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Eight core sectors contract
2.5 per centin October

India’s eight key infrastructure sectors
contracted for the eighth consecutive
month in October, posting a decline of 2.5
per cent (year-on-year), weighed down by a
fall in production of crude oil, natural gas,
petroleum refinery production, and steel.
The remaining
sectors posted an
increasein
productionin
October, with coal
at11.6 percent,
fertiliserat 6.3 per
cent,cementat2.8
per cent,and
electricityat10.5
per cent, as per figures released by the
Department for Promotion of Investment
and Internal Trade (DPIIT).

In September, the core sector
contraction had narrowed to below1 per
cent, raising hopes of aresurgence in
manufacturing activity and economic
revival. “There were expectations that the
core sector growth rate may turn
marginally positive in October. However,
there is some promise in the profile,”
pointed out Madan Sabnavis, chief
economist, CARE Ratings.

Coal and power have double-digit
growth rates reflecting higher economic
activity in the month, relative to the earlier
ones, Sabnavis said.

“Cement growth has turned positive at
2.8 per cent, which is encouraging as it
reflects work in the real estate and roads
sectors. However, it may be mentioned
that the government expenditure on
roads in the first seven months has been
lower than lastyear,” he added.

Growth in fertilisers also continues to
be positive at 6.3 per cent, which is in step
with rabi sowing. But it may get diluted
going ahead, once the sowing is over and
the companies stock their inventories.

Negative growth in steel (2.7 per cent)
after positive growth last month reflects
volatility in production linked with auto
and infra sectors

The oil sector continued with negative
growth rates as demand remained weak —
both domestic and external. Refinery
products, with the highest weight (28.04
per cent)in the index, registered the
sharpest drop of 17 per cent during the
month. It was followed by fall in natural
gas production at 8.6 per centand crude
oilat 6.2 per cent. IIP growth would
probably still be negative this month in
the region of 0 per cent-1 per cent,
Sabnavis said.
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Gas distribution shares soar
as competition overhang lifts

UjvalJauhar

ujjval j@livemint.com

he oil and gas regulator,
T Petroleum and Natural

Gas Regulatory Board’s
(PNGRB's) gazette notification
for city gas distribution (CGD)
removes a major overhang on
competition for CGD compa-
nies. The share price of Indra-
prastha Gas Ltd (IGL) and
Mahanagar Gas Ltd (MGL),
which have significant expo-
sure to metro regions of NCR
and Mumbai, closed 9.5 % and
13.7% higher, respectively, on
Friday. Shares of Gujarat Gas,
too, gained 4%.

CGD firms had marketing
exclusivity in key geographical
areas, which wasabout toend.
There was also the fear that
competition from oil and mar-
keting companies would eat
intomarket share, especially as
CGDs share fuel

High concentration

IGL and MGL get a large proportion of their volumes from

CNG sales.

Volume mix of city gas distribution companies

CNG Domestic PNG

MGL

14
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companies in the CNG seg-
ment. This is a major positive
for CGD companies,” said ana-
lysts at Jefferies India Pvt. Ltd.
MGL and IGL benefit more
because of higher CNG expo-
sure. The broker pointed out
thatin the absence of the notifi-

cation, about 20%

outlets with oil The share price of of existing CNG
marketing com- Indraprastha Gas volumes were at

paniE‘S (OMCS) in and Mahanagar riSk.

metros. ' . Gas closed 9.5% As such, ir!ves—

" PI_\JGRB snoti- and 13.7% higher, tf)rs arev hfeaVlng a
cation, however, = sigh of relief.

hasgiven conces- reSpeC_t'vely' on PNGRB hassaid

sions, protecting Friday in the notification

the existing CGD that OMC outlets

business of firms.

“The notification restricts
existing OMCs co-located in
CNG outletsfromselling CNG
under open accessroute, miti-
gating any negative impacton
the existing earnings of CGD

already selling
CNG willnot be allowed to par-
ticipate through the open
access route. As such, there
would be no competition from
OMCson existing outletsbeing
shared. Also, new entrants will

8
85 (in%) ’
74

MGL: Mahanagar Gas Ltd; IGL: Indraprastha Gas Ltd;
CNG: Compressed natural gas; PNG: Piped natural gas

Industrial/commercial Others

Guijarat Gas

Source: Jefferies
India Pvt. Ltd

SATISH KUMAR/MINT

have tosetup theirown outlets.

CGD firms are benefitting
fromrising demand for cleaner
fuels, low natural gas prices,
and increasing distribution
network. However, the key for
earnings growth remains
revival of CNG volumes in
metro towns facing risk from
rising covid-19 cases.

