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How to play the theme 

Sector Top Picks 

Agri Input 
Sharda Cropchem,  
Dhanuka Agritech and UPL 

Automobiles 
Maruti Suzuki and  
Hero Motocorp 

Banking 
HDFC Bank, IndusInd Bank 
and Bajaj Finance 

Building 
Product 

Asian Paints, Berger Paints 
and Havells 

Cement 
UltraTech Cement,  
JK Lakshmi Cement, Orient 
Cement and OCL India 

FMCG 
Britannia, Colgate,  
Dabur, Godrej Consumer 
and GSK Consumer 

 

This Highway Hikers edition covers our 2,500km road trip across 14 rural-

urban locations in Bihar, Punjab, Andhra Pradesh and Uttar Pradesh. Though 

the dynamics varied, economic impetus across regions was generally 

weak.  Rural fragility was stronger than hypothesized, while urban recovery is 

still awaited. The 30-50% correction in real estate prices has dissipated the 

‘wealth effect’ that was responsible for earlier boost in spending. Voluntary 

repayment on farm loans has declined to 50%, while demand for loan waivers 

has become persistent. Heady rural growth for FMCG companies is now 

converging with urban. Auto sector is still resilient in Andhra and Bihar, even 

as urban demand has slackened. 

Rural fragility could accentuate, monsoon holds the key: Rural vulnerability is arising from 

multiple factors -a) lower realization on agri products, b) weather disturbances, c) weak 

government support-lower/delayed procurement & delay in payment, and d) the backdrop of 

high indebtedness. The impact is more intense in Bihar and Punjab. In Bihar, sale of paddy 

seeds is 10-20% decline this year. In Punjab, the net margin for wheat has possibly declined 

by over 40%. In Andhra Pradesh, better realization on black gram and red chilies, 

compensated for stress seen in major crops; Loan waiver imparts relief. In UP, rural prosperity 

is slowing now. Progress of monsoon, will determine consumption of agri inputs. Evidence 

indicates resistance to Land Acquisition Amendment Bill. (Page 8) 

Banking-Rising demand for loan waiver: The persistent demand for agri loan waivers in 

Maharashtra (Rs240bn) and intensifying demand  at the center (Rs3tn) after Andhra Pradesh 

& Telangana launched it in Dec’14 (Rs100bn, Rs170bn), corroborates our long standing thesis 

that PSU banks are highly prone to default risk. Voluntary repayment of agri loans is only 50-

60% across all banks. Loan recovery requires lot of effort and persuasion. Domino effect from 

Andhra and Maharashtra will incentivize defaults. (Page 15) 

FMCG: Will rural urban growth converge? Rural consumption grew 1.5x faster than urban 

in the past 5-7 years driven by structural factors. The region specific pulse depicts that 

structural drivers of wealth effect, government sops and farm income are gradually 

diminishing, which we believe, could result in some moderation in rural demand. Urban growth, 

which was lackluster for last 2-3 years, is showing gradual signs of pick-up in some pockets. 

Monsoon & government spending is the key to determine near term outlook. (Page 18) 

Building Products: Till when will this weak phase last? Slowdown in housing and 

construction activity due to weak demand was evident across states. Building products growth 

is primarily led by rising shift to branded products and replacement demand, while overall 

demand sentiments still remain subdued. Institutional demand has also been weak, due to no 

major new projects announced by the government and bleak revival prospects of existing 

projects. Exorbitantly high land prices restrict, meaningful pickup in real estate. (Page 20) 

Cement: Sluggishness persists, Infra impetus still awaited: Cement sector has been 

shackled by low demand from housing & real estate, sluggishness in infrastructure sector and 

delay in payments on the government projects. Demand slowdown has impacted prices which 

have corrected 10-20% YoY in the North and Central regions. Prices in the South region have 

been firm in the last one year, despite low demand. Post-monsoon revival is critical for 

preventing further pressure on cement prices. (Page 22) 

Automobiles: Hopeful of revival: Depressed farm incomes and eroding wealth effect from 

real estate have weakened rural consumption, leading to sluggish two wheeler sales. Demand 

for passenger cars have been steady, largely due to regional factors. For commercial vehicles, 

the pickup in demand from fleet operators has bsseen gradual. Dealers suggest that the 

current demand is driven by more of replacement demand on the hopes of a pick-up in 

economic activity. Most automobile dealers are hopeful of demand improving in the upcoming 

season on the back of pickup in economic activity and a normal monsoon. (Page 24) 

 

 



 

 

India Strategy  India Equity Research | India Strategy 

 

  Emkay Research | July 28, 2015  2 

 

 
Source: Emkay Research 

 

Impetus of strong rural growth in the past has 
been slackened

Increased penetration still driving demand for 
agri inputs

Urban growth revival still awaited to 
compensate for weak rural 

In UP spend on infrastructure seem 
decelerating in the SP reign 

Uttar Pradesh

After a phase of 10% growth, momentum 
has slackened in past two years- 
commonly attributed to RJDU-BJP split.

Impending election induces political 
uncertainity.

Delay in payments from the government 
has also impacted rural income.

Resistance to accepting land acquisition 
amendment bill.

Low availability of labour for agriculture; 
with slowing construction can trigger 
reverse migration.

Bihar
Average Daily Wage Rate 
in Agriculture & Construction

Agriculture 
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More of an agrarian state, less dependent on 
services and industry sector. 

Monsoon is a catalyst to the growth in this state

Urbanisation is growing at a faster pace.

Wealth effect from higher land prices, which was 
driving consumption demand, has now reversed 
fortunes.

Poor state government support to the industry.

Punjab
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Projects announced by
State & Central governments

Split in states and migration led to spike in consumption in 
AP; likely to normalize going forward

Migration to AP and sharp real estate correction has badly 
impacted Telengana

Wealth effect in AP aided the transition from local brands to 
higher end products

Loan waiver to provide near term respite. Credit culture is 
viciated

Telegana is rainfed, consumption is dependent largely on 
monsoon

Andhra Pradesh

LOAN 
WAIVER
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Regional Dynamics: Urban not strong enough to balance 
out the slowing rural demand 

Although the dynamics vary by region, investment activity impulses across regions have 

remained weak.  Wealth effect, from rising property prices over the last few years, has driven 

activities in both urban and rural areas. This has propelled rural demand along with the 

beneficial terms of trade for the agriculture sector. The trend is now seen reversing. Weak 

realizations on farm produce, lower policy support from government and correction in land 

prices are depressing rural income. The large shift of rural labor force towards the erstwhile 

booming real estate in urban areas may reverse due to stagnating urban real estate activity, 

which could thereby impact rural income by depressing rural wages. Contrary to our 

expectation, we did not find urban areas growing strong enough to counterbalance the likely 

slowdown in rural areas. 

Bihar- Farmers’ purchasing capacity declines; Low probability of farmers 

accepting Land Acquisition Amendment bill  

 Realised prices for farmers across crops like potatoes, corn and paddy, except onions, 

have been unremunerative. Hence future investment in farm inputs is likely to edge lower. 

The purchasing capacity of farmers has also declined. 

 There has been delay in payments from the government for its procurement. The 

government has not paid for the last season, which ended 4 months back. 

 In the current kharif season, where sowing of paddy seeds is over, companies have 

decreased prices of herbicides ahead of the transplantation process. 

 Farmers are witnessing issues with respect to availability of labour. Low remuneration 

has forced people to shift to alternate work like construction, local conveyance etc. 

 Land acquisition is the biggest hurdle for large infrastructure projects. Acceptance of Land 

Acquisition Amendment bill by farmers is unlikely.  

 Given the weakness in real estate market, volume growth for tiles have also been quite 

weak. Expect 10% decline in volume, primarily due to elections. FY16E is going to be 

tough for paints, home building materials, long steel, tiles segment. 

 There is anecdotal evidence of land prices, adjacent to city areas, weakening by 30-50% 

from the peak. 

Punjab- Consumption weakens as wealth effect diminishes and property prices 

crash 

 FY15 farm incomes were negatively impacted by (a) lower crop yields, resulting from an 

erratic monsoon, (b) unseasonal rains destroying crops (like potato), and (c) lower 

procurement from FCI leading to farmers offloading produce in open market at a lower price 

 Both agriculture and non-agri land/property prices have declined by 30-50% over the last 

two years.  Our interactions with people in Chandigarh, Ludhiana and Khanna Mandi were 

full of anecdotes on how farmers and businessmen, after buying land/property for 

investment use, were unable to dispose it off at a significant discount to their purchase 

prices. The ‘wealth effect’ from higher land prices, which was driving consumption 

demand in Punjab a few years back, is now fast fading. 

 People are unhappy with the state government policies. Support to the industry remains 

poor – cost of electricity and taxation rates are prohibitive. Local industry is in poor shape- 

Mandi Gobindgarh, once a big market of steel products, now hardly witnesses any business 

as most of the local manufacturers have shut shop. Graft and unemployment were a 

common grievance amongst the locals. 

 Overall consumer sentiment is weak and dealers are struggling to match volumes/revenues 

from a year back. Things have deteriorated over the last 12-18 months. 

Andhra Pradesh- Structural changes not easy; AP is better placed to ride the 

infrastructure wave vis-à-vis Telangana 

 Our interaction with various participants across genres suggests- (1) State of AP is better 

off in terms of natural abilities compared to other states because of rich soil, water and 

power availability, (2) Yields have been stable and prices have increased marginally, 

leading to better income for farmers. Furthermore, southern/coastal regions are better off 

and are progressing, whereas northern region may see stress if monsoon fails.  

Anecdotal evidence of land prices 

adjacent to city areas weakening 

by 30-50% 

FY15 farm incomes were 

negatively impacted by (a) lower 

crop yields resulting from an 

erratic monsoon, (b) unseasonal 

rains destroying crops (like 

potato), (c) lower procurement 

from FCI leading to farmers 

offloading produce in open 

market at a lower price 

The ‘wealth effect’ from higher 

land prices, which was driving 

consumption demand in Punjab a 

few years back, has significantly 

declined.  
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 Our interactions suggest that farm income in this region has been stable and state of AP is 

benefitting from wealth effect post division. However, Telangana is under pressure, given 

power and water shortage and sharp decline in real estate prices. While the ‘wealth 

effect’ from higher land prices, is driving consumption demand in AP, Telangana is 

witnessing the reverse 

 Furthermore, state government (AP) has limited revenue generation. Hence, it is 

difficult to change the dynamics of the state, which will be gradual, at best. 

 Poor credit repayment culture: High indebtedness and political malfeasance have 

resulted in a significantly laid back credit culture among farmers. It is also an epicenter 

of loan waiver anticipation due to political gimmicks. Our interaction indicates that waiver 

may be a necessity for only 25% of indebted farmers.  

 Land Acquisition Amendment bill will be a challenge, as farmers are apprehensive about 

the outcome. Registered prices are significantly lower at some places it is as low as 0.1x 

of market value.  

Uttar Pradesh- Largely dependent on monsoon outcome 

 Uttar Pradesh (UP) and primarily, East UP is an agri- belt and here, rural dynamics are 

solely dependent on farm income. Over the last 4-5 years, this area has seen sustained 

growth across sectors, thereby driving consumption of two wheelers (20%+ growth), Agri 

inputs (20-25% in pesticides and 5% in fertilizer), consumer durables and building materials 

(20%+).  

 However, last year, it witnessed poor crop output throughout the year. Kharif crop – Paddy 

yields dropped substantially (5-10% drop in yield) due to delayed monsoon, Mentha crop 

fetched lower realisations (of 30% to Rs 700 / qtl). Rabi crop too, saw a 15-30% drop in 

wheat yields, due to hailstorm and unseasonal rains in winter. This has affected purchasing 

power of the farmers, resulting in dependency on debt.  

 A good monsoon this year, can drive demand by 20-25% across agri inputs, while weak 

monsoon will bring it down to 10%.  

 Increased penetration in remote areas is the strongest reason for driving high growth in 

agri input consumption.  

Urban dynamics yet to outweigh rural slackness 

Most of the urban areas have benefited from land monetisation and increasing property prices 

(15-35% increase p.a. over the last 7-8 years), thereby driving consumption. However, there is 

some reversal in this trend as property prices in the last 1-2 years have dropped by 10-20%. 

Though not much sales are happening at lower prices, it has significantly affected the erstwhile 

booming real estate market and halted many projects. On one hand, money flow is stuck with 

poor sentiments, lower prices and people remaining invested, while on the other hand, sustained 

EMIs and fear of notional loss have weakened spending power.  

In the last 1.5 years, projects undertaken by Bihar government have stagnated, which 

aggravated the existing subdued business sentiment. This is clearly reflected in urban demand; 

passenger cars and building products sales have clearly slowed down. Also, infrastructure 

activity in the state will be low, with impending election.  

Punjab has low prominence of service sector (which has been the only sector with relatively 

strong positive growth), implying that the urban population is largely dependent on industrial 

activity. With subdued industrial growth in the last few years, urban demand has also been 

impacted.   

FMCG growth in urban areas has been weak owing to high penetration. However, in rural areas, 

wealth effect coupled with low penetration and government schemes have resulted in stronger 

demand for FMCG. This gap is likely to narrow down with low farm incomes and diminishing 

wealth effect.   

In AP, due to recent migration from Telangana to AP, demand in Vijaywada and other cities in 

the state, have risen substantially. From consumer products to building products, rise in demand 

has been significant. Demand in this state is likely to normalize, going forward. On the other 

hand, Hyderabad demand has clearly dissipated. Real estate prices in Hyderabad have 

corrected as sharply as 30-50%. This is a clear indicator of diminishing ‘wealth effect’ and lower 

demand. 

Projects and government spending in UP saw good growth during BSP government, with 

development across infrastructure and housing, while under SP government in the last 2-3 years, 

infrastructure development has been severely impacted. However, it seems to be reviving from 

last six months, with pickup in projects. 

Southern/coastal region are 

better off and are progressing 

whereas northern region may see 

stress if monsoon fails.  

A good monsoon this year, can 

drive demand by 20-25% across 

agri inputs, while weak monsoon 

will bring it down to 10%.  

 

 

Increased penetration in remote 

areas is the strongest reason for 

driving high growth in agri input 

consumption 
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Real estate: Positive ‘wealth effect’ is diminishing 

Rising land prices and its impact on propelling property prices, benefited people residing in 

rural and adjoining urban areas. The ‘wealth effect’, arising from this, increased discretionary 

spending. However, in the last two years, factors such as low farm income, rising debt levels, 

subdued industrial activity and unrealistic increase in property prices, have significantly 

dented property demand. In the last one year, real estate prices have crashed by 30-50% and 

even with the sharp correction in the prices, it is still a daunting task to dispose of the land. 

The weakening real estate sector is adversely impacting building products industries, 

including cement, while also diminishing the ‘wealth effect’, which had been propelling 

consumption demand 

Bihar- Real estate has stagnated in the last 1.5 years 

 Bihar witnessed considerable ‘wealth effect’ from rising land prices over the last 6-8 years. 

In fact, the property prices/ wealth effect had grown nearly 10x during the second term of 

Nitish’s government. Improvement in the ‘law and order’ condition stimulated land prices 

and consumption. Real estate also stimulated trading activities. However, manufacturing 

sector did not pick up. 

 The real estate sector has stagnated in the past 1.5 years. Demand has weakened and 

there have been very few takers due to lower purchasing power and elevated property 

prices. Prices in urban areas had risen as high as Rs 2,000-2,500 a sq ft (Purnea). 

However, prices in some pockets have corrected by 30-50%. 

 Land acquisition is the biggest hurdle for large infrastructure projects. Acceptance of Land 

Acquisition Amendment bill by farmers appears unlikely.  

 Land prices in rural areas, which had increased significantly, are now easing. 

 Weakness in real estate volume growth was witnessed across Bihar 

Punjab- Property prices have declined by 30-50% 

 Both Agricultural and non-agricultural land/ property prices have declined by 30-50% over 

the last two years. Anecdotes reveal how it is now a daunting task to dispose off the land, 

even at a significant discount to the purchasing price.  

 Rising debt has led the farmers to sell their land, but the buyers are not available despite 

offering it at 40-50% lower prices than those prevailing two years back 

 Building products and cement demand has weakened considerably and is not expected to 

pick up any time soon, due to weak outlook of real estate segment. Increase in builders’ 

inventory and economic slowdown are likely to deter any improvement in building products 

demand.  

Andhra Pradesh- Property prices in Vijayawada remain elevated while prices in 

Telangana plummet 

 Real estate prices have moved up in anticipation of development and shift of wealth from 

Telangana district. Government has proposed Vijayawada as the new capital and has 

shown intent to make Visakhapatnam, a strong metro region. Reliance D6 well in Kakinada, 

should aid investments and income.  

 Projects are in the planning stage and lack of funds in the AP government’s kitty is a 

constraint. Government has also proposed to create an industrial corridor in this region. 

Despite novel thoughts, the step towards reality is 1 or 2 years away and actual 

development, 5-10 years far off. 

 Real estate boomed in 2006-07, post which, the prices in Telangana region have fallen. 

The fall has been steeper in the last two years, with overall correction of 40-50% from its 

peak. 

 Vijayawada has benefited from wealth effect as land prices have increased from Rs5-

6lakhs to Rs10-12lakhs, post division. Similarly, a 2BHK flat price has moved up to Rs35-

40lakhs from Rs10-15lakhs, earlier. 

Considerable wealth effect from 

rise in land prices during the past 

6-8 years, which had grown 

nearly 10x during the second 

term of Nitish’s government. 

However, real estate sector has 

stagnated over the past 1.5 years 

Both Agricultural and non-

agricultural land/ property prices 

have declined by 30-50% over 

the last two years. 
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Uttar Pradesh- Rise in stalling of Govt. projects in last couple of years 

 In the last few years, i.e. post the passage of land bill, rising property prices have 

significantly increased the notional wealth. However, this trend has been reversed as the 

property prices have corrected by 10-20% in the last 1-2 years. Although not much of 

real estate sales are happening at lower prices, it has dwindled booming real estate market 

and halted many projects. On one hand, money flow is stuck with poor sentiments, lower 

prices and people remaining invested, while on the other hand, sustained EMIs and fear of 

notional loss have weakened the spending power.  

 Projects and government spending saw good growth during BSP government with 

development across infrastructure and housing, while under SP government, in the 

last 2-3 years, infrastructure development has been severely impacted. However, 

government seems to be reviving it in the last six months, with pick up in projects. 

Exhibit 1: Sharp slowdown in real estate prices across cities 

 
Source: Bloomberg, Emkay Research 

 

-20

-10

0

10

20

30

40

50

60

S
e

p
/1

0

D
e
c
/1

0

M
a

r/
1
1

J
u
n

/1
1

S
e

p
/1

1

D
e
c
/1

1

M
a

r/
1
2

J
u
n

/1
2

S
e

p
/1

2

D
e
c
/1

2

M
a

r/
1
3

J
u
n

/1
3

S
e

p
/1

3

D
e
c
/1

3

M
a

r/
1
4

J
u
n

/1
4

S
e

p
/1

4

D
e
c
/1

4

M
a

r/
1
5

(%) Real estate prices

Mumbai Banglore Delhi Hyderabad Chennai



 

 

India Strategy  India Equity Research | India Strategy 

 

  Emkay Research | July 28, 2015  8 

Rural fragility could accentuate; Monsoon holds the key 

Our road trip in Bihar, Punjab, Uttar Pradesh and Andhra Pradesh1 forebodes accentuation 

of rural and farm sector fragility, due to sub-normal monsoon. Rural vulnerability is arising 

from multiple factors2 such as- a) lower realization on agri products, in the context of excess 

supplies and declining global prices, b) deficient rains last year and unseasonal rainfall earlier 

in 2015, which eroded productivity, c) weak government support in the form of lower/delayed 

procurement, delay in payment for procured crop and d) the backdrop of high indebtedness. 

