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I
ndia Inc looks all set to
grow at a slow pace in the
current financial year. That
is, if the financial per-

formance of Corporate India
for the first nine months of
2007-2008 is any indicator of
things to come. During the first
nine months ended December
2007, net sales of the corporate
sector grew 15 per cent, com-
pared with 27.4 per cent in the
financial year 2006-07. The net
profit also moved up at a slow-
er pace of 27.93 per cent vis-a-
vis 41.56 per cent in 2006-07.

The profit margins were
also hit badly during the nine-
month period due to rising cost
of production, decline in in-
ternational prices of metals
and appreciation of the rupee.
Oil marketing companies have
been hurt, especially due to
the government’s policy to
keep oil prices artificially low.
Even cement and steel com-

panies have had to bear the
brunt of the government’s
“price control to control in-
flation” strategy, despite ris-
ing cost of production. 

The operating margins in
the first nine months were up
marginally from 15.40 per cent
in 2006-07 to 15.77 per cent for
the same period in 2007-08.
However, this was largely on
account of margin expansion
during the first and second
quarters.   

Several sectors, including
chemicals, construction, dia-
mond and jewellery, media and
pharmaceuticals faired badly
during the nine months of 2007-
08 as compared with their per-
formance during the full year
of 2006-07. The worst hit were
automobile, auto ancillaries,
metals, computer hardware,
paper, shipping, sugar, trading
and tyre sectors. 

Going forward, the fourth
quarter, which is the busiest
quarter of the earnings sea-
son, is likely to give us a bet-

ter picture of the extent of
slowdown in the earnings
growth of India Inc. 

The challenges facing Cor-
porate India are many. These
include spiralling crude oil
prices, rising commodity prices,
rising interest rates, the ap-
preciating rupee and the fear
of a global economic slowdown. 

On the other hand, sectors
those are likely to bring some
cheer, according to analysts,
are engineering, fast-moving
consumer goods and pharma-
ceuticals. On the whole, it is
clear that though India is not
looking at a recession, a defi-
nite slowdown in the economy
is on the anvil.

THIRD QUARTER:
Gloomier it gets

Corporate India’s profit
growth in the third quarter end-
ed December 2007 was the low-
est in the last three quarters.
The sales grew at an average
16.55 per cent as against 28.21
per cent in the corresponding

period last year. The poor growth
in sales affected net profits,
which grew 24.55 per cent, in-
cluding extraordinary income
and only 13.1 per cent (ex-
cluding extraordinary income)
against 79.7 per cent in the cor-
responding quarter last year.  

The cost of production in-
creased by 17.30 per cent for
the quarter ended December
2007, while employee costs
were up by 24.56 per cent. How-
ever, softening of commodity
prices and the rupee’s appre-
ciation made imports cheaper,
leading to a rise in raw mate-
rial costs by only 14.52 per cent.
The companies were hit fur-
ther by a rise in the interest cost
by a hefty 40.8 per cent, part-
ly on account of fresh loans for
foreign acquisitions, and for

payment of interest on foreign
currency convertible bonds
(FCCBs).  

In the third quarter, the 
depressants were capital
goods, auto ancillary and con-
sumer goods. Those that beat
expectations were engineer-
ing and construction, phar-
maceuticals and media. The
earnings in auto ancillary and
capital goods were lower than
expected. The technology sec-
tor, meanwhile, beat market
expectations quite comfort-
ably, but the rider is that the
medium-term outlook still re-
mains hazy.

A closer examination of the
results reveals that companies,
which are dependent on do-
mestic consumption, continue
to grow at a good pace.

SECOND QUARTER: 
Loads to worry about

The second-quarter (July-
September 2007) corporate re-
sults had already started giv-
ing indications of a larger slow-
down in the offing. In spite
of a 57 per cent surge in oth-
er income, the net profit of
2,215 manufacturing and serv-
ices companies that declared
their results rose by only 26.21
per cent compared with 34.57
per cent in April-June 2007.   