Gujarat Gas seems well
placed on the volume gains
front. Its volume growth got a
legup from growing industrial
demand in the Morbi cluster
(Gujarat) that has already seen
bans on certain other fuels.
However, margins tend to be
lower in this segment. MGL
sharesled the gains on Friday,
also owing to relatively lower
valuations. IGL isnow trading
at about 28 times FY22 earn-
ings estimates, compared to
MGL tradingat15.8 times.
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Irag says it won't
seek exemption
from Opec+ deal

Iraq will notask Opecfor
exemption from a pact
aimed at reducing output,
and oil prices are expected
to reach about $50 at the
beginning of 2021, the al-
Sabah state newspaper
cited the oil ministeras
sayinginareporton
Sunday. The ministersaid
the commitment of
membersto the deal would
help boost oil prices. REUTERS
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Oil prices
seen
remaining
subdued
into 2021
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WORLD P8

OPEC, ALLIES LIKELYTO
EXTEND OUTPUT CUTS
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Opec, allies face seismic demand
split; plan to extend output cuts

Blocset to meetvirtually to address key concerns on the back of a disastrous yr

JAVIER BLAS
29 November

s Opec+ ministers
gather virtually this
week, the city that tra-

ditionally hosts their meetings
will be locked down. Vienna’s
Christmas markets will be
closed, the famous
Ringstrasse boulevard silent.
For oil ministers, the scene
should urge caution.

But while the Austrian cap-
ital provides a dramatic exam-
ple of how the second wave of
the pandemic is shutting
down economies in Europe
and the US, the global picture
is more nuanced.

In Asia, the situation is
almost the opposite to that of
Vienna. The streets in India
were full during the recent cele-
bration of Diwali; China’s
Golden Week holiday saw mil-
lions take cars, trains and even
planes to visit relatives across
the country.

The east-west divide is an
added conundrum for Opec+,
which on November 30-
December 1 needs to decide
whether to delay a production
increase slated for January —
and if so, for how long. And
there’s another crucial divide
in the global oil market: While
gasoline and diesel demand
have recovered to about 90 per
cent of their normal level, con-
sumption of jet fuel languishes
atabout 50 per cent.

“The size of the shock and
the unevenness of its impacts
imply a recovery process which

is far from smooth,” said
Bassam Fattouh, the head of
the Oxford Institute for Energy
Studies.

In private, Opec+ delegates
talk about the imbalance in
the recovery, both geographi-
cally and between refined
products. Increasingly too,
they talk about another seg-
mentation: crude oil quality.
The market for the denser
more sulfurous crude, called
heavy-sour, is tight, mostly
because of production cuts
from Saudi Arabia, Russia,
and other big producers. But
the market for so-called light-
sweet is glutted, in part
because Libyan barrels have
come back to the market after
a ceasefire, and European
refiners are consuming less
North Sea crude.

All those factors make the
deliberations of Opec+ minis-

ters trickier. And they have just
one blunt tool at their disposal:
raising or cutting overall pro-
duction. Opec+ nations do not
target gasoline or jet-fuel pro-
duction, butjust crude.
There’s also a geographical
handicap: Most of their oil goes
to Asia, where demand is
strong, rather than Europe and
America, where it’s weaker.
That means they can do little
to address the glut where it
matters. Even the quality is a
problem: Opec pumps mostly
heavy-sour crude, and can do
relatively little to trim the
excess of light-sweet crude.
There is some consolation.
While the recovery in oil
demand that started in May
stuttered in October and
November as the second wave
took hold, it wasn’t the same
hit to the market as earlier this
year. The lockdowns in Europe

aren’t as severe as the first
wave, and demand in Asia is
surging — not just in China,
but also in India, Japan and
South Korea.

High frequency data for
road usage shows a decline in
early November of about 30
per cent from pre-Covid
levels, compared to nearly 70
per cent in late March and
early April, according to an
index compiled by Bloomberg
News. The most recent data
suggests that road fuel
demand bottomed out around
November 15, and has been
recovering  since. With
European nations easing lock-
downs in the run-up to
Christmas, demand is likely to
recover further.

Pieced together, this all
means the market isn’t as bad
as it looked just a few
weeks ago. BLOOMBERG
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The pandemic has left oil
marketsin Opec’'s hands

Opec’s oil ministers have a few challenges to con-
sider at a crucial summit next week, but for the
first time in years the shale boom won’t be at the
top of the list. A devastating global pandemic and
areckoning with Wall Street appear to have bro-
ken the resolve of the shale wildcatters who
turned the US into the world’s biggest oil pro-
ducer. Years of breakneck growth, at the expense
of crude kingpins in West Asia and Russia, have
come to an end. If there was ever any doubt, it’s
now abundantly clear who has the upper hand in
the global oil market. “In the future, certainly we
believe Opec will be the swing producer —really,
totally in control of oil prices,” Bill Thomas, CEO
of EOG Resources Inc., said earlier this month.
BLOOMBERG
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' CAUGHT | IN COVID | Output from shale wells typically declines in a matter of months, so new ones need to be drilled
Pandemic has broken shale and left oil markets in Opec hands

KEVIN CROWLEY,
DAVID WETHE &
SHEELA TOBBEN
NOV. 29

Opec's oil ministers have a
few challenges to consider
at a crucial summit on
Monday, but for the first
time in years the shale
boom won't be at the top of
the list.