The impact is more intense in Bihar (which goes into elections shortly) and Punjab. In Bihar, 

decline in purchasing power seems to have resulted in a 10-20% drop in sale of paddy seeds. 

In Punjab, the net margin for wheat over running cost, has possibly declined by over 40%. In 

Andhra Pradesh, better realization on Black gram and red chilies, partly compensated for 

stress seen in major crops like paddy, cotton and sugar cane. But, the rural economy in AP, 

is more diversified than other states. High level of indebtedness is a reason for worry in AP. 

In UP, the surge in rural prosperity of the past few years, is slowing now due to the above 

factors. Progress of monsoon, will determine consumption of fertilizers & other agro 

chemicals. But, surely the momentum from the agri centric rural economy is markedly slowing. 

Sporadic evidence that we gathered from these states indicate stiff resistance to Land 

Acquisition Amendment Bill. 

Bihar- Farmers purchasing capacity declines 

 Places visited: Patna, Bihar Sharif, Purnea, Darbhanga 

 Key crops –Paddy, Corn, Wheat, Potato, Vegetables and Fruits 

 Realization remains weak for most crops, including corn, paddy and potato. There has been 

a sharp decline in cash flow of farmers compared to last year. Farm output has also been 

impacted due to weather disturbances, earlier this year.  

 Production of corn has been good. However, lower realization has adversely impacted 

profitability of farmers. Corn is dependent on export demand. Given that demand has also 

been weak, large companies have become price makers in the wholesale domestic market 

and the farmers are at the receiving end. 

 In CY15, several farmers were just able to meet cost of cultivation (Average profit over cost 

of cultivation is around 20-25%), which implies less spending towards agri inputs. 

 Rich farmers or farmers near towns, are able to survive better as they can diversifying into 

vegetables. Most farmers in the village areas (80%), are still dependent on 

conventional produce. resulting in a difficult cash flow situation.   

 Government purchases only paddy. There has been delay in payment by the 

government agencies this year. The government has not paid for the last season, 

which ended 4 months back. 

 Farmers in this season are preferring Hybrid paddy seeds versus last year preference of 

OP variety (open-pollinated). Major brands are Bayer, Pioneer, Dhanuka, Nuziveedu, 

Kaveri. Rallis is not present in a significant manner. Bayer is the most dominating brand 

in paddy seeds. Effort is required to sell other brands like Kaveri, Nuziveedu, Rallis etc, 

which are bought, only if there is scarcity of Bayer seeds. 

 Distribution network strong for Bayer, BASF. Lot of efforts are made by MNC 

companies in marketing products and hence, they enjoy better product penetration. Indian 

companies do not invest similar efforts.  

 Sale of paddy seeds has been stable. However, it is still less than last year by 10-20%.  

 In Corn, Pioneer has the largest market share, followed by Monsanto. 

                                                           

1 Rural stress affects farmers even in prosperous states; Greater adoption of cash crops combined with a 

collapse in the prices of agri-commodities has led farmers to the brink in major agricultural areas, Business Standard 
May 2, 2015 

 
2 India Strategy; “Rural fragility to prompt search for safe havens”, dated 30th Mar15 

 

Rural vulnerability is arising from 

multiple factors such as- a) lower 

realization on agri products, in the 

context of excess supplies and 

declining global prices, b) 

deficient rains last year and 

unseasonal rain earlier in 2015, 

which eroded productivity, c) 

weak government support in the 

form of lower/delayed 

procurement, delay in payment 

for procured crop and d) the 

backdrop of high indebtedness. 

The impact is more intense in 

Bihar (which goes into elections 

shortly) and Punjab. 

http://www.business-standard.com/article/economy-policy/rural-stress-affects-farmers-even-in-prosperous-states-115050200651_1.html
http://research.emkayglobal.com/ResearchDownload.aspx?Pid=n%2f8whZ7gKbw%3d&Cid=Q7kgDOy8cmA%3d&fName=YIP155GNl2Xl%2f1GZylQAV4dZfutwkZBmVu7ocncWyCc%3d&typ=APSSeVhmQ%2b8%3d
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 Fertilizer sale is dominated by Urea (40% by volume), DAP (30% by volume) and Potash 

(20% by volume). Maize is normally Urea dependent, Potato (phosphetic), Paddy (Urea), 

and Banana (DAP). Farmers optimize usage by sequencing crop cultivations (Purnea).  

 Volume growth in agri chemicals (insecticides, fungicides & herbicides) business was 10% 

in FY15 vs 40% in the last 3 years. Company inventory has risen in the last 2 months. In 

recent potato cropping, demand for insecticides was weak as crops were less exposed to 

infection. 

 In the current kharif season, where sowing of paddy seeds is over, companies have 

decreased prices of herbicides ahead of the transplantation process.  

Exhibit 2: Agriculture map of Bihar 

 
Source: Maps of India, Emkay Research 

Punjab- Net income on Wheat may have declined by at least 40% 

Places visited: Ludhiana, Chandigarh & Khanna Mandi 

Major crops: Wheat, the largest grown crop. Other important crops are rice, cotton, sugarcane, 

millet, maize, barley and fruits 

 FY15 farm incomes were negatively impacted by (a) Lower crop yields resulting from an 

erratic monsoon, (b) Unseasonal rains destroying crops (potato and wheat) (c) Lower 

procurement from FCI, leading to farmers offloading produce in open market at a lower 

price, (d) Rising debt and,(e) elevated labor costs 

 Due to unseasonal rains last year, crop arrivals in mandi too is lower by ~20% compared 

to last year and the quality of the crop has also deteriorated (5-10%), thereby impacting 

price realization. 

 Crop yield was 25-30% lower due to unseasonal rains. Wheat crop yield was 16-17 

quintals/acre compared to 22-23 quintals/acre normally. 

 Farmers' expense on production of 1 acre of land is Rs10,000-12,000 (excluding fixed cost) 

and the crop (wheat) leads to an income of Rs30,800-33,000 in normal season, leading to 

a net income of ~Rs21,000/acre (4-5 months of crop). In the last season, the net income 

on wheat was lower by at least 40%. Net income on cash crops like Sunflower is currently 

around Rs22,000/acre (90-100 day crop) 

In the last season, the net income 

on wheat was lower by at least 

40% 

Usage of branded products is on 

the rise over the last 3-4 years 

due to increasing awareness 

amongst farmers (quality 

difference is very high between 

branded and un-branded 

products). 
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 Though Punjab is well irrigated compared to other states, monsoon still plays a crucial 

role as lower monsoon leads to lower yield and higher cost-diesel, labor, electricity and 

fertilizers  

 Due to excessive use of fertilizers in the state, fertility of crops has been impacted. 

Soil testing awareness is low across regions and only 25% of farmers opt for soil testing 

 This year, the procurement of wheat crop was delayed by 10 days and started on April 25 

instead of April 15. Due to tedious procedure of crop-testing, the procurement from 

mandi gets delayed and also, leads to glut.  

 In Mandi, taxes and other levies is 11-12% on crops-  a) 2.5% commission on crops like 

Sunflower, Wheat, Paddy and Mustard, 1.5% on Maize b) 1.5% labor charge c) 4% sales 

tax d) 2% market fees and e) 2% RDT  

 There is sufficient urea supply to meet the demand. Hence, prices have cooled off from the 

peak of Oct’14-Feb’15, when acute shortage compelled sourcing from black market. 

 In Pesticides, key branded companies are Tata, Du Pont, Rallis and UPL. Price 

difference is very high (in some cases, it is as high as 100%) and hence, only 30-40% 

farmers opt for branded products. 

 However, usage of branded products has been on the rise over the last 3-4 years due to 

increasing awareness amongst farmers (quality difference is very high between branded 

and un-branded products).  

 Demand for DAP/complex fertilizer has come down by ~25%, due to increase in 

prices (Price has doubled in last 3 years)  

 Dealers’ margin given by multi-national companies is higher but leads to under-cutting by 

dealers as they do not understand the scheme completely. Indian companies are clearer 

in their schemes  

 Cash discount offered by companies is 4%. Credit period given is ~90 days. Sales return 

by dealers is not very common in nature as the return price is 5-10% lower than the 

purchase price. Dealers’ margin vary between 2%-5% depending on the churn of the 

product 

 Hybrid seeds are mostly used for vegetables, whereas, hybrid seeds are banned for 

wheat and paddy. Micro, Siemens and Pioneer are the preferred companies for 

hybrid seeds. 

Exhibit 3: Agriculture map of Punjab 

 
Source: Maps of India, Emkay Research 
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Andhra Pradesh- 

Places visited: Hyderabad, Vijayawada, Rajahmundry, Visakhapatnam 

Major crops: paddy, sugarcane, cotton, chilly, black gram, tobacco and mangoes. Others are 

edible oils, fisheries and poultry. 

 Highly skilled and educated farmers is a differentiation factor for this region. Small and 

marginal farmers form 75% 

 South Andhra (Rajahmundry, Vijayawada & Visakhapatnam) is well irrigated and endowed 

with resources like power supply and land fertility. Conversely, the northern parts 

(Rayalaseema etc) are exposed to stress (heavily dependent on rains) and hence, earnings 

per acre is ~50% lower than southern districts. 

  In better off regions, earnings per acre is Rs 20-25K and some of the districts are also 

benefiting from wealth effect. 

 High indebtedness and the backdrop of frequent loan waivers in the past have vitiated the 

repayment culture, thereby making the state prone to high level of defaults. 

 Last year, monsoons were bad but improved realizations in black gram Rs 7,500 v/s 3,000 

to 4,000 and chilies Rs 7,000 to 8,000 v/s 3,000 to 4,000 helped income levels of the 

farmers. Productivity also increased in black gram and chilly as yields were higher. 

 Our interactions with a PSU bank official indicates that NPAs on loans have increased to 

10%. Retail loans have seen higher delinquency. Housing loan is the thrust area of the 

branch, apart from agriculture.  

 There has been a sharp decline in volume of agro-chemical sale due to farmers shifting to 

new molecular products, which are highly productive and expensive. Insecticide is the 

fastest growing, followed by herbicide and fungicide. The key brands are Bayer, DuPont, 

Adama and Rallis. Distributor works on 5-6% margins.  

 The government has stopped subsidy on fertilizer, resulting in increase in cost of cultivation 

and lower usage of fertilizer.  

 Andhra Pradesh-Summary of discussion with large agri-commodity exporter 

 The agri commodity market has been in over supply. While the short supply improved 

realization for black grams and chilies, it is offset by lower realization for other major 

crops such as paddy, tobacco and cotton. 

 Lower price realization has compelled Tobacco Board to reduce crop target for Andhra 

Pradesh by one-third to 120 mn kg from 172 mn kg last year. Excess supply has resulted 

in 8% lower export at Rs 560bn. Domestic price averaged 6% lower in 2014-15 at Rs 

107/kg compared to 2013-14 and much lower than the MSP of Rs 140/kg. Tobacco area 

in Andhra Pradesh fell to 1.08 lakh ha in 2014-15 from 1.23 lakh ha in the previous year. 

 Procurement of Paddy by FCI and government procurement agencies was poor, at 25% 

of arrivals in the last season (Jan-Apr), compared to 75% last year. The government has 

been reducing food grain buffer. Inadequate presence of government procurement in 

Odisha, saw Andhra Pradesh traders procuring at Rs 850-900/quintal from Odisha 

farmers, 35% lower than MSP of Rs 1,360/quintal. In West Bengal, prices are 20% below 

MSP. Exports to Africa has been impacted by lower global prices and sharp depreciation 

of EUR/USD, making Indian exports uncompetitive (Global prices lower than domestic 

by Rs 400/quintal). This also added to abundance in domestic market. These factors 

impacted price realization for AP farmers. 

  

 

There has been a sharp decline 

in volume of agro-chemical sale 

due to farmers shifting to new 

molecular products, which are 

highly productive and expensive. 

Procurement of Paddy by FCI 

and government procurement 

agencies was poor at 25% of 

arrivals in the last season (Jan-

Apr) compared to 75% last year. 

The government has been 

reducing food grain buffer. 

Inadequate presence of 

government procurement in 

Odisha, saw Andhra Pradesh 

traders procuring at 850-

900/quintal from Odisha farmers, 

35% lower than MSP of Rs 

1360/quintal 
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Exhibit 4: Agriculture map of Andhra Pradesh 

 
Source: Maps of India, Emkay Research 

Exhibit 5: Agriculture map of Telangana 

 
Source: Maps of India, Emkay Research 

 

Uttar Pradesh (UP)- Monsoon to play a catalyst to growth 

Places visited: East and Central Uttar Pradesh –Lucknow, Varanasi, Barabanki & Hardoi  

Key crops – Kharif – Paddy, Mentha and Sugarcane (Central UP) Rabi – Wheat, Potato 

 UP and specially, East UP is agriculture dominated, which plays a pivotal role in the rural 

economy. Farmers have limited source of non-agricultural income. Over the past 4-5 years, 

the agri sector has seen considerable impetus, which reflected in strong growth in two 

wheelers (20%+), Agri inputs (20-25% in pesticide, 5% in fertiliser), consumer durables and 

building materials (20%+).  

 Last year saw significant deceleration due to poor crop output across the season. Paddy 

saw poor yield, dropping 5-10% due to delayed monsoon and Mentha crop fetched lower 

realization (by 30% to Rs 700 / qtl). Hailstorm and unseasonal rains in winters affected 

wheat yield by 15-30%. Potato crop was good, but realization did not match. This has 

weakened purchasing power for farmers, thereby increasing dependence on credit.  

 There is significant dependency on monsoon this year. Good monsoon is expected to drive 

demand by 20-25% across agri inputs while weak monsoon can bring it down to ~10%. 

Farmers are encouraged by good precipitation in June and sowed paddy.  

 Increased base of dealers and retailing in interior and remote areas is the strongest reason 

for high growth in agri inputs consumption reported by companies. 

 Fertiliser demand has been modest at 2-5%, due to high penetration of urea & DAP in this 

region. Government subsidy has resulted in disproportionate use of Urea.  

 Pesticide – Demand growth is estimated to be 20-25% and expected to remain strong, as 

only 45-50% of area is treated. With increased awareness and farmers education and rising 

affordability, pesticide demand is expected to remain high here. Bayer is leading player 

here. Growing markets for vegetables (mainly Varanasi) is driving pesticide consumption.  

 Seeds – This area has highest share of hybrid paddy in the country. Area under hybrid 

paddy is expected to increase further as penetration level is currently ~50%. Bayer is 

market leader in hybrid paddy seed.  

Increased base of dealers and 

retailing in interior and remote 

areas is the strongest reason for 

high growth in agri inputs 

consumption reported by 

companies 
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Exhibit 6: Agriculture map of Uttar Pradesh 

 
Source: Maps of India 

 

Maharashtra-Summary from discussion with officials of Shetkari Sangathan 

Key crops: Cotton, sugarcane, tobacco, Millet, Jawar, turmeric, vegetables (onion), fruits 

 The rising demand for fresh loan waivers reflect the implications of recent deterioration in 

farm sector economics.  

 Recurrence of droughts and weather disturbances, have resulted in higher dependence of 

farmers on loan waivers. The 2007 loan waiver scheme, was skewed in favor of Western 

Maharashtra and Marathwada. Vidharba got much lesser despite higher distress.  

 Due to renewed stress, NPAs for many PSU banks, including BoB and PnB have risen 

sharply on loans given after the loan waiver. Story is same across Maharashtra. There is 

rising dependence on money lenders. 

 Farming families do not want to work in agriculture sector, resulting in decline in labor 

availability. The rise in networth due to steep rise in price of farm land is exhibited only 

around highways, near urban areas or where government projects are announced. In 

remote areas, the wealth effect is not so visible. 

 The crop insurance scheme for borrowing farmers who grow cotton, has not been enough. 

Record of compensation paid varies from Rs 2,000-4000/acre. Cost of cultivation per acre 

is Rs 12,000/acre (non-irrigated area, ex fixed cost), but realization for cotton fell to Rs 

5,000/bale last year and now is at Rs 3,800-4000/bale. These compare much lower to the 

Rs 6,800/bale in 2011. Productivity has declined to 3-4 bales/acre.   

 In Soya crop also, the margins were weak. Total cost (ex fixed cost) is Rs 7,000/acre in 

non-irrigated area. Productivity has decline to 4 quintal/acre (vs average expectation of 5 

quintal). 

 In Sugarcane, while the realization has been coming down over the past few years, acreage 

has not dropped due to support from the government in the form of subsidy.  

 Realization in corn has declined from Rs 1500/quintal to Rs 1000-1100/quintal.  

 In Grams, the realization was better but here also, productivity was impacted due to low 

soil moisture, arising from weak rainfall. Onion season was good for farmers this time.  

Recurrence of droughts and 

weather disturbances have 

resulted in higher dependence of 

farmers to loan waivers. 
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 For the upcoming season, 50% area has seen sowing for cotton, 40% Soya, balance is 

mixed crop. Weak monsoon has damaged 20-25% germination of soya already. 

 Declining stock of live stock has reduced supply of natural manure and increased 

dependence on chemical fertilizers. Intensity of tractor usage has increased. Reduction in 

milk supply has created space for packaged milk companies like Nestle.  

 NPAs on tractors is also rising. In one of the Vidharba branches of a PSU bank, installments 

on tractor loans have not been paid for 50% of loans.  

Exhibit 7:  Agriculture map of Maharashtra 

 
Source: Maps of India, Emkay Research 

Sector View & Preferred Picks – The implication of decline in value of produce and profitability 

for the agri sector is likely to play out with a lag on agri input sectors-seeds, fertilizers and agro 

chemicals. Impact of top line growth moderation can partly be offset by recent decline in 

commodity prices. During earlier episode of decline in agri terms of trade (2001-2004), the agri 

input sector exhibited considerable decline in profit growth. In our view, Agro chemicals and 

complex fertilizers are likely to be impacted the most. Urea players enjoy the buffer due to 

government subsidy. Hence, our preference remains for companies with asset light flexible 

business models such as Sharda Cropchem and Dhanuka Agritech and for companies with 

export exposure like UPL.   

NPAs on tractors is also rising. In 

a Vidharba branch of a PSU 

bank, instalments on tractor loans 

have not been paid for 50% of 

loans.  
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Banking: Rising demand for loan waiver 

The persistent demand for agri loan waivers in Maharashtra (Rs 240bn) and intensifying 

demand3 at the center (Rs3tn) after Andhra Pradesh & Telangana launched it in Dec 2014 

(Rs100bn, Rs170bn), corroborates our long standing thesis that PSU banks are highly prone 

to default risk. In recent quarters, the risk has intensified, as our survey of PSU banks indicate 

that voluntary repayment of agri loans is only 50-60% across all banks. Loan recovery requires 

a lot of effort and persuasion. Domino effect from states like Andhra and Maharashtra will 

incentivize defaults and result in further rise in NPAs. In our earlier report, we pegged the next 

potential loan waiver amount to be as high as Rs. 3.5tn or roughly about 30% of the current 

outstanding institutional loans. Eventually, we see this as adding to the fiscal strain  

Discussion with Ex PSU bank officials in agri lending department, Mumbai 

RBI’s recent notification4 (July 16, 2015) asking banks to maintain 13.5% as direct lending 

(balance 4.5% as indirect lending) is out of sync with its earlier notification5 (Apr 2015) that did 

away with the direct-indirect classification within the aggregate priority sector lending of 18% for 

agriculture sector. The Apr’15 notification required minimum lending for marginal and small 

farmers at 6% of the total banking credit in FY16, progressively increasing to 8% by FY18. This 

was a favorable change as it allowed better deployment of bank credit towards value added 

products, economies of scale etc by increasing the scope for indirect lending for medium and 

large farmers.   

