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For tyre stocks, best

Harsha Jethrmalani
harsha.j@htlive.com

yrestockshavebeenonaroll.

Shares of Apollo Tyres Ltd,

MRF Ltd, JK Tyre & Indus-

tries Ltd, Ceat Ltd and Bal-

krishna Industries Ltd have
gained about 36-71% over the past one
year. Tyre companies had hiked prices
and input costs were softening, which
together meant a sharp expansion in
margins. But now, theoutlook onboth
factors has turned adverse.

“If oil prices continue to rise, then
operating margin for the tyre sector
could see about 100 basis points erosion
in FY24 from our earlier estimates of
13-14%,” said Anuj Sethi, senior director,
Crisil Ratings.

Benchmark Brent crude oil prices
haveincreased by 25%inthelast three
monthsto $94y/barrel. While domestic
natural rubber prices are still lower,
international rubber is heading north-
ward. Further, a weaker rupee would
translate into higher cost of imported
raw materials.

As such, the impact of movement in
raw material costs on margins comes
with alag for tyre companies, depend-
ing onexhaustion of existing inventory.

With costs of key inputs rising, tyre sector margins may come under pressure

Waning benefits
going ahead.
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Thus, tyre companies would sail
through in the September quarter
{Q2FY24) earnings season. However,
the days of super-normal margin
growth are largely behind. The pain
should beginto creep up Q3 onwards.

[IFL Securities’ analysts point out, “In
recent quarters, tyre makers have
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clocked higher-than-average Ebitda
margin and ‘Ebitda per tonne’ (all-time
high, insome cases),” Ebitdais earnings
before interest, taxes, depreciation and
amortization, a key measureofprofita-
bility. “Our earnings estimatesnow fac-
tor normalised levels of margins across
companies. We cut FY25/FY26 earn-

ings per share estimates of domestic
tyre-makers by 5-10%, toaccount forthe
risein input cost,” said [IFL’s report on
26 September. [TFL’s analysis assumes
crude at $85/barrel.

Thistime around, even as input costs
are growing, tyre companies havelittle
room to raise prices because margins
are already quite robust.
Plus, competitionis aworry
and demand prospects are
not enticing enough. Atyre
dealers’ channel check by
JM Financial Institutional
Securities showed that the

costs have
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prompted trimming
of earnings growth

days are past

FY24remainsto be seen. For now, ana-
lysts are penciling in 7-8% volume
growth forthe sector in FY24.

Amid this, capital expenditure (capex)
intensity is set to moderate and that is
encouraging. “We expect the sector’s
capex at about 34,000 crore in FY24,
compared with about ¥4,500 crore on
average in the preceding
three fiscal years,” Sethi
said. Hereon, capex
incurred by tyre companies
is expected to be used for
maintenance and debottle-
necking purposes rather

replacement market  expectations than aggressive capacity
demand remains mixed in additions, as capacity utili-
Q2ZFY24. MUTED demand zation is over 75%. More-

Replacement demand gi:r?g sﬁ; high over, balancesheets showa

accountsforthelion’sshare
of tyre companies’ reve-
nue.“While passenger car
radial tyre demand remains
stable, demand fortwo-wheelertyresis
showing greenshoots. Truck &bus/off-
the-road tyre demand remains muted
owing to seasonality,” said the JM
Financial report on 26 September.
Sure, demand could lookbetterin the
second half of FY 24.aided by the festive
season sales. But whether this would
drive volume growth meaningfully in

competition are
other dampeners

comforting picture. “Gear-
ing - a gauge of debt posi-
tion, for the sector, is
expected to improve to
around O.4times as on 31 March 2024
from 0.6 times as on 31 March 2023,”
Sethi added. Now, the question is
whether factors like prudent capex
plans and better balance sheets would
be adequate for tyre stocks to sustain
their valuations, that are currently
abovehistorical averages. Perhapsnot,
if cruderises continuously.
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