A devastating global pan-
demic and a reckoning
with Wall Street appear to
have broken the resolve of
the shale wildcatters who
turned the US into the
world’s biggest oil produc-
er. Years of breakneck
growth, at the expense of
crude Kkingpins in the
Middle East and Russia,
have come to an end. If
there was ever any doubt,
it's now abundantly clear
who has the upper hand in
the global oil market.

“In the future, certainly
we believe Opec will be the
swing producer - really,

totally in control of oil
prices,” Bill Thomas, chief
executive officer of EOG
Resources Inc, the biggest
independent shale produc-
er by market value, said
earlier this month. "We
don't want to put Opec ina
situation where they feel
threatened, like we're tak-
ing market share while
theyre propping up oil

The shale industry’s pru-
dence, also echoed by the
CEOs of Pioneer Natural
Resources Co and
Occidental Petroleum
Corp, means that produc-
tion will probably flatten
after a steep plunge this
year. US oil output will end
2021 close to 11 million bar-
rels a day, about the same
as it is now, according to
forecasters IHS Markit,
Rystad Energy, Enverus
and the US Energy Infor-
mation Administration.

"l see no more growth
until 2022, 2023, and it will

be very, very light in
regard to the US shale
industry ever growing
again,” Pioneer CEO Scott
Sheffield, who'll run the
fourth-largest shale opera-
tion in the country after
his company completes
the takeover of Parsley
Energy Inc, said in an
interview.

That will surely come as
a relief to Opec and its
allies.

At the start of 2020, the
group's efforts to control
prices were facing
increasing difficulties.
The breakthroughs in
horizontal drilling and

fracking that ushered in
the shale revolution made
it look as though US pro-
duction growth might
never end. Output sur-
passed 13 million barrels
a day for the first time in

bruary.

Then Covid-19 hit, people
around the world stopped
driving and flying, and the
oil market crashed.
President Donald Trump
brokered a historic deal
with Opec in April to
remove almost a 10th of
global production from the
market. He said the US
contribution would come
in the form of market-driv-

en cuts.

That pledge was deliv-
ered faster than most pre-
dicted, and it made a huge
difference. Investors who
were already tiring of the
shale industry's cash-
burning spree retreated
from the sector, and sever-
al producers went bank-
rupt. Before the summer
was over, US output had
collapsed by 3.4 million
barrels a day, almost the
same as removing the
United Arab Emirates at
peak production. Output
from shale wells typically
declines in a matter of
months, so new ones need
to be drilled and fracked
just to maintain produc-
tion at current levels. A
recent uptick in drilling
and fracking doesn't seem
to be enough to ensure
production growth.

Since hitting bottom in
the summer, the number of
rigs searching for crude in
shale fields has increased
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by 69 to 241 last week,
according to data from
Baker Hughes Co. That's
still down from 683 in
March. Similarly, the num-
ber of fracking crews in
the once vibrant Permian
Basin straddling Texas
and New Mexico has
increased to 63, an
improvement from a mea-
gre 20 in June, data from
Primary Vision Inc. show.
But that's less than half
the 146 teams that were
pumping mixtures of
water, chemicals and sand
into wells in January to
release oil from shale rock
in the area.

It's as though the US
suddenly went from being
a thorn in Opec's side to
being an unofficial mem-
ber of the cartel's alliance
with Russia and other
producing nations. Since
June, benchmark US oil
prices have been remark-
ably stable, hovering
around $40 a barrel, and

that's how Opec likes it.

While shale's retreat has
made Opec's life easier, for
the US oil industry it's
been brutal. There have
been 43 bankruptcies of
exploration and produc-
tion companies this year
through October, accord-
ing to a report from law
firm Haynes & Boone.

Shale may be down but
it's certainly not out,
though. The US is still an
oil superpower, and will
remain so for years to
come. And there's always
the possibility that higher
prices will get explorers
drilling and fracking
relentlessly like before. A
sustained price rise to $50
a barrel will "trigger
growth again,” according
to Bernadette Johnson,
vice president for strategy
and analytics at Enverus.
At $60 a barrel, US shale
will come back strongly,
she said.

—Bloomberg
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