The new notification (Jul’15) reinstates the earlier limit for direct lending of 13.5%. This 

overlapping notification will create complications, as these notifications are sending contradictory 

signals.  

What really has happened, is that in the first year of the new government the agriculture sector 

was ignored, leading to farm sector distress. Rising incidents of suicides has become a political 

issue, compelling policy responses.  

The change in Agri lending norms (removing the direct-indirect lending classification) earlier was 

opposed by state governments as they believed it will restrict direct lending to farmers. As the 

political pressure has intensified, government does not want to be seen going against the interest 

of the farmers. Hence, the change in priority sector lending norms for Agriculture is a fallout.  

Voluntary repayment of agri loans declined to a low of 50-60%: In general, recovery of 

agriculture lending has been a problem as voluntary repayment has declined considerably 

across states and banks. Bank officials have to use a lot of persuasion and effort to get 

repayment on 50% of agri loan on an average. Loan waivers in Andhra Pradesh seem to be 

having domino effect on states like Maharashtra, where the demand for loan waiver is 

intensifying.  

In better states like Punjab, UP & Gujarat, the recovery of agri loans is around 75%. Also, in 

Andhra Pradesh, recovery has improved to 80-90% after the loan waiver announced by the state 

government. Earlier, it had dropped to just 10%. This improvement in AP may be temporary as 

the loan waiver scheme is still underway, which is overstating the recovery. The repayment 

culture is vitiated.  

In others states, the condition is dismal. In Maharashtra voluntary recovery is only ~60%, balance 

40% requires push. In Karnataka, 40% is requiring push for recovery; only 60% sees voluntary 

recovery. Rajasthan is seeing 50% recovery, the balance requires persuasion, default is high. In 

Bengal, 75% requires push, only 25% voluntary payment. In Odisha, only 20% is voluntary 

payment, 80% requires push.     

 Punjab: Disbursement growth is at low single-digit. The slow business is a function of poor 

sentiments from agriculturalists and hence, weak demand for tractors/UVs, which is ~50% 

of the portfolio. NPAs, though only marginally higher, are more towards the HCV and 

construction equipment business. 

                                                           

3  Chief Minister Devendra Fadnavis should change anti-loan waiver mindset: Opposition (Jul 17, 2015),  Prithviraj Chavan 

for Rs 3-lakh-cr farm bailout (Jul 8, 2015), AP Agri & Gold loan waiver Dec 2014-Mar 2015 
4  Priority Sector Lending – Targets and Classification, Jul 16, 2015 
5  Priority Sector Lending-Targets and Classification, Apr 23, 2015 & Final PSL norms broadens its ambit, yet sub-targets 

remain a challenge, Apr 24, 2015 

 

The new notification (Jul 2015) 

reinstates the earlier limit for 

direct lending of 13.5%. This 

overlapping notification will create 

complications as these 

notifications are sending 

contradictory signals. 

In general, recovery of agriculture 

lending has been a problem, as 

voluntary repayment has declined 

considerably across states and 

banks. Banks official have to use 

lot of persuasion and effort to get 

repayment on 50% of agri loan on 

an average. 

http://indianexpress.com/article/cities/mumbai/chief-minister-should-change-anti-loan-waiver-mindset-oppn/
http://indianexpress.com/article/cities/mumbai/maharashtra-prithviraj-chavan-for-rs-3-lakh-cr-farm-bailout-package/
http://indianexpress.com/article/cities/mumbai/maharashtra-prithviraj-chavan-for-rs-3-lakh-cr-farm-bailout-package/
http://www.govtjobsblog.in/2014/12/ap-rythu-runa-mafi-list-crop-loan-and.html
https://rbi.org.in/Scripts/NotificationUser.aspx?Id=9948&Mode=0
https://rbi.org.in/Scripts/NotificationUser.aspx?Id=9688&Mode=0
http://research.emkayglobal.com/ResearchDownload.aspx?Pid=0dtlwE%2fw0i0%3d&Cid=7Oi9EaTZ%2bBA%3d&fName=A2Z4%2bAoKPi86CsfrQEsNdbjXEVRiK6oUUy7h5x6YdiMNpcfZGn%2fZkUeFx8cimm%2fcwtZkNLe6o30%3d&typ=APSSeVhmQ%2b8%3d
http://research.emkayglobal.com/ResearchDownload.aspx?Pid=0dtlwE%2fw0i0%3d&Cid=7Oi9EaTZ%2bBA%3d&fName=A2Z4%2bAoKPi86CsfrQEsNdbjXEVRiK6oUUy7h5x6YdiMNpcfZGn%2fZkUeFx8cimm%2fcwtZkNLe6o30%3d&typ=APSSeVhmQ%2b8%3d
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 Andhra Pradesh- Strong collection from AP farmers:  In terms of AUM growth and 

collection efficiency, the run-rate remains strong for NBFCs (Shriram Transport and 

MMFS). Our interaction however, suggests lending of state-owned banks to small and 

marginal farmers has increased. Further, there is push from the politician to provide credit 

assistance to farmers. While in the region of coastal AP, even small farmers are better off 

and have capability to pay, northern Andhra and Telangana viz. districts like Rayalaseema 

are comparatively weaker in dynamics and resource. The challenge that we perceive for 

the banks is a moral hazard of Agriculture loan waiver, which is irrespective of the necessity 

and a play on vote bank politics. Private lenders are not much present in crop loans and 

state-owned banks remain vulnerable. 

Sector View & Preferred Picks – We see little scope for significant valuation upsides in banking 

stocks. Slower-than-past business growth, limited scope for margin expansion and the likelihood 

of restructured loans defaulting could keep valuations modest. Additionally, the slowdown in the 

rural segment could lead to rising defaults/ loan waiver demand in agricultural loans, to which 

PSU banks remain vulnerable.  

Within the banking sector, we prefer banks that:  

 Are better placed to manage NPAs, with lower impairment risks (Net NPA+ restructured 

assets). 

 Have higher tier-1 capital relative to stressed assets. This would offer protection against 

asset quality deterioration and enable growth opportunity, if business improves 

HDFC Bank, IndusInd Bank and Bajaj Finance are our top picks, while we remain cautious 

on all public sector banks. 

In NBFC space, purely from the rural perspective, Mahindra Finance may get impacted to an 

extent, as loan waivers lead to a moral hazard and affects them as well, though their loans are 

not direct agricultural / crop loans. 
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Exhibit 8: Agri NPAs for most banks have increased over FY10-15 

Agri NPA % FY 10 FY 11 FY 12 FY 13 FY 14* FY15* 

Private Banks       

ING Vysya Bk 2.45 2.96 2.60 3.09 4.29 N.A. 

Federal Bk 2.30 4.50 3.42 3.11 2.00 3.56 

Axis Bk 2.31 2.56 2.33 2.36 2.83 2.26 

HDFC Bk 0.91 0.54 0.92 0.90 1.30 1.58 

IndusInd Bk 1.17 0.94 0.93 1.11 1.11 N.A. 

J&K Bk 1.53 1.09 1.79 1.32 1.02 N.A. 

ICICI Bk 3.05 3.00 1.25 0.75 3.62 2.97 

Yes Bk - - 0.16 0.01 0.06 0.03 

PSU Banks       

IDBI Bk 1.70 1.57 3.56 7.19 11.24 9.19 

Allahabad Bk 1.86 4.06 5.06 8.34 7.52 6.62 

SBI 2.60 6.74 8.92 9.50 8.11 8.84 

UCO Bk 2.02 5.98 6.47 6.93 6.80 8.15 

Union Bk 2.16 4.14 9.58 7.33 6.05 4.51 

OBC 2.68 3.44 4.74 4.37 5.84 5.74 

BOB 3.33 3.47 3.99 4.91 5.15 5.30 

Dena Bk 1.68 2.27 3.80 4.43 7.78 7.06 

PNB 3.65 3.62 5.03 6.33 4.68 5.37 

Corporation Bk 1.62 3.94 3.52 3.33 4.24 3.67 

Andhra Bk 0.28 1.12 2.97 2.47 2.78 5.31 

Canara Bk 1.84 2.24 2.13 2.17 2.01 2.40 

BOI 2.36 2.94 2.67 2.01 1.99 5.10 

Indian Bk 0.60 1.96 2.49 2.56 1.87 1.90 

Source: Banks Annual Reports, Emkay Research   *Based on FY15 Annual Report 

Exhibit 9: Nominal agri GDP and bank agri credit (% YoY); Surprisingly an inverse correlation (-0.2) 

 
Source: RBI,CSO, Emkay Research 
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FMCG: Will rural urban growth converge?   

On rural demand: Interactions with distributors and consumer experts in regions covered, 

depicted that in last 5-7 years, consumption growth in rural India has been 1.5x faster than 

urban, driven by structural factors like i) Wealth effect (rising land & real estate prices), ii) 

Government sops (MGNREGA, 6th pay commission, farm loan waiver, etc.) and iii) Higher 

farmer cash flows, led by high inflation and better yields. Further, efforts towards distribution 

expansion and innovative products led to strong out-performance of FMCG companies in rural 

markets. 

However, interactions also depicted that structural drivers of wealth effect, government sops 

and farm income is waning out. We believe, this could result in some moderation in rural 

consumption, atleast in the interim period. 

On urban demand: Urban demand in these regions has been lukewarm in the past 2-3 years, 

impacted by slow infrastructure activity and weak income growth. However, there are signs of 

gradual pick up in urban demand, but in few pockets. Moreover, a lot depends on improvement 

in income growth in these regions. 

Region specific key takeaways  

 Contrary to national growth, markets like UP and Bihar are growing at a steady pace, led 

by aggressive penetration and marketing strategies by companies.  

 Migration from Telangana to AP region is driving consumption growth in this region.  

 For all regions, a good monsoon is imperative to sustain rural consumption demand.  

Bihar- Penetration is the key driver to growth in rural areas; urban demand 

remains subdued 

 Low penetration coupled with rising wealth effect and government schemes (MGNREGA, 

6th Pay commission) has led to resilient growth of 8-10% in the last few years. Rural trends 

have been stronger, posting growth of 15-18%, while urban growth has slipped to 5-6% in 

the last 5 years. 

 While there is a strong regional presence, increase in distribution network and aggressive 

promotions have led to rapid shift from regional brands to national brands. National brands 

have increased their distribution by 30-40% over the last 5 years. 

 Mid-premium and premium products share has gained significance in this region, primarily 

driven by high promotional intensity of national brands. However, popular segment 

continues to grow at a steady pace, despite shift of consumer to mid & high end products. 

Share of popular segment has declined over the last 5 years from 80% to 60% currently, 

while mid premium, which was 20% is currently about 30% and balance 10% has been due 

to introduction of premium products in this region.  

 Dealers/experts highlighted that higher income coupled with concerted focus of national 

brands towards value added products has led to this shift. This shift was visible across 

highly penetrated categories like detergents, hair oils, oral care, etc.  

 Among categories, there is strong demand for personal care, health care, home care, while 

there is high competitive intensity in categories like soaps, low end detergents, hair oil, etc. 

Health care category has gained significant importance in the region over the last couple of 

years due to increasing awareness from the brands to move towards health based products. 

Andhra Pradesh - State divide is the key driver to growth 

 In addition to penetration and premiumisation, this region has seen healthy growth on the 

back of migration of consumers from Telangana to Andhra Pradesh. FMCG is growing at 

8-10% with rural growth resilient till now, while urban demand is still slow, although is 

showing signs of pick-up. Categories like personal care, detergents and confectionaries 

are growing at a fast pace, while groceries, low end soaps and detergents, commodity 

biscuits, talcum powder, hair oils, beverages impacted by high competitive intensity and 

rising shift to value added/premium products. There is rising wave of premiumisation both 

in urban as well as rural markets, which is aiding growth in the FMCG sector in this region. 

 Retailers in Hyderabad are growing at a slow pace with SSG in the range of 3-5% impacted 

by state divide, cannibalization and rising share of online retailing. Share of FMCG among 

retailers have remained stable as store mix has been constant. Retailers are more focused 

on increasing share of own brands/private labels and non-food categories, which are more 

profitable vs branded and food categories. 

State wise Rural Consumption  

Contribution in FY15 

States  Share Growth 

UP 42% 12% 

Maharashtra 28% 17% 

West Bengal 39% 13% 

Tamil Nadu 24% 7% 

AP 39% 6% 

Karnataka 24% 9% 

Bihar 54% 10% 

Gujarat 30% 8% 

MP 47% 15% 

Rajasthan 36% 23% 

Punjab 35% 13% 

Assam & NE 48% 4% 

Orissa 53% 12% 

Haryana 29% 18% 

Kerala 38% 8% 

Chhattisgarh 52% 25% 

Jharkhand 36% 23% 

Uttaranchal 54% 17% 

ALL INDIA 35% 12% 

Source: Media reports, Emkay Research 
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Uttar Pradesh- Rural has been the driver till now 

 Overall FMCG demand in the region has been growing at 7-8% led by deeper penetration 

and rising share of premium products. Central government initiatives, MGNREGA and 6th 

pay commission coupled with distribution expansion initiatives by companies has been 

aiding growth in the region. 

 Rural market in this region has been in development stage. Over the last 3-5 years, share 

of urban has decelerated from 50% to 30%, while rural has risen from 50% to 70%. 

 In a few high penetrated categories like soaps & detergents, share of low-priced products 

have remained constant at 60-70% of share, but there is a shift from mid-priced products 

to high-priced products. Mid & high priced products, which had an equal share (15% share) 

3-5 years back, this share has shifted in favour of high priced products (20%), while mid-

priced products have declined to 10%. Rise in disposable income has led to increased 

usage of premium products. 

 Over the years, prominence of local/regional brands have receded owing to aggressive 

marketing & promotional campaigns and strong product profile of national brands.     

 Categories like Home care, premium detergents, beverages, personal care have reported 

healthy growth trends in the last couple of years, while categories like low end detergents, 

cooling oil, soaps have been growing slow. 

 The Maggi fiasco has impacted growth of few segments in packaged foods, especially 

noodles and pasta. However, dealers believe this is a temporary phenomenon, but believe 

that consumer and authorities are getting more quality conscious.  

Sector View & Preferred Picks – Volume growth for most companies have steadied in the past 

few quarters. However, rural growth is gradually waning/fading in the last few quarters, while 

urban demand is showing signs of pick up. We believe, favourable monsoon and pick up in 

investment activity is pivotal for improvement in consumption demand. We continue to believe 

that any uptick would be first driven by urban demand, while rural is likely to face interim 

challenges. Based on urban revival and category preference, our top picks in the consumer 

staples space are Britannia, Colgate, Dabur, Godrej Consumer and GSK Consumer. 

Exhibit 10: Rural-Urban split  

 FY14 FY15 

FY14  Rural Urban Rural Urban 

FMCG Whole 35.0% 65.0% 36.0% 64.0% 

HUL 34.9% 65.1% 35.2% 64.8% 

P&G 25.1% 74.9% 25.3% 74.7% 

Nestle 28.1% 71.9% 28.4% 71.6% 

Parle 46.5% 53.5% 46.5% 53.5% 

Mondelez 11.8% 88.2% 12.0% 88.0% 

ITC 22.6% 77.4% 23.0% 77.0% 

Britannia 30.7% 69.3% 30.8% 69.2% 

Adani 28.3% 71.7% 28.7% 71.3% 

RSPL 62.4% 37.6% 62.6% 37.4% 

Colgate 37.6% 62.4% 38.0% 62.0% 
 

Source: Media reports, Emkay Research 

Exhibit 11: FMCG-Segment wise growth in Urban and Rural areas 

% Growth Segment 
Personal  

Care 
Household  

Care F&B Total 

March 2014 –  
February 2015 

All India 6.9 9.1 2.4 4.3 

Urban 5.4 8.4 5.4 5.9 

Rural 8.3 9.8 -0.6 2.6 

March 2013 –  
February 2014 

All India 5.7 8.1 1 2.8 

Urban 5.5 7.8 0.2 2.3 

Rural 5.9 8.5 1.7 3.5 

Source: Media reports, Emkay Research 
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Building Products: Till when will this weak phase last?  

Slowdown in housing and construction activity due to weak demand scenario was evident 

across states. Growth in building products is primarily led by increase in penetration shift to 

branded products and replacement demand, while overall demand sentiments still remain 

subdued. Institutional demand has also been weak owing to no major new projects being 

announced by the government and limited scope of revival of the existing projects. Due to 

exorbitantly high land prices, scope for improvement in real estate market is limited. 

Redevelopment of existing buildings have also been postponed or stalled due to high 

inventory buildup and weak demand conditions.    

Bihar- Volume growth weak, Do not expect any near term improvement 

 Given the weakness in the Real estate industry over the last 2 years and significant 

increase in prices (real estate agents said that prices in Bihar are higher than many places 

in Delhi and Gurgaon), volume growth for tiles have become quite weak.  

 Market condition for tiles has not been good.  The earlier volume growth of 30-40% (2007-

09) is now reduced to zero and is now likely to decline by 10%. FY16E is going to be 

tough for paints, home building materials, long steel and tiles segment. Same 

situation is visible across all parts of Bihar. 

 Manufactures like Kajaria have reduced prices by 10-15%. Dealers also expect further 10% 

decline in volumes due to upcoming elections. Currently, 80% of builders are purchasing 

tiles directly from morbi as it is cheaper and better than Kajaria.  

 Tile companies like Kajaria, Nitco & Johnson are trying to ramp up volume growth by 

increasing number of dealers in new areas. Earlier there were 4 dealers, which now has 

increased to 100. Each district has at least 2 dealers of Kajaria. 

 Given increasing political uncertainties, lack of approvals for new projects (Maps not 

cleared), and survival on replacement demand from retail segment, dealers expect further 

weakness in volume growth for sanitary ware segment as well.  

Punjab- Real estate slowdown impacting the demand conditions; Shift towards 

premiumization visible 

 Cement demand is down 15-25% from its peak level in Chandigarh and Ludhiana, due to 

slow-down in housing construction and real estate activities. Led by steep decline in 

demand, cement prices too, have come down sharply (Rs50-60/bag in last one year). 

Dealers are not expecting a pick-up in real estate and housing construction due to increase 

in builders’ inventory and economic slow-down. 

 Havells as a brand, is not much impacted in Chandigarh, despite slow-down in the housing 

segment as it is gaining market share from other players. The brand commands a good 

recall also due to wide range of products and consumers are willing to pay premium for 

its products due to better service quality. It has a market share of ~40% in Fans, Lighting, 

Switches and 65-75% in Wires and Cables in the market. 

 Overall demand in ceramics has weakened, driven partly by lower new home constructions. 

However, increasing preference for branded tiles, increasing usage in non-floor 

applications and premiumization (GVT) have been structurally positive for the industry. 

Andhra Pradesh - State divide & low construction activity weighing on new 

demand; Replacement demand & penetration supporting growth 

 Migration from Telangana (Hyderabad) to Andhra Pradesh and weak construction activity 

in the region has impacted new demand. Case in point: Growth has tapered down to 5% 

and has been steady for last 2 years, but had the states not divided this growth would have 

actually improved to 10%. Real estate prices have crashed in Hyderabad due to 

oversupply, but prices have now stabilized. Branded players continue to outpace 

unorganized players, with their share now increased to 50% in cases like electricals and 

ceramics. We believe pick up in construction activity is pivotal for likely uptick in demand, 

which till now has not seen any visibility of pick-up. 
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Uttar Pradesh- Demand expectations have been scaled down to half 

 Tiles and sanitaryware segment has benefited from strong rural growth of 20-25%. There 

has been visible shift in the preference of tiles from other products like marble and mosaic 

etc. Increasing penetration and availability are key reasons for strong growth. Organised 

players contribute approximately 45-50% of sales with strong brand equity of Kajaria, 

Somany, Asian and RAK. Demand growth may nearly drop down by half from 20-25% 

due to slowdown in real estate.  

