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Chunky price hikes by cement makers after a long drought

Steep price hikes, cost deflation to reverse two years of margins contraction

After a protracted stall, cement retail prices soared in February, with the hike at the pan-India level estimated at Rs
24-25 per bag (50 kg) in the last week of the month compared with the corresponding week of January.

The southern region saw the steepest hikes, at Rs 52 per bag in Bengaluru, Rs 62 per bag in Chennai, and Rs 77
per bag in Hyderabad.

Hikes in other regions were less sharp, at Rs 26 per bag in the west (led by robust hike in Pune), Rs 12 per bag in
the east, Rs 7 per bag in the central region, and a meagre Rs 4 per bag in the north. Prices struggled to rise in north
given moderate growth in demand vis-a-vis other regions and the ongoing ramp-up of acquired assets.

This upends the downtrend in cement prices seen since the rollout of the Goods and Services Tax.

Even in the current fiscal, cement prices had seen a sedate run, declining 2.5% over April and January despite
healthy demand growth of 12.5-13% in the nine months. A slew of capacity additions — totalling 27 MT — between the
March quarter last fiscal and the third quarter this fiscal, coupled with ramp-up of acquired assets kept price hikes
away despite robust rise in volumes during this period.

The recent steep hikes in cement prices will boost the operating profitability of manufacturers even as costs are
descending and demand growth ascending.

Says Prasad Koparkar, Senior Director, CRISIL Research, “The price hikes, coupled with falling costs and
rising demand growth, will enable 200-250 bps on-year improvement in margins in the current quarter. That
said, sustainability of these prices beyond the current quarter appears uncertain as demand momentum is
seen coming off in the first half of next fiscal given the impending elections. However, price cuts on these
massive hikes would still ensure reasonable price growth of 3-5% through fiscal 2020.”

Incremental demand is expected to outpace incremental supply by 5-5.5 MT in fiscal 2020, aiding modest price hikes.
CRISIL Research expects 22-24 MT of gross capacity additions next fiscal, with almost 65-70% of these
commissioning in highly competitive markets of the south and the east.

Meanwhile, the cost of power & fuel and freight have been trending down. Petcoke prices have softened to $91/tonne
in the current quarter compared with $110/tonne in the corresponding quarter a year ago.

CRISIL Research foresees power & fuel costs correcting by 4-6% this fiscal, led by petcoke and coal. Freight
expenditure is also expected to climb down with falling prices of diesel and relaxation of axle-load norms. The new
axle load norms would potentially aid 5-10% savings on road freight, especially from the primary freight side,
depending on how it is implemented at the state level.

Says Rahul Prithiani, Director, CRISIL Research, “Margins of cement players have been in the contraction
phase for two years, and are estimated to shrink 150-200 bps in the current fiscal, at 16-16.5%. With modest
realisations growth and cost deflation, we expect the trend to reverse next fiscal, with the industry seeing
healthy expansion of 150-250 bps. However, the election outcome and its impact on demand growth would
be key monitorables for sustenance of prices and thereby profitability.
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Annexure

Regional cement price trajectory
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297 285 288 295 296 304 300 300 ‘ 299 301 304 ‘ 303 308
North

316 303 318 324 317 318 37 313 310 309 306 305 320
West

356 351 346 347 358 358 352 348 351 355 352 351 358
East

334 321 329 325 323 331 338 334 328 327 317 315 365
South

331 329 328 331 340 341 341 338 341 340 337 335 343
Central

327 318 322 325 326 330 330 327 325 326 323 321 342
Pan-India

Source: CRISIL Research

Note: Aforementioned cement prices are reflective of trade retail sale prices for category A brands polled across 16 cities (for 50
kgs bag). These are average prices for the month (weekly averages). For instance, though the average price for February in India
was higher by Rs 21/ bag, prices in the fourth week of the month were higher by Rs 24-25 compared with the fourth week of

January.
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About CRISIL Limited

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture of
innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals on
a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry research
covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our large network
sources, including industry experts, industry associations and trade channels. We play a key role in India’'s fixed income markets.
We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the
country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered
independent equity research in India, and are today the country's largest independent equity research house. Our defining trait is
the ability to convert information and data into expert judgments and forecasts with complete objectivity. We leverage our deep
understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-
sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information management
specialists.

CRISIL Privacy Notice

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and service your
account and to provide you with additional information from CRISIL and other parts of S&P Global Inc. and its subsidiaries (collectively, the
“Company) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit www.crisil.com/privacy. You
can view the Company’s Customer Privacy at https://www.spglobal.com/privacy
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CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers
reliable. However, CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and
is not responsible for any errors or omissions or for the results obtained from the use of this Press Release. CRISIL, especially states that it has
no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Press Release.



