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Cos sales are rising
but so are their costs

Nasrin Sultanz
nasrin.s@livemint.com
MUMBAI

ompanies delivered a
‘ resilient performance

inthe September quar-
ter, with demandrecovering in
response to the reopening of
the economy, overcoming a
challenging environment in
which commodity inflation
squeezed profit margins.

A Mintanalysis of1,782 com-
panies showed net sales rose
11.9% sequentially in July-Sep-
tember fromadecline 0f9.39%
inthe preceding three months.
Profit adjusted for non-recur-
ringitemsclimbed 21.5%in the
September quarter against a
decline 0f22.7% in the previous
quarter.

The analysis excludes oil
and gasand banking, financial
servicesand insurance (BFSI)
companiesastheyhaveasepa-

Commodity inflation squeezed
profit margins of companies in
the September quarter.  Rreuters

rate business model. “Iwould
summarize the result season
as ahcad of expectations on
revenue growth and broadly
in-line with regards to earn-
ings. Whether it’s credit
growth pick-up or consumer
spending, I reckon that
growth has been better than
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expected. The growth outlook
is positive. While revenue
growth was ahead of esti-
mates, the earnings picture
was two-faced between con-
sumer-facing companiesand
commodity-related compa-
nies. Consumption-oriented
sectors that are commodity
users of India Inc. did face
headwinds on margins front,”
said Trideep Bhattacharya,
co-chief investment officer,
equities, Edelweiss AMC.

Hesaid commodity-related
sectors delivered a positive
earnings surprise, driven by
high commodity prices, while
management commentaries,
particularly in pockets with
pricing power, talked about
pricing increasesto neutralize
theimpact of commodity costs
on margins in coming quar-
ters.

During the quarter, the net
profit margin of the compa-
nies under review rose to
9.49% from 9% in the previous
quarter. However, the operat-
ing profit margin narrowed to
22.64% in the September
quarter from 23.46% in the
preceding three months.
Interest outgo was still lower,
declining 3.56% in the quarter,

Recovery path

Net sales rose 12% in Jul-Sep against a decline of 9% in Apr-Jun,
while adjusted net profit rose 22% against a 23% decline.
(quarter-on-quarter change, in %)
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Data for 1,782 listed firms, excluding those in oil and gas, and

banking, financial services and insurance sectors

butraw material costsjumped
14%.

Dhananjay Sinha, managing
directorand chiefstrategist, JM
Financial Institutional Securi-
tiesLtd, said the revival in con-
sumer demand and general
activity level acrossbusinesses
aided salesgrowth, but there is
widespread raw material infla-
tion that is also emerging.

“Thus, operating profitat the
aggregate level has missed
expectationby 5%, butrevenue
hasbeenahead of expectation
by 5% odd. Margin pressure
was most evident in sectors
such asautos and cement. Not-
withstanding, the post-second
wave demand recovery, corpo-
rate performance over the next
few quarters would be broadly
driven by elevated material
costs, a rise in crude oil and
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energy prices, the impact of
domesticcoal and powershort-
age on various industries,
higher raw material and logis-
tics costs and higher inflation
onwage costsand supply short-
ages of imported inputs/fin-
ished products from China,
which is slowing. It is evident
that, depending on the pricing
power, many companies will
initiate price hikes to compen-
sate forinput costs,” he said.
Sectors such as metals and
pharmareported better quar-
terly earnings while autos,
consumers and infrastructure
disappointed. For instance,
net raw material costs borne
by Hero MotoCorp were
higher by 110 basis points
sequentially even as it took
price hikes of 3,000 since
April this year in phases.

Analysts said margin pres-
sure is visible across sectors,
and companies have said they
will raise prices. However,
there are concerns over possi-
ble demand impact due to price
hikesamidinadequateincome
recovery, especially in unor-
ganized segments.

Asevident in the September
quarter earnings, the biggest
riskahead is the margin impact
due to higher raw material pri-
ces.Asaresult, earnings down-
grades have been seen in sec-
tors like autos, chemicals, con-
sumers, infrastructure,
telecom and utilities; con-
versely, metals, oil and gasand
pharma have seen some
upgrades in earnings, Sinha
said.

Earningsrecoveryiscritical
to justify the steep valuation
Indianmarketsare currently at,
as a few global brokerage
houses have already down-
graded Indian equities.

“Despite the recent correc-
tion, Nifty continuesto trade at
20.5timesFY23 earnings esti-
mates. With covid vaccinations
rising, urbanrecovery is likely
to see a strong revival as cases
remain low,” said Gautam Dug-
gad, head of research, institu-
tional equities, Motilal Oswal
Financial Services Ltd.