 Increased presence of various players in sanitaryware and faucets is driving competition. 

HSIL enjoys leadership but price difference between branded vs unbranded is upto 

50%. Expect growth in this segment to be 15%. 

 Plywood is mainly an unorganised market commanding 75% of market share. Significant 

price difference of 40-50% between branded vs unbranded is the key problem faced 

by national players like Century and Greenply. In organised market, Century enjoys 

better recall and brand equity. Shift from unorganized to organised is at a slower pace.  

Sector View & Preferred Picks – While overall construction and real estate activity has 

weakened. The euphoria post induction of NDA government at the centre seems to have faded 

along with that strong base of FY15 and weakening construction & real estate activity is likely to 

weigh on demand. We like companies with strong pricing power, market leadership, ability to 

grow even in a challenging environment, focus on increasing reach and strong brand equity. Our 

preferred picks are Asian Paints, Berger Paints and Havells.  

  



 

 

India Strategy  India Equity Research | India Strategy 

 

  Emkay Research | July 28, 2015  22 

Cement: Sluggishness persists, Hopes of infra impetus 
still alive 

Cement sector has been shackled by low demand from housing & real estate, sluggishness 

in infrastructure sector and delay in payments from the government projects. Demand is 

expected to remain muted in these regions primarily due to subdued real estate activity and 

impending elections in Bihar would also stall the infrastructure activities for few months. 

Slowdown in demand has impacted prices, which have corrected 10-20% yoy in the North 

and Central regions. Price in the South region is very strong for last one year despite low 

demand. If the demand does not revive after monsoon then there could be further pressure 

on cement prices.  

Bihar-Revival hinges on realization from government  

 Demand is weak compared to last year due to a) payment issues for government related 

works, b) low demand from Builders as PRDA (Patna Regional Development Authority) is 

not clearing maps for new projects and c) payment issues through PMGSY (Pradhan Mantri 

Gram Sadak Yojana, Bihar) 

 Expect the demand in rest of FY16 to be muted. There will be lower demand for next 3-4 

months, as new projects will not be started in the run up to the Bihar election 

 Lafarge is the top brand in Patna and commands Rs5/bag premium over ACC. UltraTech 

price sometimes is Rs15-20/bag lower to Lafarge as the company is trying to gain market 

share in the region 

 Lafarge and ACC sales in trade is higher compared to other brands. UltraTech sales to 

non-trade is higher compared to trade. Ambuja has a very little presence in the trade.  

 Demand in Bihar is around 8-10lakh tonnes/month and Trade: non-trade mix is 65:35. 

Punjab- Low housing demand leads to cement price correction 

 Cement demand has been impacted due to a) low demand from housing and real estate 

b) no pickup in demand from the infrastructure sector and c) delay in payment to contractors 

for government projects 

 Demand in Chandigarh and Ludhiana is down 15-25% from its peak level. In 

Chandigarh, many new colonies were constructed in Zirakpur and Panchkula last year due 

to which demand was better. . 

 Cement prices too, have come down sharply (Rs50-60/bag in last one year). Price in 

the retail segment is at Rs255-260/bag compared to Rs300-310 last year and Rs270-

280/bag, six months back. In the wholesale segment, price is at Rs250-255/bag 

 Retail price for ACC, Ambuja and UltraTech is at the same level, whereas, other brands 

are Rs10-20/bag lower compared to these brands 

 Key brands in Chandigarh are Ambuja, ACC, UltraTech, JP Associates and Shree Cement. 

JP Associates is losing market share to other players. In Ludhiana, key players are 

UltraTech, ACC, Ambuja and Shree Cement. JP Associates has very less market share 

too. JK Cement has recently started selling in the market, post commissioning of Jhajjar, 

Haryana unit 

 UltraTech has a good market share in the rural areas, whereas, Ambuja Cements has 

higher market share in urban areas. 

 Trade: Non-trade mix was 80:20 earlier, which is estimated to be 60:40 now 

 Dealers’ margin is generally at Rs9-10/bag. The companies offer 2% CD (cash discount) 

and 4% QD (quick discount). Payment has to be made the next day after challan for being 

eligible for 2% CD (on 2nd day it comes down to 1.5%) 

 Imported cement from Pakistan has also gained acceptance in Ludhiana and current rate 

is at Rs265/bag for OPC cement, compared to Rs280/bag for Indian brands. Also, imported 

OPC cement is delivered if the demand is of 600bags; whereas, local OPC brands are 

delivered only when the required quantity is 1,200 bags 
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Andhra Pradesh- Capacity utilization down to 50-55% 

 Cement demand in the region has been impacted over the last 4-5 years due to political 

uncertainties like creation of separate statehood, Telangana. Even after separation of 

Telangana from Andhra Pradesh, the demand has not yet improved 

 Though, there has been some delay in demand recovery, dealers expected improvement 

in demand going ahead led by development of infrastructure for Telangana state.  

 Cement companies are operating at 50-55% utilization rate, due to lack of demand. 

 Demand in the region is down 25-30% from its peak level 

 Despite weak demand, prices are firm as the companies are trying to maintain prices at 

higher levels. Retail price is at Rs310-320/bag compared to Rs190-200/bag in Feb-Apr ’14 

Uttar Pradesh- Despite better demand, prices remain sticky  

 Cement demand in Lucknow and nearby areas is good, and growing at 5-6% compared to 

last year. Industry is also growing at 5-7% in Uttar Pradesh 

 Demand growth has been led by housing (rural/urban sector) and going ahead it is 

expected to improve by push from government projects (like concretization of street roads)  

 ACC is the market leader, in terms of pricing and trade segment, whereas, JP Associates 

is the leader in non-trade segment 

 Lucknow market is of 3 lakh tonnes/month and major players are ACC, JP Associates, 

Heidelberg, Birla Corp and Prism Cement.  ACC sells 35,000 tonne/month (~30k tonnes in 

trade segment), JP Associates sells 40k tonnes (25-30k tonnes in non-trade segment), 

MyCem (Heidelberg) sells 30k tonnes (12-14k tonnes in non-trade segment), Prism 

Cement sells ~29k tonnes (17-18k in the trade segment), Reliance Cement sells ~5k 

tonnes (2k tonnes in trade segment) and Birla Corp sells ~23k tonnes (only in trade 

segment). 

 In terms of prices, ACC commands premium over other companies. ACC price is at Rs300-

310/bag, MyCem and JP Associates at Rs275-285/bag, Birla Corp at Rs265-275/bag and 

Reliance Cement at Rs280-290/bag. 

 Despite better demand, the companies have not been able to increase prices in last 6-7 

months and prices are almost at similar levels to that of 6 months back, barring some 

fluctuations. 

 Trade: Non-trade mix in Lucknow is 65:35. 

 Demand was better between January-July 15, ’15. There has been some drop in last 4-5 

days because of rains and flood like situation in Gorakhpur/Basti. Demand is not expected 

to improve significantly in next 5-6 months. 

Sector View & Preferred Picks – In the near-term, demand is expected to remain under 

pressure and we expect recovery only in 2HFY16E. In the last six months, demand has also 

been impacted due to slow-down in rural demand. Expected pickup in infrastructure spending by 

governments can resuscitate demand and counterbalance slowing demand from real estate 

sector. In large cap space, we prefer UltraTech Cement and in mid-cap space, our preferred 

picks are JK Lakshmi Cement, Orient Cement and OCL India.  
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Automobiles: Hopeful of revival 

Depressed farm incomes and eroding wealth effect from real estate have weakened the rural 

consumption, leading to sluggish two wheeler sales. Demand for passenger cars have been 

steady, largely due to region specific dynamics - For instance, in case of AP migration and 

wealth effect has improved car demand; while in UP, easy availability of financing seems to 

be propelling demand. For commercial vehicles, the pickup in demand from fleet operators 

has been gradual. Dealers suggest that the current demand is driven by more of replacement 

demand on hopes of a pick-up in economic activity. Segments like mining and infrastructure 

have still not contributed to sales growth. Most automobile sector dealers are hopeful of a 

pickup in demand during the upcoming season on the back of pickup in economic activity and 

a normal monsoon. Our interactions did not indicate any positive traction so far either in the 

agriculture or industrial segments.   

Bihar- FY16 started on a weak note; Dealers expects recovery post September 

 Two wheeler sales remained strong even till the last year. However auto dealers like Hero 

and Honda have witnessed muted demand in the last 3-4 months. Dealers expect 

recovery post September, if harvest season turns out to be strong. Hero continues 

to increase market share, followed by Honda. Volume share from Bajaj Auto continues 

to decline. As per dealers, two wheeler industry volume stands at 31,000 units per month 

of which, Patna contributes 5,800 units. In FY15, Industry grew 11% in Bihar (including 

Patna). However, excluding Patna, it grew 18%. Honda’s share in two wheeler market 

was around 26% in the last year. 

 Tractor sales, Passenger vehicles (autos) and three wheeler sales have been contracting 

substantially 

 Bihar is not a big market for passenger cars (Four wheelers). Growth has tapered down 

in Patna as market has saturated. However, demand from rural areas (Maruti sales) has 

picked up. A Maruti dealer, we met in Patna, following a flat performance in Q1FY16, 

is expecting negative growth in coming quarters. 

 Decline in purchasing power of household due to rising cost of living and increase in real 

estate prices have impacted the sales 

Punjab- Unfavorable local factors lead to hit in discretionary spending 

 Impacted by lower farm incomes, negative ‘wealth effect’ from a sharp decline in real estate 

prices and sub-par presence of service and industrial sectors, discretionary spending in 

Punjab has been impacted over the last couple of years. 

 Two-wheeler demand remains weak from both rural and urban centres – as such, not only 

motorcycle sales is weak, but scooters demand has been impacted as well. Hero seems to 

be retaining market share in motorcycles, while scooters share seemed stable – dealers 

were enthused after having seen the upcoming scooter launches. Honda dealers continue 

to ride on the success of Activa and Shine. The company seems to have done well to ramp 

up its dealership presence across the state. Bajaj dealers though excited about the new 

CT100 which has seen a good response, complained of weak demand and lack of a scooter 

in their portfolio and a strong executive segment bike.  

 Utility Vehicles demand too, seems to be impacted as both agriculturalists (who demand 

entry level products like Bolero) and the business community (who demand higher range 

products like Scorpio, XUV500) have seen their business being negatively impacted over 

the last few quarters. While M&M dealers sound confident of retaining their market share, 

especially having seen upcoming compact SUVs, visibility on improvement in demand 

environment was on the weaker side.  
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Andhra Pradesh- Upcoming festive season key for PV & 2-wheeler; CV showing 

signs of pick-up 

 Wealth effect and migration post state bifurcation, has positively impacted demand 

for automobiles, with both PV & 2-wheeler segments reporting steady volume numbers in 

the last few months. Growth has been more resilient in Andhra Pradesh in comparison to 

Telangana (Hyderabad). 

 After a long period of lull, demand for CVs has been picking up over the last few months. 

Demand pick up is largely replacement demand as fleet operators are positive on the 

outlook as there are an ample number of projects lined up in the region after bifurcation of 

states. Discounts continue to remain high and most segments like 

infrastructure/mining/cement are yet to pick up in a meaningful manner.  

 In Passenger vehicles, demand is steady, driven largely by the salaried class. Maruti and 

Hyundai continue to lead the market share charts driven by new products and enhanced 

reach. Mix has again shifted towards petrol cars with the recent correction in fuel prices. 

Trends point to increasing premiumization as more and more people prefer the cars in the 

Rs 5-10 lakh price points.  

 Two-wheeler demand is again steady with salaried individuals forming the bulk of the 

buyers. Trends point to increasing preference of scooters which are now over 30% of 2w 

sales in the region. While Hero continues to retain market share in motorcycles, scooter 

segment is to a big extent cornered by Honda. Scooters continue to grow significantly faster 

than motorcycles. As per a local dealer, Bajaj seems to be losing the plot and could 

continue to see market share pressures.  

Uttar Pradesh-Easy financing has helped  

 Two-wheeler demand in FY15 declined 8-10% and is currently seeing some seasonal 

uptick, driven by marriage season. Nonetheless, overall demand on a YoY basis is still 

lackluster. Local dealers hope for pickup in demand from September (harvest season). 

Hero is a clear market leader with ~60% market share followed by Bajaj and TVS. In 

scooters, Honda has leadership, but is losing some market share to Hero. 100cc segment 

still continues to dominate the market, given the price sensitive customer. High resale value 

for Hero motorcycles, lower maintenance, higher mileage and new product launches are 

some of the key growth drivers for Hero.   

 Car demand seems to be running strong with a sustained double digit growth rate in the 

areas we covered. Recent marriage season too ended on a strong note. Dealers cited 

easier financing norms than what prevailed earlier in the state as a major catalyst – 80%+ 

of car sales are now financed. Maruti continues to enjoy 50%+ of the market and has been 

growing handsomely. 

 Tractor demand in rural areas remains weak, while Varanasi market has seen 

significant pickup, mainly driven by increase in construction activities (Prime 

Minister’s adopted town). Tractor sales in and around Varanasi declined 25% in FY14 

since agriculture was severely affected and farmers postponed purchases. In the current 

year, tractors are expected to report 40-50% growth on the back of improved construction 

activity.  

Sector View & Preferred Picks – Our channel checks reassure us on a couple of our top picks 

in the sector – Maruti Suzuki and Hero Motocorp. Interactions pointed out to the fact that 

passenger car demand remains steady and poised for growth in the coming quarter and Maruti 

Suzuki, with its new launches and strong dealer network is well poised to capitalize on the same. 

In the two-wheeler space, Hero Motocorp seems best placed in the two-wheeler space, as it has 

done well in retaining market share in the motorcycle segment and could possibly gain market 

share in scooters too, with its upcoming launches.  
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Exhibit 12: PV sales beginning to inch higher after 2 sluggish years 

 
Source: Company, Emkay Research 

Exhibit 13: Maruti’s market share remains resilient to competition 

 
Source: Company, Emkay Research 

Exhibit 14: Scooters continue to outperform the industry 

 
Source: Company, Emkay Research 

Exhibit 15: HMSI gains at the expense of incumbents… 

 
Source: Company, Emkay Research 

Exhibit 16: CV industry coming out of downturn 

 
Source: Company, Emkay Research 

Exhibit 17: M&M’s pickup portfolio helps market share gains 

 
Source: Company, Emkay Research 
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Annexures: Meeting Takeaways 

Agri/ Rural 

Bihar 

 Agro Dealer, Bihar Sharif  

 Season for Potato crop was weak. Price realisation was weak at Rs 250-300/quintal as 

compared to Rs 600-700/quintal last year. Lot of potatoes in the state getting imported 

from West Bengal.  

 Productivity was lower for Onion. However, rate was good due to lower production- both 

local and on all India level. 

 Demand for insecticides also remained weak as crops were less prone to infection.  

 Realised prices for farmers across crops have not been remunerative. Hence, they are 

not ready to invest much in farm inputs. Purchasing capacity of farmers has declined 

 Farmers in this season are preferring Hybrid seeds versus preference of OP variety 

(open-pollinated) last year.  Brands like Dhanuka, Nuziveedu are preferred for paddy 

seeds 

 For corn, price realisation has been quite low. Seeds sold has declined by 30-40% 

 Rich farmers or farmers, who are near towns are able to survive better by diversifying 

into vegetables. Most farmers (80%), who are in the village areas, are still dependent on 

conventional produce. Their cash flow situation is difficult.  

 Distribution network strong for Bayer, BASF. Lot of efforts are made by MNC companies 

in marketing products and hence, they enjoy better product penetration. Comparatively, 

Indian companies invest less efforts in marketing.  

 Banks are less supportive towards agricultural lending  

 Availability of labour has been a major issue. Increasingly, people do not want to work 

in the farm areas due to lower wages. They prefer alternate work like construction work, 

local conveyance .  

 Land prices have gone up in recent years, but it is flattening this year.  

 Insecticide India, Sales Manager 

 Realisation remains weak for most crops including corn, paddy and potato. There has 

been a sharp decline in cash flow of farmers compared to last year. It has also been 

impacted due to weather disturbances, earlier in the year.  

 In the case of corn, there is an increasing monopolization by companies, who now have 

set warehouses. Farmers do not have the pricing power.  

 Sales growth for Insecticide India has been around 18% in case of agri chemicals. For 

other companies (Krishi Rasayan, Dhanuka) the situation has been very difficult.  

 In CY15, several farmers were just able to meet cost of cultivation (Average profit over 

cost of cultivation is around 20-25%), which implies less spending towards agri inputs.  

 In mundies, there is dominance of buyers; storage is lacking. Holding power is less as 

80% of farmers are small farmers (1-2 acres).  

 Government support has been weak with respect to procurement. Government should 

open more outlets. Farmers have not taken Modi’s 50% price over cost of cultivation 

promise seriously. 

 In this season, demand for Hybrid seeds has increased versus OP variety, Major brands 

are Pioneer, Nuziveedu, Kaveri, Bayer. Rallis is not present. 

 Pappu Yadav will impact Yadav vote bank at the margins, not a serious threat to Laalu; 

Yadavs will go with RJD. Upper caste is aligned to BJP. North Bihar region is Muslim 

dominated and hence, will go with RJD-JDU combine.  

 JDU-RJD seat distribution is very critical for the combine. BJP has a reasonable base, 

but a credible face for Chief Ministership is missing. 
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 Trader at Gulabbagh mundi, Purnea 

 Production of corn has been good, roughly around 3000tn/day, ie. Greater than 1 rake. 

However, realisation has been depressed. Currently at Rs1120/quintal (min 1060, max 

1140, average of 1090). Lower realisation on corn has adversely impacted profitability 

of farmers.  

 Price of corn is expected to remain stable. Large companies have accumulated lot of 

stocks in their local godowns at lower prices for feedstock’s etc. 

 MSP of Rs1300/quintal is not effective, as government purchases are inadequate.  

 Government purchases only paddy. There has been delay in payment by the 

government agencies this year. The government has not paid for last season, which 

ended 4 months back.  

 Situation for paddy has also been weak. The current market price is at Rs 1300/quintal. 

It should have been Rs 1500/quintal. Due to decline in the global prices, companies have 

imported at cheaper prices through Vishakapatnam and are selling in the market, 

depressing the price.  

 Corn is dependent on export demand. Given that demand has also been weak, large 

companies have become price makers in the wholesale domestic market and the 

farmers are at the receiving end. 

 Fertilizers dealer, Purnea 

 Fertilizer sale dominated by Urea (40% by volume), DAP (30%  by volume) and Potash 

(20% by volume). Maize is normally Urea dependent, Potato (phosphetic), Paddy (Urea), 

and Banana (DAP). Farmers optimise usage by sequencing crop cultivations.  

 Seeding has been difficult. Rainfall has been inadequate. Sun has been strong, which 

has impacted germination. Good monsoon in July is necessary.  

 Lift of DAP was good during Maize season. But, crop was destroyed due to weather 

related disruption.  

 There is no shortage of Urea. Usage has been less as less of paddy is being cultivated  

 Sale of paddy seed has been stable. However, it is still less than last year by 10-20%. 

Bayer is the most dominating brand in paddy seeds. Farmers are buying more of hybrid 

variety this year. Lot of effort is required to sell other brands like Kaveri, Nuziveedu, 

Rallis etc, which are bought, only if there is scarcity of Bayer seeds.  

 In Corn, Pioneer has the largest market share, followed by Monsanto.  

