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Lower Base Effect to Prop up Earnings; Medium-term Outlook Remains Robust
Our consumer sector coverage universe comprising of 18 companies is poised to report a stellar 

performance in 3QFY18 albeit due to favourable base effect (Demonetisation in the base quarter). We 

expect the sector to report 12.1% revenue and 13.3% earnings growth in the quarter. Excluding ITC, the 

growth is estimated to be even higher at 12.8% for revenues and 17.8% for earnings.

We expect the growth momentum to improve in the coming quarters on the back of trade channel 

stabilisation post GST roll-out, two consecutive good monsoons aiding rural growth, increasing 

premiumisation, strong pricing power and increasing share of the organised players in the GST 

regime. The sector currently trades at rich valuations of 35x FY19E earnings, while excluding ITC, the 

multiples are even richer at 40.7x earnings. We expect the current valuations to sustain, as medium-

term growth momentum is on the cusp of taking off due to above mentioned factors and hence, we 

remain Positive on the sector. Our top picks are: ITC, Asian Paints, Colgate-Palmolive and Kajaria 

Ceramics.

Coming out of a Challenging Phase
The consumer sector has been through a challenging phase for past four quarters. When the growth 

was seemingly recovering in 3QFY17, it was hit by government’s decision to demonetise high value 

currencies, which substantially impacted the companies, consumers and the entire trade channel. 

While other channels have witnessed gradual recovery in demand led by modern retail, the wholesale 

trade segment continued to remain under pressure in parts of the country. All companies have rightly 

made investments in enhancing their direct distribution network in past couple of years. The second 

near-term disrupting factor was GST roll-out. While GST rates were largely positive for the sector sans 

ITC, the implementation with inherent complexities and confusion led to sharp correction in trade 

pipeline in the run-up to the roll-out in the month of June. While the growth has somewhat recovered 

in 3Q, we expect the full benefits of GST to flow in with effective implementation of E-Way bill system 

w.e.f. Feb’18.

Mixed Input Cost Scenario
Situation on the raw material cost front was largely mixed in the quarter. While the average prices 

of HDPE (down 3%), PFAD (down 6%), Milk (down 11%), Wheat (down 15%), Sugar (down 5%) and 

Refined Palm Oil (down 7%) declined on YoY basis, the prices of Copra (up 85%), Menthol (up 75%), 

Liquid Paraffin (up 25% YoY) and VAM (up 22% YoY) were substantially higher. The prices of TIo2 were 

moderately higher by 6% in the quarter. While most consumer companies enjoy strong pricing power, 

there is a lag effect between increase/volatility in raw material prices and the corresponding price 

hikes. This may impact the near-term gross margin profile of the sector.

Outlook & Valuation
We expect our consumer sector coverage universe to report 11.8% and 15.8% growth in revenue and 

earnings, respectively in FY18E, and the growth is estimated to improve to 14%/18% in FY19E. While 

valuations at 40.7x FY19E earnings ex-ITC are rich, we expect the sector to command high multiples 

on visible improvement in growth trajectory in coming years. Key risks for the sector are: delay in 

recovery in consumer demand, sharp increase in input costs and delay in implementation of E-Way 

bill system. In that case, the sector is likely to go through a prolonged time correction than price 

correction, in our view. 

Our top picks are: ITC (muted expectations and attractive valuations), Kajaria Ceramics (strong 
brand and increasing market share post GST roll-out), Asian Paints (double-digit volume growth 
and reasonable time correction) and Colgate-Palmolive (renewed efforts to recover market share 
loss and benefits of lower GST rates).
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Exhibit 1: 3QFY18 Preview Table

Net Sales (Rs mn) EBITDA (%) Net Profit (Rs mn)

