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re stocks wobble as
margin pain persists
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hares of tyre manufacturers,

including Apollo Tyres Ltd,

MRF Ltd, and Ceat Ltd, have

plunged by 16%, 9%, and 17%,

respectively, so far in CY22.
Thisis not without reason. Tyre makers
havenot yet seen any bright spotson the
demand or the margin frontand continue
to fight input cost inflation. The contin-
uedsurge inrawmaterial pricesismaking
it tough for these companies to avoid
margin compression.

Forthesector, rawmaterial consump-
tion cost has risen by more than 5%
sequentially in Q4FY22(till 28 February),
according to an analysisby JM Financial
Institutional Securities Ltd. Year-on-
year, costs have risen by 22%. “Ouranaly-
sissuggests that to maintain healthy mar-
gins, tyre companies would have to hike
prices further in the replacement seg-
ment by 6-8%,” JM Financial’s analysts
said inareporton 8 March.

Assuch, auto ancillary companies can
directly pass on commodity inflation via
contractswith original equipment manu-
facturers (OEMs). Analysts reckon tyre
companies have resorted to price hikes
around 15%so farin FY22 to cope withris-
ing costs, though this casts a shadow on
the already subdued demand. However,
clearly, this would not suffice.

The ongoing Russia-Ukraine conflict
hasled toasurge incrude oil
prices, affecting tyre mak-
ers, as crude derivatives
account foramajor portion
of raw materials used by
them. According to ICICI
Securities, for every 10%
increase in crude oil price,
about 200 basis points of
increase in price is required to remain
gross margin neutral. One basis point is
one-hundredth of a percentage point.

On the positive side, one key input,
natural rubber, has remained compara-
tively stable. Average domestic natural
rubber prices in Q4FY22 (till 28 Febru-
ary) have declined by 8% sequentially.

Meanwhile, investors would closely
track how the demand plays out amid

TYRE makers have
hiked prices around
15% so farin FY22 but
this casts a shadow
on subdued demand

Increasing stress

The JM Tyre RM index shows that prices of raw materials used to manufacture
tyres have grown by 5% sequentially and 22% year-on-year in Q4FY22.
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suchsteep price hikesgiven thatarecov-
ery in demand is yet to be seen. In
Q3FY22, tyre makers experienced muted
domesticOEMand agricultural demand
and that momentum has not seen an
upside. JM Financial’s analysts pointed
out their tyre-focused channel checks
across dealersindicate that replacement
market demand for two-wheeler and pas-
senger cars turned weak during Q4FY 22
sofar, whilesalesin the truck and bus seg-
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INVESTORS would
track how demand
plays out amid price
hikes as it has not yet
been seen to recover

mentcontinued toremain muted. Thisis
because of restrictions on personal
mobility imposed in January to contain
the spread of coronavirus, financial stress
among fleet operators, and price hikes.
Having said that, there is hope of
recoveryinreplacement demandas covid
casessubside. Thiswould mean schools,
colleges, and offices will re-open, necessi-
tating mobility. Additionally, increased

AN escalation in the
Ukraine war or a
supply chain failure
remains a risk for
tyre stocks
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awareness of personal hygiene would
drive demand for personal mobility in
OEM and replacement market. The
expected healthy rabi crop season would
mean increased rural cash flows, which
would aid demand in the agricultural seg-
ment. Also, exportsare expected to main-
tain the strong trend observed in Q3.
Further, rising inflation would mean
there could be limited disposable income
for consumers. This might favour
replacement demand to an
extent. “Amid increasing
cost of ownership, new
vehiclesalesmay get damp-
ened. Butreplacementsales
may continue to be rela-
tively strong, if customers
defer theirnewvehicle pur-
chase,” said Jay Kale, ana-
lyst, Elara Securities (India) Pvt. Ltd.
Meanwhile, an escalation in the con-
flict in Ukraine or supply chain disrup-
tions could be key risks for stocks in the
tyre manufacturing sector, while a drop
in crude prices would offer respite. “We
expect margin to recover to sustainable
level only in H2FY23 (if raw material bas-
ket consumption cost sustains/moder-
ates)” the JM Financialreportadded.
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