 In the current kharif season, where sowing of paddy seeds is over, companies have 

decreased prices of herbicides ahead of the transplantation process.  

 Corn- Profit for farmers is less due to depressed prices. Larger farmers can hold the 

supply and afford better realisation as they can store. But, most farmers are small and 

have to accept market price, which is depressed.   

 Pesticide dealer, Patna 

 Harvest season has not started yet. Season for wheat has been better from production 

stand point, but not in terms of pricing.  

 Volume growth in insecticide business has been 10% in FY15 as compared to 40% 

volume growth in insecticide, fungicide and herbicide in the last 3 years. 

 Companies have raised inventory in the last 2 months.  

 Given Bihar has mixed crops so there is market for all brand; but Bayer still holds 40% 

market share.  
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 Agro dealer, Darbhanga 

 Currently, it is season for Paddy. Vegetable cultivation is also dominant in this area. 

Total production for most agri produce is largely used for local consumption. The region 

is net importer from other areas.  

 Hybrid seeds in vegetables enable cultivation throughout the year. In the last season for 

wheat, productivity was impacted due to weather related disruptions. There was around 

20% damage.  

 Price did not rise despite lower production as cropping area was higher. Cultivation in  

Maize declined in the current season, as prices declined to Rs 900/quintal during the 

sowing season, which has now increased to Rs 1,100/quintal. At Rs900-1000/quintal, 

the farmer is unable to make any margin. A year back, the realised price was very good 

at Rs1,500-1,600/quintal.  

 Realisation on wheat also edged lower due to lower quality production this year. Hence, 

farmers found it difficult to get a reasonable price. Local mill price is around Rs 

1,400/quintal and in the open market, it is Rs 1375-1450/quintal. Realisation from wheat 

straw and husk is around Rs 700-800 quintal. That compensates for weakness in 

realisation on wheat itself.  

 Government procurement active through system of PACs, who collect wheat/rice from 

villages on behalf of FCI and procurement agencies.  

 Bayer is dominating brand in paddy seeds (hybrid variety). It captures nearly 80% of 

demand. Other companies (locals) are not so relevant.  In seeds, hybrid seeds have 

dominated this year.  

 Sale of seeds have been fine till now. There was late sowing this year due to delayed 

monsoon in the Darbhanga, Samastipur area.  

 No usage of DAP till now; Will be in demand, post transplantation.  

 Companies have been pushing lot of inventory this year. It has been less than average.  

 RJD-JDU combination has higher chances of winning across north Bihar. RJD voters 

will go 100% with them (Yadavs & Muslims). Pappu Yadav will not be able to make much 

of a dent. Manjhi voters are important for JDU. 

Punjab 

 Dealer of Insecticides India and President, Arhti Association, Khanna 

 FY15 farm incomes were negatively impacted by (a) lower crop yields resulting from an 

erratic monsoon (b) unseasonal rains destroying crops (potato and wheat) (c) lower 

procurement from FCI, leading to farmers offloading produce in open market at a lower 

price 

 Due to unseasonal rains last year, crop arrivals in mandi too, is lower by ~20% compared 

to last year and the quality of the crop also deteriorated (5-10%) 

 Crop yield was 25-30% lower due to unseasonal rains. Wheat crop yield was 16-17 

quintals/acre compared to 22-23 quintals/acre normally 

 Farmers expense on production of 1 acre of land is Rs8000-9000 and the crop (wheat) 

leads to an income of Rs30,800-33,000 in normal season, leading to net income of 

Rs22,800-24,000/acre (4-5 months of crop). Cash crops like Sunflower, lead to a net 

income of Rs 25,000/acre in 90-100 days of crop 

 85% of farmers have less than 4 acres of land and due to lower income in last few years, 

debt is rising. Crops were not good in last few years and labour cost has gone up, leading 

to less residual income in farmers’ hands 

 Rising debt has led to farmers opting to sell their land, but the buyers are not available 

despite offering it a 40-50% discount to prices prevailing two years back 

 Though Punjab is well irrigated compared to other states, monsoon still plays a crucial 

role as lower monsoon leads to lower yield and higher cost- diesel, labour, electricity and 

fertilizers  

 Due to excessive use of fertilizers in the state, fertility of crops has been impacted. Soil 

testing awareness is low across region and only 25% of farmers opt for soil testing 
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 Due to tedious procedure of crop-testing, the procurement from mandi gets delayed and 

also, leads to glut. This year, the procurement of wheat crop was delayed by 10 days 

and started on April 25 instead of April 15.  

 In Mandi, taxes and other levies is 11-12% on crops- a) 2.5% commission on crops like 

Sunflower, Wheat, Paddy and Mustard, 1.5% on Maize b) 1.5% labour charge c) 4% 

sales tax d) 2% market fees and e) 2% RDT  

 There is sufficient supply of Urea to meet the demands and hence, the prices are lower. 

There was a shortage of Urea from Oct’14- Feb’15 and hence, farmers were paying 

more to buy it from other sources. 

 Price of neem coated urea is Rs284/kg whereas, un-coated urea is being sold at 

Rs272/kg 

 In pesticides, key branded companies are Tata, Du Pont, Rallis and UPL. Price 

difference is very high (in some cases, it is as high as 100%) and hence, only 30-40% 

farmers opt for branded products 

 However, usage of branded products is on the rise over the last 3-4 years, due to 

increasing awareness amongst farmers (quality difference is very high between branded 

and un-branded products). There is not much difference in advertising and campaigning 

activities of key players in the market. Critical factor for creating awareness is field level 

activities 

 Influenced by advertisement and field level activities, farmers come and ask for branded 

products, but 50% of them change their mind due to high prices 

 Demand for DAP/complex fertilizer has come down by ~25% due to increasing prices 

(price is up 2x in last 3 years)  

 Dealers’ margin is higher by multi-national companies but, leads to under-cutting by 

dealers as they do not understand the scheme completely. Indian companies are more 

clear in their schemes  

 Cash discount offered by companies is 4%. Credit period given is ~90 days. Sales return 

by dealers is not very common in nature, as the return price is 5-10% lower than the 

purchase price. Dealers’ margin vary between 2%-5%, depending on the churn of the 

product 

 Hybrid seeds are mostly used for vegetables, whereas, hybrid seeds are banned for 

wheat and paddy. Micro, Siemens and Pioneer are the preferred companies for hybrid 

seeds. 

Andhra Pradesh 

 Landlord and real estate agent 

 State of AP is divided into 13 districts- of which- 8 districts are rich agricultural belt on 

account of (1) good soil (2) water supply (well irrigated facility) and (3) power supply. 

East and west Godavari, Guntoor, Prakasam, Amravati, Srikakulam and Nellore are 

well-off districts, whereas challenges arise in the district of Rayalaseema, Anantpur, 

Kurnool and Cuddapah (only 20-30% of the region has assured irrigation facility). 

 Major crops grown in this region are (1) paddy, (2) cotton, (3) chilly, (4) sugarcane, (5) 

black gram and (5) tobacco and mangoes. Others are edible oils, fish breeding and 

poultry. 

 Manpower availability and skilled and educated farmers is one of the differentiations of 

this region. 

 Real estate prices have moved up in anticipation of development and shift of wealth from 

Telangana district. Government has proposed Vijaywada as the new capital and has 

shown intent to make Vizag, a strong metro region. Reliance D6 well in Kakinada, should 

aid investments and income.  

 Projects are in the planning stage and lack of funds in the AP government’s kitty is a 

constraint. Government also proposes to create an industrial corridor in this region. 

Despite novel thoughts, the step towards reality is 1 or 2 years away and actual 

development, 5-10 years far off. 

 Migration from Telangana to AP is happening at a slower pace than expected. 

Separation by the government was not done in a thoughtful manner as revenue 

generator Hyderabad went to Telangana. 
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 Small and marginal farmers form 75%. There are pockets of stress in the state viz. 

Rayalaseema etc viz. average land holding 5 acre, dependence on rainfall, low fertility. 

So here, earnings per acre is 50% lower than better off regions   

  In better off regions, earnings per acre is Rs 20-25K and some of the districts are also 

benefiting from wealth effect. 

 Loan waiver is not a necessity for entire region but for select pockets (20-25%); 75% 

have an ability to pay interest + installments.  

 Government is not taking steps to improve marketing and productivity. Only some of the 

APMC markets are functioning well, others are still dominated by middlemen.  but to 

gain political mileage loan waiver is provided to everyone and is not done on a scientific 

basis.  Free power and water is also a part of political misuse. 

 Hence, overall credit culture has gone for a toss. Now if any disruption etc, takes place, 

farmers, in anticipation of waiver, stop paying off their dues. Strong political will is 

required to reverse the trend but will lead to discontent among farmers. 

 Furthermore, there seems to be strong opposition to LAND ACQUISTION 

AMENDMENT BILL.      

BJP MLA 

 5 districts are well irrigated whereas northern AP and Rayalaseema have water shortage. 

Stress level is high in this region. On overall debt waiver situation, he mentioned that this 

move is purely to gain political mileage. However, the improvement is needed in marketing 

of the agri products.  

 Small and marginal farmers are ~80% of the farming community 

 Credit line has been affected on account of lax credit culture impacting bank lending, but 

government push has been there to support farmers.  

 Canal, irrigation projects are lined up but will take 10 years to execute. Industrialization 

needs to be strengthened and Vizag is looked as an opportunity.  

 On Land Acquisition Amendment Bill, he indicated opposition.  

 A farmer owning 5 acres of land 

 Owns 5 acre of land and produces paddy (two cropping season) and blackgram (once a 

year). 

 Dynamics of cropping yields: (1) Produces 25-30 bags of 75kgs each per acre in first 

cropping season and (2) 40-50 bags of 75kg each in second cropping season. 

Furthermore, produces 200kg of blackgram (which has been very profitable last year). 

The yields have been largely stable over the last two-three years. 

 Pricing: (1) Prices of blackgram have increased from Rs 50-60 per kg to Rs 80 per kg, 

which has helped income. (2) Prices of paddy has increased over last three years from 

average Rs800 to Rs900 and Rs1050 last year. Expect it to be almost same even now. 

He sells his produce to the middlemen and is not aware about marketing of his produce. 

 Cost: For him, the cost has been largely stable at 35,000 per acre with 50% for labor, 

25% fertilizer and 25% pesticide. While cost of labor has gone up in general, this region 

has seen fairly stable employee availability and at affordable costs. 

 Working on the income level, he generates Rs 10k per acre for a year, which was Rs 7-

8k per acre last year.  

 In fertilizer, he uses Nagarjuna, whereas is brand agnostic for other products. 

 Credit Profile: Borrows, on an average 25k per acre, as he benefits from low interest 

rate and subsidy provided by the government. He was a beneficiary in last two waivers 

and categorically mentioned that he had an ability to repay the principal and interest. If 

any disruptions like unseasonal rain, cyclone, etc. impact the region, anticipation of the 

loan waiver builds and defaults start rising. He was not too pleased with the last loan 

waiver provided by the government, as it limited the loan amount to say 25k and higher 

amount than that was not waived.   

 Agriculture Officer (Organic farm owner and entrepreneur) - Hyderabad, Telangana  

 Major crops- Paddy, Maize, Cotton, red gram, Mango and Jowar (millets). In some of 

the regions, even Banana and Tobacco is grown (but limited scale). 
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 Post the division, both the states have become autonomous. Telanagana now, is a 

power deficit state. However, the new government has taken action viz. earlier power 

availability was for seven hours but interrupted. Now, though the time of supply is the 

same, it is uninterrupted. The region does not have canals and is dependent on bore 

wells and rainfall for agricultural production. 

 Yields per acre:  

 Paddy 20-25 quintal  

 Maize: 20-30 quintal  

 Cotton: 10-12 quintal  

 Realization: 

 Paddy - Rs 1,100-1,400 per quintal 

 Maize -  Rs 1,300-1,500 per quintal 

 Cotton - Rs 3,000 – 5,000 per quintal 

 Yields have been stable and impact of unseasonal rains as witnessed in other regions has 

been very limited in this region. However, there remains enough scope to improve the yield 

per acre. 

 Farmers largely use hybrid seeds. There is still unawareness about the usage of the 

branded products and it is in the discretion of the dealer to provide the brands.  

 Small farmers (1 to 3 acre) – 50% 

 Marginal farmers (3 to 5 acre) –30% 

 Large farmers (5 acre +) –20% 

 Real estate boomed in 2006-07, post which, the prices in Telangana region have fallen 

down. The fall has been more steep in the last two years, with overall correction of 40-50% 

from its peak. 

 MGNREGA is a good initiative but has a negative impact on the employee force. People 

are paid anywhere in the range of 120-180 per day without much work and even during the 

cropping season, it impacted availability of the workforce, resulting  in rising costs.    

 Agriculture is a profitable business, but right direction needs to be highlighted. 

 Government is planning for de-silting the river, which would aid in agriculture as well as 

construction activities. But, it's a long way to go. 

 Agri chem dealer (Vijayawada) 

 Key crops in this region are paddy, sugarcane cotton, mango and chilies. 

 Yield per acre: 

 Paddy: 2.5 tons per acre 

 Sugarcane: 35-40 tons per acre  

 Cotton: 10 tons per acre 

 Chilies: 25-30 tons per acre 

 Last year, monsoons were bad but improved realization in blackgram Rs 7,500 v/s 3,000 

to 4,000 and chillies Rs 7,000 to 8000 v/s 3,000 to 4,000 helped income levels of the 

farmers. Productivity also increased in blackgram and chilly, as yields were higher. 

 Sale volume is declining. However, this is on account of shift by farmers to new molecular 

products. These new products are highly priced. Hence, overall sales is still growing by 5-

10%. 

 Insecticide is the fastest growing, followed by herbicide and fungicide. The key brands are 

Bayer, DuPont, Adama and Rallis. Distributor works on 5-6% margins.  

 The government has stopped subsidy on fertilizer because of which, fertilizer prices have 

gone up and has led to increase in cost of cultivation. It has also led to reduction in 

consumption of fertilizer.  

 15-20 years back, entire transaction was on credit basis, which has moved to 70% credit 

and 30% cash and now, is 50:50. 

 The region has benefitted from wealth effect as land prices have increased from 5-6 lacs 

to 10-12 lacs, post division. Similarly, a 2BHK flat price has moved up to Rs 35-40 lakh 

from Rs 10-15 lakh, earlier. 
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 M/s Usha Agro, Rajahmundry  

 Turnover has increased to Rs600mn in FY15 from Rs400mn in FY14. Works with a 

margin of 10-40%, with margins in bio-pesticide of even 100%. Margin on general 

products is 5-10%. Provides 90% of products on credit.  

 20% is farm pull, 80% is on account of dealers push. Hence, is also able to charge higher 

margin, which disguises financing charges.  

 Major brands are Indofil, FMC, Dhanuka, Emco, Sudarshan, and Excel. 

 The company now provides 90 days credit to dealer as compared to 120 days earlier. 

 Last year, paddy yields were 60 quintals per acre with average realization of Rs960. 

Yields have improved but prices has come off a little from Rs1000 per quintal. 

 Black gram yield is 8 quintal per acre with average realization improving from Rs4,000-

5,000 to Rs8,000. East west Godavari, paddy is produced across 4,60,000 hectares. 

Uttar Pradesh 

 Barabanki, Agro dealer 

 Pesticide industry growth is less than 10% in bad monsoon, 20%+ in case of good 

monsoon. Fertiliser is likely to be flat. Bayer has strong presence in paddy  

 This area has suffered due to poor kharif monsoon in previous year, in which paddy crop 

has been affected by untimely rainfall and wheat crops by hailstorm  

 Low mentha price at Rs 600/ qtl in last year vs Rs 1000/ qtl currently, has affected 

farmers’ profit. Wheat prices (for non FCI sales) was at Rs 1,000-1,350 / qtl 

 Overall growth of agri input has been good due to less penetration.  

 Labour rates increased to Rs 250-300/ day from Rs 150/- three years back 

 Current season paddy sowing is done in 15-20% area. July monsoon is critical  

 Fertiliser has been growing at 2-4%. Urea is highly used, especially in potato. Current 

year, expect demand growth of urea 2-5% on base of good monsoon. No shortage of 

urea / complex / dap.  

 Pesticide – This segment has been growing at 20%+, due to lower penetration. Growth 

in new molecules is expected to be higher as ~30% farmers using new molecules. Bayer, 

Insecticides, Rallis, PI are key players. High growth in herbicides due to labour cost. 

 Seeds – Bayer in paddy has strong presence.  

 Cane Farmer – Hardoi – 30 acres under Cane 

 Cane farmers stickiness with sugar cane is very high and are very unlikely to shift to 

other crops. Cane is very easy crop, less prone to damage in case of poor monsoon, 

assured prices, which is fixed by the government and less labour. Hence, despite all the 

delays in cane payments and arrears, farmers are unlikely to switch to other crops.  

 Cane payment from DCM has been good this year, since 90% payment has been 

received. Payment from other sugar mills like Bajaj, Mawana group has been very weak.  

 Per acre farmer's profitability in sugar cane – Rs 50,000/- acre for full year 

 Other crops like wheat – Rs 20,000 – 25,000 / acre 

 Paddy also Rs 20,000-25,000 / acre 

 Labour availability and high cost is a big problem. Key reason is NREGA. Even if work 

under NREGA comes down, then also laborers are unwilling to go to work  

 Farmers' use of pesticide, fertiliser will keep on growing, irrespective of the produce 

prices. These products have become necessity and farmers don’t want to compromise.  

 Awareness and availability is increasing among the farmers. Almost 40% of the farmers 

are still not using pesticides. Clear shift towards products with high control of the disease 

but price factor is important, which drives sales of generic products.  

 Sugarcane dynamics changes significantly, depending upon the use of products and 

farmers’ practise of farming. Yield difference is 1.5x-3 x 

 FCI procurement practices are poor. Farmer has to sell in open market at Rs 50-80/ qtl 

discount, due to rejection or weak practices of procurement officer.   
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 Pesticide Dealer - Varanasi – This is primarily vegetable market  

 Due to vegetable seed markets, the penetration of the hybrid seed is very strong. Bayer, 

Syngenta, Kaveri, East West Seed are some strong seed players. Weedicide markets 

have grown at 20%, while pesticide at 10-15%. Generic product acceptance is higher. 

In this market, growth is coming from continuous shift of land areas from pulses to 

vegetables.  

 This market can grow by 30-40% in pesticide, if monsoon is good.  

 Vegetable farmers have more preference for generic, due to low cost.  

 Increasing numbers of mandi (for selling agri produce) has helped the growth of 

vegetables in this area.  

 Vegetables – pesticide accounts for 20% of total cost while fertiliser and specialty 

products are 40-50%.  

 40% of the farmers are brand sticky and tough to switch to other brands.   

 Advanta has emerged as a leading player in the fodder crop.  

 Some other strong players in pesticide – IIL, Rallis, Excel Crop, MAI, Dhanuka 

 Seed sale – all cash, pesticide – 85% cash sale  

Maharashtra-Summary from discussion with farmer association representative 

 The rising demand for fresh loan waivers reflects the implications of recent deterioration in 

farm sector economics.  

 Recurrence of droughts and weather disturbances have resulted in higher dependence of 

farmers on loan waivers. The 2007 loan waiver scheme, was skewed in favor of Western 

Maharastra and Marathwada, Vidharba got much lesser despite higher distress.  

 Due to renewed stress, NPAs for many PSU banks, including BoB and PnB have risen 

sharply, on loans given after the loan waiver. Story is same across Maharashtra. There is 

rising dependence on money lenders. 

 Farming families do not want to work in agriculture sector, resulting in decline in labor 

availability. The rise in networth due to steep rise in price of farm land is exhibited only 

around highways, near urban areas or where government projects are announced. In 

remote areas, the wealth effect is not so visible. 