 3QFY18 3QFY17 % yoy  3QFY18 3QFY17 bps / yoy 3QFY18 3QFY17 % yoy  

Asian Paints  45,576  38,887 17.2  19.3  18.7  0.6  5,730  4,893  17.1 

Bajaj Corp  2,097  1,864 12.5  32.1  32.8  -0.7  608  578  5.2 

Britannia  25,071  22,648 10.7  13.7  13.0  0.6  2,596  2,204  17.8 

Colgate  9,402  8,650 8.7  24.8  23.6  1.2  1,451  1,279  13.4 

Dabur  20,214  18,477 9.4  19.0  17.8  1.2  3,377  2,934  15.1 

Emami  8,057  7,252 11.1  33.8  35.5  -1.8  1,556  1,343  15.8 

Godrej Consumer  26,428  23,916 10.5  21.8  21.2  0.7  4,049  3,518  15.1 

GSK Consumer  8,835  8,219 7.5  16.5  15.7  0.8  1,481  1,364  8.6 

Hindustan Unilever  83,765  75,125 11.5  19.7  18.0  1.7  10,956  9,199  19.1 

ITC  100,551  91,493 9.9  37.2  37.7  -0.5  28,294  26,467  6.9 

Jubilant Foodworks  7,655  6,588 16.2  12.9  9.7  3.2  423  200  112.0 

Jyothy Labs  4,167  3,834 8.7  13.5  13.1  0.4  267  215  23.9 

Kajaria  6,889  6,054 13.8  18.4  18.4  0.0  641  550  16.6 

Marico  15,936  14,140 12.7  18.2  19.1  -0.9  2,014  1,916  5.1 

Nestle  25,972  23,462 10.7  18.1  17.3  0.8  2,165  1,673  29.4 

Pidilite  14,861  13,281 11.9  21.5  21.4  0.1  2,247  2,026  10.9 

Somany ceramics  4,569  4,165 9.7  8.6  8.6  -0.0  228  202  12.9 

Titan  46,030  38,713 18.9  10.3  9.1  1.2  3,401  2,558  33.0 

Source: Company, RSec Research; Note: * Calendar year company
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Exhibit 2: Valuation Table
CMP* Reco Target price Net sales (Rs mn) Net profit (Rs mn) EPS (Rs) P/E (x) EV/EBITDA (x)

(Rs) (Rs) FY18E FY19E FY18E FY19E FY18E FY19E FY18E FY19E FY18E FY19E

Asian Paints  1,182  Buy  1,354  174,560  199,548  22,959  27,303  23.9  28.5  49.4  41.5  33.3  28.0 

Britannia  4,694  Buy  5,318  99,354  115,766  10,169  12,521  84.7  104.3  55.4  45.0  40.6  32.8 

Bajaj Corp  494  Buy  519  8,434  9,693  2,370  2,733  16.1  18.5  30.7  26.7  25.6  22.1 

Colgate  1,118  Buy  1,235  42,501  48,287  6,346  7,433  23.3  27.3  47.9  40.9  28.3  24.0 

Dabur  361  Buy  381  82,548  93,290  14,193  16,707  8.1  9.5  44.8  38.1  34.2  28.8 

Emami  1,336  Buy  1,370  27,299  31,439  4,253  5,538  29.7  35.5  45.0  37.6  34.8  29.4 

GCPL  995  Buy  1,120  105,113  118,276  15,180  18,349  22.3  26.9  44.6  36.9  32.1  27.0 

GSK  6,359  Buy  6,540  41,221  45,857  7,032  7,946  167.2  188.9  38.0  33.7  33.8  29.3 

HUL  1,368  Buy  1,429  340,833  385,149  50,201  59,434  23.2  27.5  58.9  49.7  43.7  36.7 

ITC  266  Buy  323  436,865  484,398  115,352  128,781  9.5  10.6  28.1  25.2  18.3  16.3 

Jubilant Foodworks  1,931  Hold  1,586  28,582  31,967  1,408  1,888  21.4  28.6  90.4  67.4  34.4  27.3 

Jyothy Labs  385  Buy  421  18,279  20,803  1,782  2,178  9.8  12.0  39.1  32.0  26.8  22.0 

Kajaria Ceramics  748  Buy  851  27,983  32,118  2,882  3,561  18.1  22.4  41.2  33.4  22.8  18.8 

Marico  323  Buy  351  63,926  71,821  8,998  10,812  7.0  8.4  46.3  38.5  32.3  26.7 

Nestle**  7,840  Hold  7,564  100,593  114,561  11,812  14,374  131.9  159.4  59.5  49.2  46.5  39.1 

Pidilite  914  Buy  941  63,757  73,154  9,965  11,750  19.4  22.9  47.0  39.9  32.2  27.4 

Somany Ceramics  934  Buy  1,000  19,422  22,495  1,012  1,334  23.9  31.5  39.1  29.7  19.9  15.8 

Titan  926  Buy  867  168,755  207,773  11,991  15,113  13.6  17.0  67.9  54.4  46.7  36.4 

Source: Company, RSec Research, Note: * CMP as on January 08, 2018; Note: **Calendar year company
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