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Indian Autos ------------------------------------------------------------------ Maintain UNDERWEIGHT 
Tractor industry: headed for another sharp correction?   
Govindarajan Chellappa / Research Analyst / 91 22 6777 3715 / govindarajan.chellappa@credit-suisse.com 

● Feedback from leading tractor financing companies suggests a 
sharp slowdown in retail sales in FY07. Top 4 players (50% of 
market) financed roughly 130k tractors in FY07, same as in FY06 

● Reported primary sales (manufacturers to dealers) increased 19% 
to 318k tractors in FY07, suggesting considerable increase (by 25-
30k units) in inventory with dealers. Our estimate suggests dealer 
inventory at 70-75k units, translating to 90 days of retail sales 

● North & Central India seem to be most affected by the inventory 
build up. Banks have cut down exposure to these regions owing to 
delinquency issues. Amongst manufacturers, Mahindra and TAFE 
(unlisted) reportedly have the least inventory in the system. 

● The scenario seems scarily similar to that in FY99-00, when 
inventory was high and manufacturers dumped stocks regardless. 
Industry sales declined 38% in FY00-03. Fundamentals are far 
better now, government focus on rural lending being the foremost. 
However, at least a temporary slowdown is round the corner. 

Inventory with dealers has gone up (by about 25-30k units) in FY07, 
for the first time in the last 5 years. While there is a geographical 
divergence (North and Central India being the worst affected) and 
manufacturer wise differences (Mahindra seems to have the least 
inventory) in the trend, deterioration in industry fundamentals is bound 
to flow through the system affecting all. The slowdown in the retail 
sales started with banks tightening lending norms on account of high 
NPAs (in mid-teens for a few players). While the inventory levels are 
still lower than what it was in FY02, the absolute numbers are very 
high compared to the optimal levels.  

Figure 1: Dealer inventory increasing once again 
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Source: Credit Suisse estimates. 

We expect the top manufacturers to start correcting the situation 
sooner than later, in an attempt to prevent the repeat of previous 
downturn (FY00-03) which resulted in a 38% drop in sales and high 
write-offs. Moreover, with lenders tightening norms, there is little 
scope for huge growth in retail sales. Assuming a 5% growth in retail 

sales in FY08E, industry primary sales will have to fall 10% to bring 
inventory levels down to 60 days of retail sales. However, if retail sales 
fall 5% in FY08E (due to tight lending norms/bad monsoons), primary 
sales will have to fall 20% to bring inventory down to 60 days. Growth 
in exports could prop up sales for a few manufacturers. 

Figure 2: Primary sales will likely fall 10% in FY08E 
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Source: TMA, Credit Suisse estimates; Note: Retail includes exports. 

The impact of high dealer inventory is already visible in recent 
despatch numbers. Mahindra’s domestic sales fell 11% in April 2007 
(and industry despatches by an estimated 5%). Owing the 
fragmentation in manufacturing and distribution, correction in inventory 
will likely get delayed by a few months (or a few years as was the case 
in previous downturn). That will likely lead to a sharper and more 
painful correction at a later stage (much like the previous downturn). 

We forecast a 5% growth in tractor sales for Mahindra in FY08E.  

Figure 3: Growth in quarterly industry despatches 
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Source: Company data, Credit Suisse estimates. 
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Companies Mentioned  (Price as of 09 May 07) 
Mahindra & Mahindra (MAHM.BO, Rs761.05, NEUTRAL, TP Rs811.63) 
Tractor & Farm Equipment (TAFE, not listed) 
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Closing Price Target Price Initiation/Assumption Rating

INR

   O=Outperform; N=Neutral; U=Underperform; R=Restricted; NR=Not Rated; NC=Not Covered

   

 
 

MAHM.BO Closing Price Target Price Initiation/ 
Date Price (INR) Price (INR) Rating Assumption 
22-Jan-07 929.2 971.2 NEUTRAL X 
13-Apr-07 744.6 811.626  
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