 The crop insurance scheme for borrowing farmers who grow cotton, has not been enough. 

Record of compensation paid varies from Rs 2,000-4000/acre. Cost of cultivation per acre 

is Rs 12,000/acre (non-irrigated area, ex fixed cost), but realization for cotton fell to Rs 

5,000/bale last year and now, is at Rs 3,800-4,000/bale. These compare much lower to the 

Rs 6,800/bale in 2011. Productivity has declined to 3-4 bale/acre.   

 In Soya crop also, the margins were weak; Total cost of Rs 7,000/acre (non-irrigated area, 

ex fixed cost). Productivity also was low at 4 quintal (vs average expectation of 5 acre). 

 In Sugarcane, in which the realization has been coming down over the past few years, 

acreage has not dropped due to support from the government in the form of subsidy.  

 Realization in corn has declined from Rs 1500/quintal to Rs 1000-1100/quintal.  

 In Grams, the realization was better. But here also, productivity was impacted due to low 

soil moisture arising from weak rainfall. Onion season was good for farmers this time.  

 For the upcoming season, 50% area has seen sowing for cotton, 40% Soya, balance is 

mixed crop. Weak monsoon has damaged 20-25% germination of soya already. 

 Declining stock of live stock has reduced supply of natural manure and increased 

dependence of chemical fertilizers. Intensity of tractor usage has increased. Reduction in 

milk supply has created space for packaged milk companies like Nestle.  

 NPAs on tractors is also rising. In one of the Vidharba branches of a PSU bank, installments 

on tractor loans have not been paid for 50% of loans.  
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FMCG 

Bihar 

 FMCG distributor 

 Low penetration, coupled with rising wealth effect and government schemes 

(MGNREGA, 6th Pay commission), and has led to resilient growth of 8-10% in this region 

in the last 3-5 years. Rural trends have been stronger, posting growth of 15-18%, while 

urban growth has slipped to 5-6% in the last 5 years. 

 While there is a strong regional presence, increase in distribution network and 

aggressive promotions have led to rapid shift from regional brands to national brands. 

National brands have increased their distribution by 30-40% over the last 5 years. 

 Mid-premium and premium products share has gained significance in this region, 

primarily driven by high promotional intensity of national brands. However, popular 

segment continues to grow at a steady pace, despite shift of consumer to mid & high 

end products. Share of popular segment has declined over the last 5 years from 80% to 

60% currently, while mid premium, which was 20% is currently about 30% and balance 

10% has been due to introduction of premium products in this region.  

 Dealers/experts highlighted that higher income coupled with concerted focus of national 

brands towards value added products has led to this shift. This shift was visible across 

high penetrated categories like detergents, hair oils, oral care, etc.  

 Among categories, there is strong demand for personal care, health care, home care, 

while there is high competitive intensity in categories like soaps, low end detergents, hair 

oil, etc. Health care category has gained significant importance in the region over the 

last couple of years, due to increasing awareness from the brands to move towards 

health based product 

Andhra Pradesh 

 Neelam Enterprises, Foods Distributor, Hyderabad 

 It is an institutional distributor for food & home care products of Dabur. Used to supply 

for Airlines, but the customer mix has changed to hotels and restaurants, as the company 

has directly started supplying to the airline providers.  

 Overall growth has been tepid due to loss of few clients, but overall market growth has 

been good. Competition has emerged in this space, but there is definite demand for 

these products in this region, both from institutional and retail clients 

 Distributor margins are fixed at 5%, but there is scope for margin improvement, if 

supplies are increased for local and regional contracts. 

 Large multi-brand FMCG distributor, Vijayawada    

 Hyderabad (Telangana) has been growing slowly owing to migration of people to Andhra 

Pradesh. Almost 80% of the business population, who had an AP base, are pulling out 

of Hyderabad market. However, growth in Hyderabad is being supported, due to rising 

share of immigrants to this city. 

 FMCG demand has been growing at a steady pace of 8-10% for the last 2 years. 

Categories like Personal care, detergents and Confectionaries are growing at a fast 

pace, while Groceries and Beverages are either de-growing or growing at a slow pace.  

 In personal care, segments like skin creams, hair oil, shampoos, conditioners, 

toothpaste has been growing at a healthy pace.  

 In detergents & Toiletries, there is rising wave of premiumisation, as income level in this 

region is predominantly healthy, due to strong agriculture base. Brands like Dove, Pears, 

Cinthol, Ariel, Rin, Surf Matic, etc has been growing at a healthy pace, while economy 

brands has been steady. 

 In confectionaries, Chocolates (Cadburys) and Biscuits (Britannia) have been growing 

at a healthy pace. There is huge wave of premiumsation in the biscuits and chocolates 

category and players like Britannia and ITC are benefitting from the same. 

 Groceries (staples) has been de-growing, but retailers are trying to increase share by 

using private labels in this category.  

 There is huge craze for brands like Coke and Thumps up in beverages, but contrary to 

expectations, fruit juices have been growing at a slow pace. 
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 Health is gaining prominence in this region. Thus, there is sharp rise in consumption of 

organic brands like Patanjali.  

 Most large retailers are increasing their share of private labels, due to significantly high 

margins (15% vs 4-5% for national brands distribution). Most retailers have a store mix 

of 80-85% being national brands and balance 15-20% being private labels. Retailers are 

focusing on increasing share of non-food in the overall portfolio, which will further help 

in improving margin profile. Among non-food categories, apparels, stationery and 

household products are growing at a healthy pace.  

 E-commerce is fast gaining share in the region and has great scope for growth, but 

customers still give lot of importance to touch and feel of the products. 

 Large regional food retail chain, Hyderabad 

 Top 3 large food retail formats in the region are Aditya Birla More (60 stores), Heritage 

(52 stores) and Spencers (20+ stores) 

 Growth trend among retailers has been tepid, owing to rising effect of online market and 

cannibalization within existing network and rising competitive intensity among organised 

retail players. SSG trend was benign at 3-4%, but aggressive store growth led to higher 

growth for organised retailers like Heritage and More. Quality of growth was better for 

player like Heritage, due to its focus on profitability, but More continued to grow faster, 

albeit at higher cost.  

 Both More and Heritage have been aggressive on store expansion, with Heritage 

opening 13 stores in the last year. More re-launched most of its existing stores under 

Operation Gold.  

 Within FMCG sector, categories like detergents, biscuits, instant foods, breakfast 

cereals have been growing at a better pace than other categories. Aggressive 

promotions and some innovation is aiding growth in this segment.  

 Categories like low end detergents (Wheel), base soaps (Hamam, Medimix, Santoor), 

glucose & marie, talcum powder, hair oils, etc have been de-growing, impacted by high 

competitive intensity and rising shift to value added/premium products.  

 Product mix of most stores in this region has not changed, with share of FMCG being in 

the range of 50-60% for most retailers, thereby indicating stable growth in FMCG sector. 

However, most retailers are focusing on increasing share of private labels due to higher 

margins. Private labels for most retailers are growing at a fast pace, thus aiding in store 

profitability. 

Uttar Pradesh 

 FMCG distributors- Patna 

 Overall FMCG demand in the region has been growing at 7-8% led by deeper 

penetration and rising share of premium products. Central government initiatives, 

MGNREGA and 6th pay commission, coupled with distribution expansion initiatives by 

companies is aiding growth in the region.  

 Rural market in this region has been in development stage. Over the last 3-5 years, 

share of urban has decelerated from 50% to 30%, while rural has risen from 50% to 

70%.  

 In few high penetrated categories like soaps & detergents, share of low-priced products 

have remained constant at 60-70% of share, but there is a shift from mid-priced products 

to high-priced products. Mid & high priced products, which had an equal share (15% 

share) 3-5 years back, this share has shifted in favour of high priced products (20%), 

while mid-priced products have declined to 10%. Rise in disposable income has led to 

increased usage of premium products. 

 Over the years, prominence of local/regional brands have receded owing to aggressive 

marketing & promotional campaigns and strong product profile of national brands.     

 Categories like Home care, premium detergents, beverages, personal care have 

reported healthy growth trends in the last couple of years, while categories like low end 

detergents, cooling oil, soaps have been growing slow. 

 The Maggi fiasco has impacted growth of few segments in packaged foods, especially 

noodles and pasta. However, dealers believe this is a temporary phenomenon, but 

believe that consumer and authorities are getting more quality conscious.  
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 V-Mart 

 The store in Hussainganj was opened 6 months ago and has witnessed good traction 

 It averages a footfall of 600 per day, with an average ticket size of Rs 450 

 In accordance with V mart's strategy, this store does not have any low margin Kirana 

division 

 The store has an advantage as its catchment area constitutes various segments of 

society that are price conscious and are a ready demographic for value products. It also 

has a first mover advantage at the location, which it expects to leverage by various 

festival schemes. (Currently, a Ramzan scheme is going on) 

 With a strong growing awareness in fashion, the company is looking to move towards 

branded products in the next few months 

 While online penetration is good in Lucknow, there is no immediate threat from 

ecommerce, as people prefer to touch and feel the garments before buying in this region 

 The store is expected to break even in 1.5-2 years and is expected to grow at 10%-15% 

 
Building Products & Electricals 

Bihar 

 Kajaria Company Showroom –Patna 

 Real estate industry is in doldrums for the last two years. The market has been 

dominated by small builders, which are selling 40-50 flats, redevelopment of old 

properties.   

 Prices are higher than many places in Delhi and Gurgaon. Barring Canal road the prices 

have risen to greater than Rs 10,000 psf.  

 Resulting from the weakness in real estate market, volume growth for tiles have also 

been quite weak. Kajaria has reduced the prices of tiles by 10-15% to attract customers 

due to lack of volume. Reduction in prices has not been able to push volume growth yet.  

 Builder Segment is untouched as builders purchase directly from Morbi, which works out 

cheaper for them @ Rs20 psf, including transportation cost.  Only 20% of builders come 

to Kajaria.  

 Kajaria has also repackaged tiles to 9 sq ft box from 12 sq ft earlier to match with the 

tiles, which are available locally in order to not look expensive compared to other tiles.  

 Market condition for tiles has not been so good.  BJP-JDU combine resulted in better 

law and order situation in Bihar and hence, there was an exponential growth in the first 

term of Nitish government. Dealers witnessed 30-40% volumes growth in tiles.  

 Breakup of the BJP-JDU combine has caused renewed fear of lawlessness coming back 

to haunt Bihar. This perception has impacted business in Bihar; seen across industries 

garments, auto, home building materials. No big showrooms have opened in last one 

year.  

 Expects 10% decline in tiles volume primarily due to elections. This year is going to be 

tough for paints, home building materials, long steel, tiles etc.  

 Dealers in Parryware Patna 

 Substantial decline in sales in sanitary ware products business. If you were selling worth 

Rs 100 last year, that has now dropped to Rs 40-45… 

 During boom time, there was lot of demand from projects including government projects 

and builder demand. Now, the builder projects has stopped (due to non-clearance of 

building maps by the government). However, demand remains lacklustre outside Patna 

Nagar Nigam area, as infrastructure is poor .  

 Due to political uncertainties, even the demand coming from government projects such 

as hospitals etc have stopped.  

 Buyers from outside are not coming, due to emerging political uncertainties, which is 

disrupting the perceived gains from real estate investment in Bihar.  

 Surviving on replacement demand from retail segment is getting difficult as growth has 

flattened out. No major source of income/business. People largely into agri or real estate 
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brokerage. Salaried people do not have too much scope to resuscitate the real estate 

demand.  

 Outside investors have lost trust with Nitish government. In the first term, there was lot 

of excitement that stimulated demand and business. Beer factory was set up, Hero Cycle 

plant, IIT campus in Bihar. In the second term, he only worked on politics.  

Dealer Kajaria tiles, Patna   

 Operating conditions in the second term of Nitish has not been so conducive. There was 

exponential growth in the first term.  

 Tiles companies are supporting volumes by increasing number of dealer in new areas 

(Kajaria, Nitco, and Johnson facing similar conditions). Dealers are facing flat growth and 

over the past 6 months, there is a downtrend.  

 Competition from supplies from Morbi has been intense. It captures nearly 80% of market 

share. Morbi tiles are cheaper and sometimes even better than Kajaria. Margins on Kajaria 

tiles is around 5-8%, which is very less.  

 Minimum requirement for sustainable business is 12-13% . Earlier, there were 4 dealers, 

which now has increased to 100. Each district has at least 2 dealers of Kajaria. 

  Infrastructure is weak, there is lack of large builders and hence, building material business 

has lacked scale. There are no new project announcements and there is no scope from 

existing projects. Hence, there is a significant dependence on retail consumers of tiles, 

which is also not growing.   

 Land prices are exorbitantly high and there is scarcity of land in the town. In areas where 

there is availability (periphery of Patna), infrastructure is poor. Hence, no demand. Hence, 

the sector is not growing. Conversion of old houses into apartment has stopped as maps 

are not passed.   

Punjab 

  Somany Ceramics 

 Somany Ceramics pricing is roughly at a 15% premium to local brands and similar levels 

as Johnson and Kajaria 

 Additional costs while tiling up is Rs 12-15 psf for labour and Rs 5-7 psf for material 

 Non-branded tiles too, are nowadays of full range from Rs 25 to Rs 1500 psf 

 100% of sales from dealership is retails 

 New application for tiles is beyond flooring: till a height of 3 feet in living rooms; full outer 

walls; highlighter walls in bedrooms; higher heights of 7-9 feet in washrooms. Moreover, 

paints last for a much smaller duration than tiles 

 As per a dealer, 7-8 branded products like Johnson, Somany, Kajaria, RAK, Nitco, Asian 

account for more than 80% of the market 

 Gradually, people are becoming more and more brand conscious; branded products are 

better in terms of quality and after sales 

 Morbi based non branded players just send truck loads to dealer without having ever 

met in person (just by speaking on phone); Hence, no personal touch and no after 

sales/warranty etc 

 From my discussion of a customer’s selection process, I think, finally a person chooses 

a pattern and not a brand. Therefore for a company, exclusivity of patterns and 

introduction of new patterns with a quick turnaround is the key. Finally, a customer does 

not mind paying some extra bucks for a pattern that he likes (or is exclusive) 

 In the price sensitive North India market, if the pattern is not exclusive, the customer is 

willing to spend time and effort to get it cheaper from another shop/dealer 

  HR Johnson, though market leader, focuses more on volumes than profitability; not 

selling high margin products in a big way 

 Hearing that a lot of unorganized guys are setting up capacity of Glazed Vitrified Tiles 

 Amongst Employee Friendly HR policy – H&R Johnson tops the list while Somany would 

be in the top three. 
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Andhra Pradesh 

 Building products local manufacturer, Vijayawada 

Sanitaryware 

 Overall market growth has been 7-8%, but organised players have been growing faster at 

15% led by strong branding, improving lifestyle and income levels. Share of organised 

players has increased significantly over the past few years. They account for about 50% of 

the market.  

 Overall construction and real estate activity has been slow post the state divide, but given 

Vijayawada will enjoy capital status in the state, there are lot of projects expected to pick 

up steam in the coming months.  

 Market is divided in 3 segments:  

 Brands (manufacturers) – Hindware, Cera and Parryware. Hindware is the largest in 

value terms, while Cera is largest in volume terms. Cera has grown faster than other 

organised players and has gained share from Parryware, which has lost significant 

share, post takeover by Roca.  

 Brands (outsourced) – HR Johnson, Kajaria, Jaguar and RAK. None of these players 

have managed to dent the market share of dominant players. These players have been 

growing at market growth. 

 Brands (regional manufacturers) – Prominent regional players are Varmora, Neycer, 

Raasi, etc, but these brands are more preferred in low cadre towns. They have been 

growing at market growth.  

 Demand in April & May was steady, but June was weak due to unholy events (Aashad & 

Pushkaralu). However, demand is expected to pick up in the festive months of September-

October (Dushera & Diwali) 

Ceramics 

 Overall construction and real estate activity has been slow, post the state divide, but given 

that Vijayawada will enjoy capital status in the state, there are lot of projects expected to 

pick up steam in the coming months.  

 Growth of tiles market has been modest at 7-10% in the past year, but share of organised 

players continues to rise in this market. 

 Prominent brands in this segment are Kajaria, HR Johnson, Somany, Nitco, Orient, etc. 

This market also has presence of Gujarat based local brands.  

 Vitrified tiles has gained share over the past few years. The share of vitrified tiles has 

increased from 20% to 40% over the last 5-7 years, while Ceramics has shrunk to 60%.  

 Cost of labour for construction work has increased sharply in the past 5 years. Against Rs 

5/sq ft towards labour incurred 5 years back, the rate has sharply risen to Rs 10-12/sq ft 

now. Material cost has risen, but at a slow pace.  

Large Consumer Electricals dealer, Hyderabad 

 Despite impact of state divide in the last year, growth has been stable at 5% for last 2 years. 

However, if not for the state divide, growth could have been 10-15%. Migration of people 

from Hyderabad to Andhra Pradesh has impacted growth significantly.  

 Growth has been resilient in consumer electric segments like fans (10-15%) and LED lights 

(+30%). However, segments like switchgear and wires are growing at a slow pace (2-3%), 

due to slow construction activity and falling real estate prices.  

 Post state divide, construction activity is picking up slowly, but real estate prices have 

crashed (from peak of Rs 4000-4500/sq ft to Rs 2500-3000/sq ft). Hyderabad itself has 

about 5000 flats lying vacant, but now real estate prices have stabilized. 

 Top brands preferred by consumers/contractors/electricians in this region include:  

 Overall electrical market – Philips, Legrand, Havells, Crompton Greaves 

 LED & lights – Philips, Crompton Greaves, Havells, Wipro, Bajaj Electricals, Syska 

 Fans – Crompton Greaves, Havells, Usha, Orient, Bajaj Electricals, Khaitan 

 Wires - Finolex, Polycab, Vguard, Havells 
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 Competitive intensity remains high in this region. However, share of branded players’ vs 

unbranded players has increased significantly due to increased awareness by brands and 

consumer being brand and quality conscious. There is ample scope for growth as un-

organized is still 50% of the market.  

 Dealer margins range from 3-5% for all consumer electric products. Margins in the 

institutional segment for segments like wires & cables is very low at 1-2%. However, local 

taxes is high in Telangana and product prices being stable, the dealer margins has reduced 

in past few months. 

 LED segment is growing at a rapid pace due to shift from traditional lighting (CFL) to LED 

due to better life and falling price differential between CFL & LED (has reduced from over 

100%  

 The electrical industry had grown at a healthy pace in the last few years. Thus, the scope 

for replacement market could rise over the next few years, while new demand would still 

take some time for revival. Few projects in the real estate development could spruce up 

demand in coming quarters, but would happen at a slow pace.  

 Large electricals dealer, Rajahmundry 

 This region is a trading center and a rich agriculture belt. This dealer has seen increase 

in his turnover (by 30-40%), primarily on the back of store expansion. However, growth 

in the overall region has been about 10%. Most of the demand is new construction 

(70%), while balance is replacement demand (30%). 

 Brand awareness is rising in this region, with brands like Legrand, Havells, Finolex, GM, 

Anchor, etc gaining traction in the last few years. Brands like Legrand and Havells are 

growing at a healthy pace in this region. 

 Construction activity has weakened due to unavailability of sand as government had 

restricted sand mining. Real estate demand has also been benign, as post the divide, 

lot of real estate players had invested in Vijayawada (state capital) over Rajahmundry. 

Overall, real estate prices have been stable in this region. 

 Dealer margins range from 3-5% across product verticals; discounting on MRP by 

brands have remained stable at 40-50%.  

