demand recovered crude oil 
prices in 2022. For instance, in 2020, crude oil 
prices were about USD 41.96 per barrel, and in 
2022 the prices reached more than USD 110 
per barrel, which resulted in a surge in 
investment in the oil & gas industry.

The year 2022 was dominated by oil and gas 
majors returning capital to shareholders 
through buybacks and dividends. The latest 
trends suggest that a wave of capital 
expenditure is likely to put the spotlight back on 
raising capacity and easing supply-side 
uncertainty in the energy market.

Source: IEF & S&P Global Commodity Insights, Data as on Feb 2023

Oil & Gas Capex Is Back

Decadal 
low

O&G capex rises to 8 year 
high as Oil prices rally

3 Yr CAGR: 
6.1%

3 Yr CAGR: 
4.2%

3 Yr CAGR: 
25%

More Capex means more supplies in the future 
which will help tame the prices.
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US Total Auto Sales (Annualized) (Millions of Vehicle)

China Total Auto Sales (Annualized) (Millions of Vehicle)
Source: Bloomberg Data as on Feb 2023

Auto Sales In The Two Largest Markets Are Stagnant

Industry, 
7.2%

Aviation, 
8.3%

Road, 
49.3%

Rail, 0.8%

Navigation, 
6.8%

Other, 5.5%

Residential, 
5.4%

Non-energy 
use, 16.7%

World oil final consumption by sector

Road transport accounts for nearly half of all world oil demand. 
The US and China, two of the largest markets for automobiles, 
account for over 40% of all vehicles sold in the world. Auto 
sales haven’t grown in these markets over the last 5 years.

The incremental sales are also moving gradually 
to EVs. This is likely to dent demand for oil 
significantly over the next few years.
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Backwardation: A condition in which the futures 
market is abnormal. This happens when the price 
of the futures contract, which is months away, 
trades at a discount to the near-month prices. 
Since commodities entail a storage cost, called the 
"cost of carry“, ideally, they should be more 
expensive in the future. Backwardation causes 
current prices to be higher than the prices of all 
futures contracts. This is a bullish condition. In 
2022, a "supply crunch" caused backwardation.

From the composite curve of commodity futures, 
it is now visible that backwardation is gone, and 
commodities are back in contango. Contango is a 
normal market condition and usually coincides 
with normalized levels of inflation.

This means stickiness of inflation may not last long.

Source: Bloomberg Data as on Feb 2023

Commodity Curves Signal Inflation Deceleration

Lower commodity prices are 
likely to lead inflation lower.

Contango

The composite indicator for commodities is now firmly in contango. 
This depicts a picture of weakness in commodity demand at the 
current level of supply. Expect commodity prices to fall.



More Information ≠ Better Outcomes

Source: WHO



Disclaimer

In this material DSP Investment Managers Pvt. Ltd. (the AMC) has used information that is publicly available, including information
developed in-house. Information gathered and used in this material is believed to be from reliable sources. The AMC however does not
warrant the accuracy, reasonableness and / or completeness of any information. The above data/ statistics are given only for illustration
purpose. The recipient(s) before acting on any information herein should make his/ their own investigation and seek appropriate
professional advice. This is a generic update; it shall not constitute any offer to sell or solicitation of an offer to buy units of any of the
Schemes of the DSP Mutual Fund. The data/ statistics are given to explain general market trends in the securities market and should not
be construed as any research report/ recommendation. We have included statements/ opinions/ recommendations in this document
which contain words or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or variations of such expressions that
are “forward looking statements”. Actual results may differ materially from those suggested by the forward looking statements due to
risks or uncertainties associated with our expectations with respect to, but not limited to, exposure to market risks, general economic
and political conditions in India and other countries globally, which have an impact on our services and/ or investments, the monetary
and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign exchange rates, equity prices or
other rates or prices etc.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.



#INVESTFORGOOD
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