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India Consumer 
Cost pressures peaking out 
 

Quick Comment: MS India Consumer delivers 
top-line growth of 18% in Q2F09: MS India consumer 
companies reported revenue, operating profit and 
adjusted net profit growth of 18.2%, 8.2%, and 11.3% 
versus our expectation of 17.3%, 12.9%, and 13% 
respectively. Input cost management was the key issue 
during the quarter as companies under MS India 
Consumer saw gross margin contraction from 40-780 
bps. The quarter was adversely affected by a lag in 
rising commodity costs. Interestingly, most companies 
indicated that in the event of continued softening in 
commodity prices, any rollback in product prices (albeit 
there maybe an increase in promotions to spur demand) 
would be unlikely. In such a scenario, FMCG companies 
could be key beneficiaries and see significant margin 
expansion in the coming quarters (see India Consumer: 
Room for Windfall Margin; and Hindustan Unilever: 
Earnings Upside Due to Potential Fall in Input Costs). 
We retain our attractive rating on the industry with HUL, 
Nestle, and Marico our top picks.  

Key Highlights in the Quarter 
1. There has been no slowdown in consumption 

across key consumer categories. Domestic FMCG 
sales rose 18.6% this quarter, the highest in the last 
two years.  

2. Interestingly, sharp price hikes have been relatively 
well-absorbed by consumers as volume growth 
remains quite steady.  

3. Severe input cost pressures led to all companies (ex 
ITC) reporting a decline in gross profit margin. 
The MS Input Cost Index was up 32% YoY during 
the quarter at 180. However, it has come off 14% 
from its peak and is currently at 161. (Exhibit 3) 

4. Five of eight companies reported a decline in ad 
spend to sales ratio by an average of about 160 
bps. The noticeable exception was Colgate, which 
increased its ad spend ratio by 240 bps. 

 
Reiterate our top 3 picks: The FMCG Index has 
outperformed Sensex by 29% YTD. We prefer HUL over 
ITC and also recommend investors consider a basket of 
mid-cap consumer stocks that includes Nestle & Marico. 

MS India Consumer Revenue & Earnings Growth vs. MS 
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HUL & Marico are the only companies that have reported 

double-digit operating profit growth 
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Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be 
associated persons of the member and may not be subject to NASD/NYSE restrictions on 
communications with a subject company, public appearances and trading securities held by a 
research analyst account. 
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Exhibit 1 
Domestic FMCG Sales Growth Continues in SQ08 
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Source: Company data, Morgan Stanley Research 
 
 
Exhibit 2 
Robust Revenue Growth Driven by a Mix of Price 
Hikes and Sustained Volumes 
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Source: Company data, Morgan Stanley Research 
 
Exhibit 3 
MS ICX Has Come off 14% from its 2008 peak 
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Source: Company data, Morgan Stanley Research 

Exhibit 4 
HUL & Marico Led the Pack in OP Growth in SQ08 
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Source: Company data, Morgan Stanley Research  
*Marico operating profit growth adjusted for MTM loss 
 
 
Exhibit 5 
Earnings Growth for SQ08: Bottom-line Growth 
Underperforms vis-à-vis Expectations  
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Source: Company data, Morgan Stanley Research 
 
Exhibit 6 
All (ex ITC) Reported Contraction in Gross Profit 
Margins 
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Source: Company data, Morgan Stanley Research 
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Exhibit 7 
Average Adspend Ratio Was Down 50 bps YoY 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 8 
YTD Relative Stock Outperformance Continues 
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Source: Bloomberg, Morgan Stanley Research *Relative to Sensex 

 

 
Exhibit 9 
India Consumer: Valuation Matrix 

Company 
Share 
Price 

Price 
Target 

Market 
Cap P/E P/B EV/Sales EV/EBITDA Dividend Yield EPS 

CAGR Rating

 (USD mn) 2009e 2010e 2009e 2010e 2009e 2010e 2009e 2010e 2009e 2010e 2009-11e  

Hindustan Unilever 238 300 10,574 20.9 21.1 28.3 23.5 2.4 2.6 16.2 16.5 3.6% e p 3.6% e 18% OW

ITC Ltd. 159 139 12,116 16.6 14.4 4.3 3.7 3.5 3.0 11.3 9.6 2.5% e 2.9% e 15% UW
Colgate-Palmolive 
India 387 400 1,068 20.2 17.2 29.7 27.3 3.0 2.6 15.2 13.0 4.1% e 4.9% e 17% OW

Marico Limited 50 80 614 16.4 13.9 7.7 6.1 1.5 1.3 11.1 9.5 3.0% e 3.4% e 17% OW
Nestle India 1450 1824 2,835 26.4 21.9 28.7 25.0 3.2 2.7 16.4 13.7 2.9% e 3.6% e 20% OW
Dabur India 83 125 1,446 18.0 15.1 9.2 7.3 2.5 2.0 14.4 12.0 2.4% e 2.9% e 19% OW
Tata Tea 526 809 658 7.6 6.8 0.9 0.8 0.8 0.7 4.7 4.0 3.4% e 3.6% e 12% OW
GCPL 101 135 465 13.9 11.6 4.2 3.6 1.8 1.5 10.4 8.6 4.2% e 4.3% e 20% EW
Non-covered Stocks                
United Spirits* 925 NR 1,571 21.2 16.6 4.3 3.6 2.1 1.5 12.2 6.7 0.5% 0.7% 25% NR
Britannia* 1177 NR 576 12.0 9.8 3.1 2.6 1.0 0.8 12.0 9.6 1.9% 2.3% 18% NR
GSK Cons Health* 600 NR 517 13.9 12.0 3.3 2.8 1.6 1.4 9.8 8.5 2.2% 2.6% 19% NR
Emami Ltd* 234 NR 298 11.7 12.3 4.0 3.1 2.4 2.0 12.2 10.1 2.1% 2.6% 19% NR
Jyothy Laboratories* 248 NR 74 5.8 4.1 NA NA 0.6 0.5 3.5 NA 4.6% 5.1% NA NR
Average    15.7 13.6 10.6 9.1 2.0 1.7 11.5 10.1 2.9% 3.3% 18%  
Source: Factset, Morgan Stanley Research 
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  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
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% of Rating 
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Analyst Stock Ratings 
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M O R G A N  S T A N L E Y  R E S E A R C H  

 

Industry Coverage:India Consumer 

Company (Ticker) Rating (as of) Price (11/03/2008)

Hozefa Topiwalla 
Colgate-Palmolive India 
(COLG.BO) 

O (01/10/2005) Rs387.1

Dabur India (DABU.BO) O (10/18/2006) Rs82.95
Godrej Consumer Products Limited 
(GOCP.BO) 

E (08/12/2008) Rs101.45

Hindustan Unilever (HLL.BO) O (01/07/2008) Rs237.8
ITC Ltd. (ITC.BO) U (03/03/2008) Rs158.6
Marico Limited (MRCO.BO) O (07/06/2007) Rs49.7
Nestle India (NEST.BO) O (05/02/2002) Rs1,449.7
Tata Tea (TTTE.BO) O (01/23/2008) Rs526.05

Stock Ratings are subject to change. Please see latest research for each company. 
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