 Large building products/electricals dealer, Visakhapatnam 

 Market growth has been benign with overall construction activity being muted. Retail 

market also has been growing at a slow pace, but the major impact has been due to 

weak tendering in state government contracts. Overall retail market has only witnessed 

growth of 5-10% in the last 2- years. 

 Central government organizations like Navy, Vizag Steel, Hindustan Shipyard, etc have 

been tendering contracts, especially for LED lighting, switchgear, Wires, etc, which has 

been driving growth for distributors/dealers in institutional sales. Overall sales growth for 

the dealer has been healthy at 25% owing to strong traction from the central government 

contracts. 

 Among brands, Havells is a strong name in the consumer retail electric market, but has 

no standing in the industrial segment. Players like Schneider, Legrand & Philips are 

strong names in the industrial segment.  

 Share of LED market has been growing at a fast pace vs traditional lighting. The share 

has risen from 10-15% about 5 years to about 60-70% currently. This has been primarily 

due to narrowing of rate difference between LED & CFL and emergence of many players 

in the LED space. 

 Lack of money with the state government may continue to weigh on overall demand, but 

construction activity among private players in the city has been steady, which may aid 

some growth in the region. 
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Punjab 

 Electricals dealer, Chandigarh 

 Havells is the market leader and commands good brand recall compared to its 

competitors despite premium pricing  

 It has a market share of 40% in Fans, Switches and Lightings, 75% in Wires, 65% in 

Cables and 20-25% in Switchgears  

 Service quality of the company is much better compared to its peers and product portfolio 

is well diversified leading to better brand recall and customers’ willingness to pay 

premium for the products 

 In the Fan segment, basic range starts from Rs1,600 compared to Rs950-1100 for 

competitors’ products 

 Polycab has recently shifted from Wires to Fans but has not been able to gain much 

traction in the market and market share is below 5%  

 In the wire segment, the company’s products are at ~10% premium to its competitors  

 In non-trade segment (Cables, lightings), it is diversifying its product range from 66KV 

to 220KV by December ’15 (few companies are also making products of 232KV+). 

However, because of better service availability, products of the company are preferred 

 In the LED segment, conversion (~60%) is happening from CFL to LED and pricing of 

the products are similar to that of competitors. RBI has asked Banks to convert to LEDs 

 In switches, the company has two segments- Reo and Standard. The response for Reo 

switches is very good and the pricing is similar to that of Anchor and others. Standard 

Switches are modular switches 

 Company’s policies are dealer friendly and the dealers’ margins are better than that of 

competitors 

 Galaxy is the new segment for the company, which is being run of a franchisee model. 

It has full product range and the costing is same as distributors  

 In a city, there is one distributor, which supplies to dealers and the dealers supply to 

retailers 

 The company works on Cash & Carry model for the first six months after taking 

dealership and post that, it depends on dealers sales and credibility 

 Credit is given for 45 days after billing, other companies may have slightly higher credit 

days 

 Delivery time for the products are very quick and delivery for local products are made on 

the same day, whereas, outstation products are delivered the next day  

 Price hikes for the products are taken considering raw material (Copper prices). Off-

season schemes are also run 

Uttar Pradesh 

 Building products dealers- Lucknow 

 Expect near term demand at 10-12% 

 Overall industry has been growing at 15-20% in tiles, Sanitaryware at 15%+. Increasing 

application of tiles, customer upgradation and increasing availability in interior areas has 

driven the sales growth.   

 Sales contribution – Government – 20%, Builder – 30%, Retail – 50% 

 Design has important role in customer decision as 40-50% sales is influenced by design 

 Price difference in branded – unbranded tiles – 20% while in sanitaryware – 50% 

 Growing players – Kajaria, Somany, Asian, RAK. But quality wise RAK, Asian are better 

 Cash discount in the industry 4% - 1.5% 

 Slowdown in project sales – builder has affected overall market but government sales is 

picking up.  

 Plywood – 25% is organised market. Centuryply has strong brand recall, as 60% 

customer comes with Century ply brand preference. Increasing acceptance of MDF.  

 Demand driver - New site – 60%, Renovation – 15%, Repair work – 25% 
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 Building material – Hardoi 

 Rural demand has been affected by 30% in cement due to poor project sales. Under 

BSP government, demand was good from the government project. If monsoon revives, 

then expect some pick up in demand only after October.  

 Current cement prices is at Rs 270/- bag. Leading brands are Mycem, Birla, ACC – 2nd 

category – Prism, Reliance, Jaypee 

 Tiles – Kajaria has leadership with 70% market share in branded sales.  

 Pipes – Supreme is good in lower segment.  

 Sanitaryware – Hindware is leader 

 
Cement 

Bihar 

 Cement Dealers 

 Demand is weak compared to last year due to a) payment issues for government related 

works, b) low demand from Builders as PRDA (Patna Regional Development Authority) 

is not clearing maps for new projects and c) payment issues through PMGSY (Pradhan 

Mantri Gram Sadak Yojana, Bihar) 

 Expect demand in rest of FY16 to be muted. There will be lower demand for next 3-4 

months after declaration of election result date as new projects will not be started 

 Lafarge is the top brand in Patna and commands Rs5/bag premium over ACC. UltraTech 

price, sometimes is Rs15-20/bag lower to Lafarge as the company is trying to gain 

market share in the region 

 Lafarge and ACC sales in trade is higher compared to other brands. UltraTech sales to 

non-trade is higher compared to trade. Ambuja has a very little presence in the trade.  

 Demand in Bihar is around 8-10lakh tonnes/month and Trade: non-trade mix is 65:35. 

Punjab 

 Cement Dealers 

 Cement demand has been impacted due to a) low demand from housing and real estate 

b) non-pick in demand from the infrastructure sector and c) delay in payment to 

contractors for government projects 

 Demand in Chandigarh and Ludhiana is down 15-25% from its peak level. In 

Chandigarh, many new colonies were constructed in Zirakpur and Panchkula last year 

due to which demand was better. Dealers are not expecting pick-up in demand from 

housing sector in the near-term 

 Cement prices too have come down sharply (Rs50-60/bag in last one year). Price in the 

retail segment is at Rs255-260/bag compared to Rs300-310 last year and 

Rs270280/bag six months back. In the wholesale segment, price is at Rs250-255/bag 

 Retail price for ACC, Ambuja and UltraTech is at the same level, whereas, other brands 

are Rs10-20/bag lower compared to these brands 

 Key brands in Chandigarh are Ambuja, ACC, UltraTech, JP Associates and Shree 

Cement. JP Associates is losing market share to other players. In Ludhiana, key players 

are UltraTech, ACC, Ambuja and Shree Cement. JP Associates has very less market 

share too. JK Cement has recently started selling into the market post commissioning of 

Jhajjar, Haryana unit 

 In Chandigarh, ACC has removed 5 dealers from January as they were selling other 

brands also. UltraTech has a good market share in the rural areas, whereas, Ambuja 

Cement is higher market share in Urban areas. 

 Trade: Non-trade mix was 80:20 earlier which is estimated to be 60:40 now 

 Dealers’ margin is generally at Rs9-10/bag. The companies offer 2% CD (cash discount) 

and 4% QD (quick discount). Payment has to be made the next day after challan for 

being eligible for 2% CD (on 2nd day it comes down to 1.5%) 

 Imported cement from Pakistan has also gained acceptance in Ludhiana and current 

rate is at Rs265/bag for OPC cement compared to Rs280/bag for India brands. Also, 
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imported OPC cement is delivered if the demand is of 600bags; whereas, local OPC 

brands are delivered only when the required quantity is 1,200 bags 

Andhra Pradesh  

 Cement Dealers 

 Cement demand in the region has been impacted over the last 4-5 years due to political 

uncertainties like creation of separate statehood, Telangana. Even after separation of 

Telangana from Andhra Pradesh, the demand has not yet improved 

 Though, there has been some delay in demand recovery, dealers expected 

improvement in demand going ahead, led by development of infrastructure for 

Telangana state. 

 Cement companies are operating at 50-55% utilization rate due to lack of demand. 

 Demand in the region is down 25-30% from its peak level 

 Despite weak demand, prices are firm as the companies are trying to maintain prices 

are higher levels. Retail price is at Rs310-320/bag compared to Rs190-200/bag in Feb-

Apr ’14 

Uttar Pradesh  

 Cement dealer – ACC – Dealer / retailer – Varanasi (outer) 

 ACC has around 30 dealers in Varanasi and is clear market leader in this region with 

50%+ customer demanding this brand. It is followed by Mycem brand. Recently entered 

Reliance is another preferred brand while Prism and Jaypee are least preferred brand 

in this area. Dealers sell approx. 110 / mt monthly  

 Previous year has been very weak but has seen significant pickup in demand from 

January onwards. Demand is driven by renovation work at home primarily catering to 

farmers. Have seen demand growth of 30%+.  

 June demand has weakened due to monsoon and paucity of labour. Slowdown in 

monsoon season is obvious and expect demand to pick up further from September.  

 Prices have dropped to Rs 330/- bag (ACC) from Rs 360 / bag 3 months back. Expect 

prices to drop further by 10-15 Rs / bag along with increased credit facility over next 2 

months  

 Price differentials between various brands –  

 ACC  Rs 330/- bag 

 Reliance  Rs 320-325 / bag 

 Jaypee              Rs 310 /- bag 

 Reliance is an aggressive player here and has already made around 15 –18 dealers in 

this market. While ACC discourages multiple dealership model by cancelling discounts 

or controlling quantity, most of the new dealers of reliance are existing dealers (many 

ACC also) taking dealership on the name of some other person / relative.  

 
Automobiles 

Bihar 

 Hero dealer Purnea  

 Currently sells 200-250 units /month. Volume growth led by several sub dealers (ARDs).  

 The demand has weakened in the recent weeks due to Ramzan. Sale is down to 25-

28units/ day. Expect recovery after September, post the harvest season.  

 Generally, sets a target of 15% growth every year. Last year, target was 1200/month.  

 Hero continues to hold highest market share, followed by Honda. Hero is leading due to 

good servicing, availability of spares and dealer incentives (incentives on incremental 

sale above 15% target).Currently, Hero is selling 30-25/units of 125cc Glamour model 

of the total sale of 60units/day.    

 In the last 2 months, some pick up is seen in scooty segment, where Honda has been 

leading.  

 Impact of agri slowdown in the current season is visible, but could be temporary.  No 

slowdown reported by network dealers yet.   
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 Bajaj dealer, Purnea 

 Overall 2 wheeler market is growing by 5-7% in the region.  

 Currently, Bajaj is selling 150-200 units /month in Purnia. Only 2 sub dealers active, 

earlier there were 4.  

 Bajaj saleable product is 150cc Pulser. Change in model too often is confusing the 

customers, impacting consumer sentiment. In order of sale Hero, Honda, Bajaj, TVS, 

Enfield  

 Poor performance in Potato, Corn and other agri produce for farmers have impacted 

sale 

 Apr-Jul was the marriage season, but the poor agri sector performance has resulted in 

postponement of marriages. Normally, two wheeler sale doubles during marriage 

season vs monthly average. Purnea region monthly sale is 2,200-2,500units /month, 

which jumps to 4,400units which been impacted.  

 Consumption demand has been impacted over the past 3-4 months. 

 Bajaj’s market share has declined sharply due to frequent change in models, leading to 

unavailability of spares.   

 Bajaj is king in petrol version of passenger vehicles (autos), but it has failed to make a 

dent in the diesel segment. Piaggio is leading in the steering version of passenger 

vehicles, followed by Mahindra and Atul. 

 Real estate sector has stagnated over the past 1.5 years. Now the demand has 

weakened and there are few takers, especially at current elevated prices of land. Price 

in main urban area has risen to as high as 2000-2500 psf.  Due to lack of demand, real 

estate prices have dropped by 30-50%.  

 Land that used to be transacted at Rs 5 lacs for 10 bighas three years back, there are 

no takers today even at Rs 3 lacs.  In the town prices have dropped 20-30%. 

 Alankar Auto, Maruti Distributor, Patna  

 He is a dominant dealer in Bihar. Of the total monthly run rate of 1300 vehicles, he sells 

600 vehicles. 2 wheeler sold in Bihar is around 30-31k/month. In Patna, it is 5800.  

 Maruti sale was growing very well till recently. Looking at flat growth in Q1FY16 and 

potential decline in the coming months. Patna is now a saturated market. Growth outside 

of Patna is decent.  

 Two wheelers still growing strongly in Bihar. Industry growth of 11%, Honda at 26% last 

year. Market share of Honda is rising.  

 Considerable wealth effect from rise in land prices over the past 6-8 years. Multiplied 

10x during the second term of Nitish’s government; Improvement in law and order 

condition stimulated land prices and consumption. Real estate also stimulated trading 

activities. Manufacturing sector however, did not pick up.  

 Big risk to Bihar governance and economy (including real estate) if RJD-JDU 

combination comes to power. Hope BJP wins; 

 Law and order situation can weaken considerably. Right now, corruption level has risen 

already with the two coming together. Fear of relapse of jungle raj in Bihar if Laloo 

becomes a dominant partner.  

 They have done well in 2 wheelers in rural areas in last year—Honda growth of 18%.  

 Tractor contracting; Passenger vehicles (autos)+ three wheeler cargo vehicles 

contracting by 24% 

 Attributes the weak sales to decline in purchasing power of household due to rising cost 

of living, rise in real estate prices etc.  

 Fear of Bihar turning into failed state in next 3-4 years… 

 Public health centres were started with great enthusiasm in the first term of Nitish 

government. Not maintained any more, all equipments are dysfunctional; 

 RJD-JDU-Congress together have command on 62-63% of vote share. This combination 

has made things somewhat difficult for BJP. It would have been easier if Laloo and Nitish 

did not come together. 

 Other way BJP can gain prominence 
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 If there is a Muradabad type polarization—Nitish is very vigilant to prevent anything like 

that happening 

 BJP comes up with a candidate who can steal away Yadav vote bank from RJD 

 There has been huge mushrooming of coaching and educational institutes in Bihar over 

the past 10 years. It has been a big contributor to Patna’s economy. 1.8 lakh candidates 

residing in Patna 

Punjab 

 Hero Motocorp Dealers 

 Demand for entry/executive motorcycle remains sluggish. Rural and urban demand both 

remain sluggish, driven by poor local demand conditions 

 Between Splendor and Passion, Splendor has done well, given launch of meaningful 

new variants like Super Splendor and iSmart which attracted customers. The new 

Passion Pro launched a couple of months back has been well received and should aid 

Passion volumes, going ahead 

 As per Hero dealers, Bajaj’s CT100 should largely cannibalize Platina volumes. It might 

also lead to confusion amongst Bajaj’s entry level customers between the two brands, 

similar to the problem seen in Discover category, especially if price gap between both 

the products is reduced 

 Maestro scooter has been well received and has been gaining market share in the state 

as per dealers; Pleasure sales have been weak as it is generally the second vehicle 

purchased in the household for females. Given the poor demand environment, second 

vehicle purchases are not happening 

 Dealers were showcased the two new Scooters planned to be launch ahead of the 

festive season. They seemed quite enthused, especially with the Unisex product Duet, 

which would help them better compete with the Activa 

 Demand for premium bikes remains in slump; the new Karizma and Xtreme have not 

been well received by customers as people preferred the older ones in terms of looks. 

Company management has conceded that they need to go back to the drawing board 

for their strategy on premium bikes  

 Both the dealers had an inventory of 40-45 days. They have reduced inventory over the 

last 3 months. Given the increased number of variants and colours, 45 days is the new 

normal for inventory levels 

 Thought Honda (HMSI) has done good work in terms of speed at which dealers and sub-

dealers have been appointed; Honda dealerships have been almost mapped to Hero’s 

in terms of numbers and location 

 As per the dealers, Hero’s dealer policies and products have not seen any changes. 

They continue to take care of dealers as in the past 

 Unavailability of spare parts was a problem in the interim (company was setting up a 

new global parts centre). The situation has improved significantly (except in the case of 

Maestro scooter) but not completely resolved  

 Availability of financing for bike buyers has not been a problem. Dealers have tied up 

with many financiers. Share of vehicles financed has increased from an average of 35% 

five years back to ~50% now 

 Process of addition of sub-dealers (ARDs) in rural markets continues 

 Focus for HMSI dealers remains Activa and Shine. Until last year, they were required to 

offtake certain number of motorcycles to get Activa, which was in waiting. Hence, they 

were selling back those motorcycles at a discount. Now that Activa is readily available, 

push sales from dealers for motorcycles have stopped. 
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 Honda (HMSI) Dealers 

 Scooters as a market is still growing in Punjab and scooters mix in the 2w industry can 

still go higher on increasing adoption (a) from females, students, aged people (b) in rural 

markets and (c) from households, where multiple people are likely to use the same 

vehicle for sundry purposes 

 Demand for variants of Activa have gradually picked up – Activa 125cc and Activa-i now 

form a surprisingly high 30% of Activa sales 

 Shine and Activa are a decade old product and good word of mouth from early buyers 

is what continues to fuel incremental new demand for the product lines 

 Unlike feedback from Hero/Bajaj dealers, who brand the Dream Series as a failed 

product, Honda dealers are happy with the performance. As per them, in the mass 

market category, volumes increase largely with a good word of mouth, which is now 

happening. Also, these product typically do well in rural India, which is where Honda is 

now concentrating to increase its footprints 

 As per the dealer, 50% of Activa and overall sales in his territory are financed – 2w 

financing is still done at an IRR of ~20% 

 Dealers were satisfied with the overall performance against Hero and how Honda has 

been able to expand its dealership in comparison to Hero 

 Advertising support of Honda continues to remain strong and dealers are happy with 

adequate advertising. The New Unicorn 160cc has been well advertised locally. 

 Availability of spare parts from Honda is not a problem any more 

 Bajaj Auto Dealers  

 Reiterated problem with demand environment and local conditions as indicated by other 

dealers  

 Absence from scooters has been a sore point. With absence from scooters and the 

fiasco of Discover, almost 50% of two-wheeler buyers do not even come to Bajaj’s 

showrooms – bad for the company’s future 

 Very happy to the initial response to CT100. Think it will help gain market share from 

Hero’s HF in the entry level category. So far, there has been minimal cannibalization to 

fellow brand, Platina; Platina Electric Start has not created much of a stir in the market 

 Amongst the new variant launches of Pulsar, RS (full faired) has seen very good 

response and minor waiting periods; AS variant response has been lackluster; Overall 

Pulsar as a brand continues to be strong within the premium category, retaining market 

share 

 Demand for New variants of Discover have not been able to revive sales. Constant 

changes to product-lines have tarnished the brand image 

 KTM continues to grow strongly. Students/youth are the biggest customer segment; both 

the Duke and RC variants have their own fan following (unlike Pulsar where the customer 

is from any age from 16 to 40) 

 Avenger sales have picked up smartly over the years 

 Demand –wise do not see varied growth rates in rural or urban 

 Currently, hold 30 days inventory 

 Think Honda isn’t doing well on motorcycles – just on scooters. Whatever motorcycle 

sales are happening are pushed by free insurance and financing schemes 

 2w financing at ~22% IRR right now 

 M&M Automotive Dealers 

 Bolero demand is weak. It is generally the car preferred by agriculturists – unseasonal 

rains and erratic monsoon led to lower farm incomes last year, impacting demand 

 Launch of the new Scorpio has helped keep sales stable. Preferred by politicians/local 

contractors/business owners, the car has a fan following of its own, who have well 

received and appreciated the new Scorpio 

 XUV500 is largely urban demand, preferred by flamboyant new age businessmen. The 

just launched new XUV500 has seen a very enthusiastic response with the most 

expensive W10 variant, seeing the maximum demand and currently seeing some waiting 

period 
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 Demand for Xylo, Quanto, Rexton remain weak as product acceptance is low 

 As per dealers, Scorpio and XUV500 customers are generally not considering any other 

product but these. Buyers for either of these products do not downtrade to an MPV (like 

Ertiga) or compact SUV. A Rexton target customer generally preferred upgrading to a 

Fortuner, given lack of awareness about brand Ssangyong.  

 A part of Bolero’s customers(maybe 20-30%) are ones who have considered Ertiga, 

Duster, Ecosport. Of these,  some have migrated – smaller family sizes, better roads, 

higher fuel efficiency  are some of the reasons why Bolero customers seem to have 

considered other vehicles. 

 Dealers enthused after having been showcased the upcoming SUV launches. Think will 

be able to gain significant market share as the products are looking very good/stylish 

 Dealers thought that only Toyota’s Innova is a worthy competitor to their products at this 

time in the market 

 Think a good monsoon is likely to improve the demand environment for UVs in Punjab; 

The 30-60% correction in property prices have had a negative impact as a lot of people 

in the target segment saw their cash flows getting impacted 

 Almost 70% of SUVs are financed and the remaining purchased by paying cash 

 Commercial segment sales have declined 5-10% 

 The just launched Jeeto has been appreciated by LCV drivers and should gain market 

share at the cost of Ace Zip; Jeeto at 0.6/0.7ton and 2.48 Lakh price point fills up gap in 

the product portfolio (Maxximo is 1 ton; 3.87 Lakh) 

 Pick-up's market share continues to remain strong. Though demand has been a bit weak 

on lower farm incomes, Bolero Maxi Truck is the highest selling pick-up 

 Availability of finance is not a problem – Pick-ups are being financed at 12-13% IRR; 

LCVs are being financed at 20-21% IRR 

 35-40% of vehicles sold are being financed by Mahindra Finance 

Andhra Pradesh 

 Large CV & PV Dealer, Hyderabad 

 Commercial Vehicles (CV) 

 CV segment has been sluggish for the past 2 years. Dealership turnover had dropped 

from Rs 12-13bn in 2013 to Rs 8-9bn in 2014. Weak trends continued in FY14, but has 

seen marginal pick up in 2015. Vehicles sold has reduced from 2000 vehicles per month 

in 2013 to about 600 vehicles in 2014. But 2015 has witnessed sharp pick up in medium 

& heavy commercial vehicles (MHCV), LCV and buses. Overall growth for Tata motors 

in CV segment in Telangana has grown by 22% till date, with vehicles already tracking 

at +4384 nos till date. 

 There is gradual pick-up in demand among the fleet operators, but other segments 

continue to be sluggish. Improving positive sentiments and rise in infrastructure activities 

are triggers for pick up in other segments like ICV and LCV. Sectors like Cement, 

fertilizer and steel could witness gradual pick in the first phase. Even products like ACE 

and Magic are seeing gradual pick for the last 2-3 months. 

 Key infrastructure activities lined up – Iron ore mines in Karnataka, revival in power and 

road projects, Polavaram irrigation project, Siricity in Chittor, industries being set up in 

Krishnapattam, State capital coming up in Vijayawada, etc. 

 Demand is likely to be resilient in Andhra Pradesh as compared to Telangana, owing to 

ample number of projects lined up in this region. Telangana will be more focused on 

power projects and increase in infrastructure activity in Ramagundam.  

 Key competitors in this location are – Bharat Benz, Isuzu, Ashok Leyland, who have also 

witnessed some pick up in volumes, especially in the heavy commercial vehicles 

segment. 

 Against heavy discounting in 2014, discounts in MHCV has tapered. There is no discount 

in small commercial vehicles. Vehicle prices have risen by about 20% over the past 2 

years. 
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 Terms of financing have changed over the last 2 years. Against 100% financing on road 

prices, now finance companies are more cautious and offering only 85% on invoice 

value.  

 Market for second hand vehicles has decelerated sharply in the past few months, leading 

to rise in inventory levels. Overall inventory levels stand at 30-45 days, while for MHCV, 

it is less than 15 days. 

 Passenger vehicles (PV) 

 Market demand for PV remains steady. Share of business community in this region is 

saturating, while salaried class, especially government offices is on the rise. Consumers 

in this region look for mileage, safety features and aspiration value on the product. 

Consumer is up-trading to higher variants, especially in the rural market. Growth is more 

visible in AP vs Telangana. 

 Maruti and Hyundai remain the key players in the PV segment, in the small car space. 

Tata has seen limited success with Zest, but Bolt and Tata Nano have been poor. There 

is sharp rise in the sedan segment with brands like Dzire, Zest and Acent doing well in 

this region. In the small car segment, brands like Celerio, Swift, I20 continue to report 

healthy volumes. In the high end, Honda City, Verna and Scoda have done well.  

 Share of diesel to petrol currently stands at 1:2, which was earlier at 1:1 couple of years 

back. Even cash sales have improved vs financing in the last 2 years, primarily due to 

rich agriculture population. 

 2-wheelers dealer, Visakhapatnam 

 Regional profile is largely salaried class, especially in the government organization like 

Navy, HPCL, Port, Steel Plant, etc. Post state divide, migration has been slow, but is 

expected to happen, as infrastructure activity picks up in this region. Port activity has 

been resilient in this region and even aviation industry has improved. Infrastructure 

spending is likely to be in sectors like medical tourism, hotels & hospitality and IT, albeit 

at a slow pace. 

 2-wheelers in the AP state is about 110,000 vehicles per month with motorcycles having 

70% share and balance with scooters at 30%. 2-wheeler market in volumes in 

Visakhapatnam region is about 7,000 vehicles per month, with motorcycle having about 

65% share and scooters growing faster and share of 35%. About 3 years back, share of 

motorcycle was about 80% and scooters was 20%. 

 2-wheelers market has been growing at 10% in AP region, while in Visakhapatnam, it is 

growing at 20%.  

 In motorcycles, Hero continues to be the market leader with 44% share followed by Bajaj 

with 35% share and Honda with 12% share. Hero is growing at a healthy pace and 

Honda is also growing fast, post divide. However, Bajaj is losing share as there are no 

new products being doled out.  

 In the scooters space, Honda has a dominant share of 54% followed by Hero with 28% 

and TVS with 9% share. 

 Honda is aggressive in new products followed by Hero, but Bajaj is the weakest in new 

product introduction. In terms of service network and spares availability, Bajaj is far 

superior followed by Hero and Honda. Even a new player like Mahindra has very good 

service network in the region. Mahindra is getting aggressive in the region and is 

enhancing distribution. It expects to clock a market share of 10% over the next 1 year 

via differential marketing strategies like break the Barrier & Kisi se Kum nahi contest. 

 Few new products being rolled out by 2-wheelers are: Honda (Active i), Hero (HH 

Deluxe), Mahindra (Gusto & Mojo).  

 Scooters is gaining strong traction in the region as a family-used vehicle. Dealer expects 

drastic change in the scooter segment with focus on male as well as female consumers. 

 Last festive season was weak. Dealer expects this festive season to be good, especially 

in the Dushera and Ugadi season, where sales touch 2-3x of total monthly sales.  

Discounts have been in the range of Rs 2000-3000, which has been steady in the last 

1-2 years.  
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Uttar Pradesh 

 Two wheelers dealer- Lucknow 

 Markets have been very strong with 15% growth, mainly in marriage season (Apr-May). 

June sales down by 6%. Hero is clear market leader in bikes with ~56% market share, 

followed by Bajaj at 15% and TVS at 7%.  

 Royal Enfield picked up very well but still insignificant. Bajaj is losing market due to lack 

of new products 

 In scooter segment- Honda enjoys leadership  

 Two Wheeler – Hero showroom – 1000 bikes / month - Hardoi  

 Demand has been strong at 20%+. Apr-May demand growth at 15%+. Expect June- Sep 

demand to slow down to 2-5%. Finance companies have helped a lot strong growth. 

25% of the bikes are sold through Finance scheme. High inventory in the market at 1.5 

– 2 months. This market is dominated by 100CC and Hero is clear winner. Resale value 

and availability of parts with price are the key determinant for bike sale 

 Hero is a leader with 58% MS, followed by Bajaj – 20%, TVS – 15%, Honda 10%. Bajaj 

is losing market share to TVS 

 In Scooters, Hero is gaining market share from Honda 

 Four wheeler – Maruti Showroom – 60 cars / month  

 Increased availability of finance has helped strong growth, as 80% sales is through 

financing.  Growth has been at 15%+. With farmers customer of 60% and Serviceman – 

20%. Customer upgrade is driving sales for high end segment.  

 M&M Finance, Magma Finance are key players in finance. Bank Finance is very less 

 Tractor dealer – Mahindra – Varanasi – Sells 150 tractors / year. Total market size 

700 units / year 

 Tractor has seen clear pickup in demand mainly during June quarter from construction 

and other non–agri users. Last year demand was affected in Q4. Overall, last year 

demand was down by 15% (120 tractor sales vs 140 last year). They are targeting 180 

(implied growth of 50%) in current year and are confident of achieving it. July month 

booking has been encouraging.  

 Around 50% of the sales is for non–agri and share of non-agri in the current year is 

expected to go up.  

 Tractor as profession has emerged and helps small farmers on lease / rent, whenever 

they require.  

 Increasing finance availability has helped the demand to grow, as 70-75% sales is 

through financing. M&M Finance is leader in financing with Magma and Chola other 

players. Bank financing is very low, as bank takes 5 acre land as collateral (reduced to 

3 acre) which farmers are not willing.  

 There has been significant variation in interest rate from 7%-12%, depending upon loan 

tenure. For one year the Rate of Interest (flat basis) are at 7-8 % while for 3 years its 

goes up 11-12% (flat).  

 Average life of tractor is 4-5 years which is expected to come down which will drive the 

growth.  

 30-40 HP – 50% of the market. 15 HP – 25% of the market. There is strong demand for 

15HP segment for non agri uses 

 Escorts leads with 30-35% market share, Mahindra has 20-22% (it has lost market 

share), Eicher is at 20% (gaining) and Sonalika has 10%. 
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Financial Services 

Punjab 

 Mahindra & Mahindra Financial Services, Khanna Mandi 

 Branch serves a total diameter of 30 k.m. 

 Disbursements are up marginally over the last year. Generally, deal with 45-50 cases 

per month 

 Of the ~50 cases per month, 25% are repeat  customers and 75% are new customers 

 Average disbursement of 2.25 cr p.m. or ~25 cr p.a. 

 20% of disbursements are to M&M Personal products, 25% in the car segment, 30% to 

tractors/farm-equipments and remaining to the 2w/3w/construction equipment space 

 Disbursement targets are generally set by the head office in consultation with the 

regional/branch offices 

 Disbursements are given by the business team, which takes care of EMI collection for 

the first nine months. Thereafter, collection team is responsible for timely EMIs 

 On impact of poor monsoon on farmers/NPAs: 

 As per the BM, the household income of an agriculturist generally swings only +/-25%,  

depending on whether the monsoon is good or poor, given irrigation facility is available 

 Given the costs are low as compared to income levels, an agriculturist is still able to 

honour his EMIs in case of a poor monsoon 

 Generally in case of a weak monsoon, the branches pre-empt poor cashflows for farmers 

and start visiting and softly pushing them for timely payments 

 Moreover, agriculturists generally have allied sources of income like cattle, poultry etc 

 Loan to value ratio for various segments: UV- 85%; Tractor – 75%; Cars – 85%; 2w – 

80% 

 IRR in various segments are: UV – 14.5%; Tractors: 15%; Cars: 14.5%; LCV: 13.5%; 

2w: 23%. For corporates and government employees the IRR is lower; for agriculturists 

who prefer half-yearly EMIs, IRRs tend to be a bit higher 

 Currently, disbursement growth is being witnessed in Cars/UVs/SUVs and de-growth in 

tractors/construction equipment etc 

 Business viability before disbursement of loan is generally checked at the branch level 

(due diligence over CIBIL, loan report, other loans etc); only in cases where the customer 

requirement (generally interest rate) is outside of policy limits (more than 50 bps of 

prescribed rates) the case is referred to regional office (upto 100 bps), then zonal 

manager (upto 200 bps) and then HO (>200 bps) 

 Branch realizes that generally customer intention changes with time. Whenever it 

realized that the asset is an NPA, they go for a legal action; if required the vehicle is 

repossessed, kept in stock yard for some time and eventually sold over online auction if 

the customer is unable to pay 

 Branch manager believes that MMFS' due diligence, post disbursement follow ups and 

monitoring processes are better than private sector banks (he’s worked in one few years 

back!) 

 Of the 1900 live cases for the branch, as of date, 43 are NPAs (highest in HCVs); 4 years 

back there were 850 live cases with 69 NPAs 

 Over the last one year, MMFS has added 4 new branches in Punjab and 8 collection 

centres, which has brought them closer to customers. The BM sees increased business 

opportunities from possibility to finance HCVs and construction equipment in the future. 

SME loan financing can be another big opportunity. 

 Overall as compared to banks, the challenges are (a) banks have access to a wider 

customer network/access from their SA/CA/Salaries account relationships (b) banks 

have better access to technology platforms (PDAs/tabs for field staff) as a part of their 

overall spends on technology. 
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Andhra Pradesh 

 Shriram Transport Finance 

 The branch we visited is in existence since last twenty five years and is the main branch 

in the region of Vijayawada. There are other two branches, which cater to the need of 

the district. 

 Monthly disbursement run-rate of this branch is 25mn with Rs50mn per month of 

disbursement in the quarter of Dec-March. For the entire year, branch disbursed around 

Rs350-400mn. The run-rate of disbursement has grown from Rs20mn a month i.e. 25% 

growth. Last month saw a net growth of 5% on a month on month basis 

 Most of the disbursement is in the space of used CV. However, the branch also 

disburses loans for 10 tractors on a monthly basis. 

 The company is working on collection efficiency of 92-95%. GNPA has fallen from 5% 

last year to 3%. Partial up-liftment of sand-mining ban has helped growth as well as 

collection efficiency. Of the legacy NPAs, the company is still able to recover Rs45mn a 

year. 

 IRR on used vehicle is 16%+ and if the borrowers chooses to pay by ECS, then the IRR 

comes down to 16%. 50-60% of the customers are new customers.  

 Now the company gives an LTV of 70% in general, which may go up-to 90%, in some 

cases. 

 Risk management of the company is a question mark: 

 Of the 2,950 cases (largely tippers) since 2008, only 1190 are live cases and majority of 

the loans has been into default. The prime reason was not inability of the borrowers to 

pay but the risk management of the company. Prior loan was given at invoice value 

without deducting discount and value of the vehicle was also raised by the appraiser. 

This led to high defaults and repossession of vehicles.  

 Now, the company also provides tyre loans, diesel loans which ranges in between 10k-

15k. Monthly disbursement of these loans are Rs1mn. We believe that such loans could 

be used to push back NPL recognition. 

 Our interaction also suggested that the monthly recovery target was only 75%. This 

helps the company in keeping the NPAs under check. 

 Most aggressive players are Cholamandalam and are offering higher LTV, which could 

pose as a risk in the medium term for the company. Sundaram, Ashok Leyland Finance 

and HDFC Bank are the main competitors. 

 Mahindra and Mahindra Finance: Vijayawada Branch 

 The branch is operational since 2001 i.e. 14 years +.  

 Portfolio mix of the branch is as follows 

 Tractors – 50% - yields 15% - LTV -90% (M&M vehicles only) 

 CV – 10% - yields 13% - LTV -90% 

 Passenger vehicles - 20% - yields 12% - LTV -90% (Maruti and M&M vehicles) 

 Refinancing – 20% - yields 15% - LTV -90% 

 This branch does monthly disbursement of Rs30mn, whereas for the entire Vijaywada 

district, MMFS does monthly disbursement of Rs160mn.  

 Last year, growth has been in the range of 10-15%, with better growth coming in from 

passenger vehicles segment. The company finances ~400 passenger car vehicles per 

month.  

 Debt waiver does impact the interim credit culture, but things normalize with 2-3 months. 

Vijaywada is rich NRI zone, hence the company has not seen rise in defaults.  

 Average collection efficiency of this branch is 95% and the trend is improving. Default 

rates are lowest in tractor financing, whereas is slightly higher in passenger vehicles 

portfolio. 

 If the new norms of 90 days recognition is applied, then recovery in tractor financing can 

pose some challenge as the repayment terms of these loans are either quarterly or half-

yearly. The company expects that RBI will tweak the norms for tractor financing and will 

treat it same as crop loans for banks i.e. NPL recognition depends on cropping seasons. 

In the interim, the company is trying to educate its borrowers and trying to change their 

habits. 
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 HDFC Bank, Cholamandalam, Magma and Varun motors are the main competitors. 

HDFC Bank is providing loans on ex-showroom price, which was a bit surprising. In 

terms of turnaround time, MMFS takes 2 days. 

 There are 10 sales representatives and 13 recovery officers in the branch. For first 6-9 

months loan officer is also responsible for recovery, post which the prime responsibility 

of recovery officers.  

 Strong relationship with dealers is the key for growth. The company provides incentive 

of 1.7% of total value of the loan 

 Mahindra and Mahindra Finance: Rajahmundry Branch 

 The branch is operational since 2001 i.e. 14 years +.  

 Portfolio mix of the branch is as follows 

 Tractors – 20% growing by 25% yoy, IRR 20% - LTV -70% 

 CV / LCV – 25% - growing  by 5% yoy; - LTV- 85-90% 

 Passenger vehicles - 30% growing by 40%+ yoy.  

 Refinancing – 25% growing by 10% yoy 

 This branch has seen 30% rise in number of contracts and there are 1,400 live cases. 

Of this, 40-50 cases are NPLs and additionally, 15 cases are chronicle, where the 

company does not expect any recovery. Of these cases, 10 cases are passenger 

vehicles, 2 CVs and 1 tractor.  

 Last year, number of contracts target was 450, whereas the branch did 568 files. This 

year, target is 730 files and YTD the branch has done about 160 files. Hence, it is 

confident of beating the target this year as well.  

 Collection efficiency has been 95%+ and has not seen rise in delinquency trend.  

 Agri is the major source of earning with major crop being Paddy. East Godavari is less 

impacted. Sowing starts in July. Hence, month of July and August are important. 

Irrigation facility is strong in this region.  

 NPA may increase in tractor financing, if they have to adhere to 90 days NPL recognition 

norm as prescribed by RBI for NBFCs. 

 HDFC Bank has emerged as a strong competitor and is also an aggressive player. Is 

offering 85-90% LTV for CV loans. Chola is also strong but risk management is a 

question mark in terms of LTV etc.   

 There are 3 sales representatives and 5 recovery officers in the branch. For first 6-9 

months, loan officer is also responsible for recovery, post which, the prime responsibility 

is of recovery officers.  

 PSU Bank: Rajahmundry Branch 

 This branch is present since 1968. The overall loan portfolio is Rs1bn and deposit base 

is Rs500mn. 50% of the portfolio was agriculture lending. However, the predominance 

of the portfolio is not crop loans but to nursery and fish ponds. The growth has been 

strong in this segment. 

 Agriculture NPAs are Rs20mn (i.e. ~4% of the loans) and has been stable in terms of 

absolute numbers.  

 Of the overall loans Rs100mn is NPLs i.e. 10% of the portfolio. Retail loans form another 

50% of the loan book, where bank has seen higher delinquency. Housing loan is the 

thrust area of the branch, apart from agriculture. 

Uttar Pradesh 

 Bank – Hardoi  

 Strong growth under KCC of 25-30% 

 Strong growth in housing loan and business loan of 40% 

 This branch is targeting 100% growth in credit, as it is a new bank opened up a year 

back 

 Almost 25% accounts were opened under Jan-dhan. However, only 25% accounts are 

running 

 Income proof is the biggest challenge 
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