The sales growth of 11.36
per cent was the lowest since
March 2004, with the state-
owned oil companies showing
a dip of 1.5 per cent. Reliance
Industries, with sales growth
of 6.6 per cent, did not help
matters either. The other cul-
prits were a host of small and

medium companies that post-
ed not more than single-digit
growth in sales.     

The impact of the recession
in automobiles was most pro-
nounced in the top line of mo-
torcycle manufacturers, which
saw sales fall 4 per cent. The
heavy commercial vehicles sec-
tor’s growth was also a dis-
mal 2.3 per cent. Obviously, sec-
tors dependent on them also
found themselves in trouble with
the makers of some automotive
components such as axles,
clutches, engine parts, sheet
metals and shock absorbers felt
the cascading effect and post-
ed only 3 per cent to 5 per cent
rise in sales. 

The cement sector’s sales
rose 22.8 per cent, healthy
at the first glance, but the low-

est in the last four quarters.
Their profit growth at 45.2 per
cent was the lowest in three
quarters.     

FIRST QUARTER: 
Signs of bad times

The first quarter (April-June
2007) corporate results gave
the first glimpse of a slowdown
with a sharp fall in the sales
growth rate, at 17.32 per cent,
a first after five consecutive
quarters of high growth. Ris-
ing cost of production, coupled
with a slowdown in sales
growth, brought down the net
profit 34.57 per cent, the slow-
est in five quarters. Others such
as metals, two-wheelers, oil,
sugar and several other small-
and medium-scale sectors also
suffered. The succour came
from sectors such as con-
struction, cement and tele-
com.For instance, motorcycle
makers’ sales declined on ac-
count of the rising cost of bor-
rowings for the consumer. Their
profits were down 25.4 per cent,
owing to a rise in the cost of
production. The low demand
for automobiles automatical-
ly led to a fall in auto ancil-
laries, which registered sales
growth of 20.1 per cent and
profit growth of 27.6 per cent.

However, a considerable
slowdown was seen in the sec-
tors that were expected to
do well. Software services
companies posted a lower
growth rate in sales and prof-
its due to the strengthening
rupee. The profit growth rate
of cement companies was
down 42.5 per cent against 194
per cent in the corresponding
period last year. 
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SECTOR WATCH

Domestic auto-
mobile com-

panies continued
their sluggish sales
momentum with
two-wheeler man-
ufacturers posting
a negative growth

in sales (-1.62 per cent). Overall profits
have also been marginal, with a 5 per cent
rise in net profit in the first nine months
of the financial year. 

Commercial vehicle makers fared slight-
ly better by posting 10.3 per cent rise in
sales and 5.42 per cent rise in net profit.
The passenger car makers, however, did
extremely well with sales and profit growth
of 27.4 per cent and 35.4 per cent 
respectively. 

Among two-wheelers, both Hero Hon-
da and Bajaj Auto posted a decline in
net profits, while Hero Honda’s sales were
up marginally. Among car makers, Maru-
ti Suzuki’s nine months’ sales grew 28.64
per cent compared with 22.3 per cent in
2006-07. The growth in net profit also
fell to 28.7 per cent from 31.4 per cent 
in 2006-07.

The realisation during the nine months

was lower because most of the auto mak-
ers were offering discounts to push vol-
umes. On the other hand, they had to face
the pressure of higher raw material cost
as steel prices continued their uptrend.
Going forward, rising steel prices could
put pressure on operating costs for four-
wheelers, while credit availability 
could have a negative affect on 
two-wheeler sales. 

OUTLOOK
The growth prospects of the two-wheel-

er segment continue to remain weak,
especially in the motorcycle segment. “Even
if the consumer financing market improves
and there is credit offtake, the competitive
pressures are too high in the segment,”
said a SSKI analyst. The operating prof-
it margins are expected to be under pres-
sure, thereby lowering profitability.

The commercial vehicle segment is like-
ly to see some improvement in the first
quarter of FY09, courtesy improvement in
freight movement. Long-term demand driv-
ers like infrastructure spending on road
construction projects and strong industrial
growth may help the segment to grow
by around 10 per cent in the near future. 

AUTOMOBILES: Speed-breaker 

Slipping into 
a slowdown

Cement compa-
nies have

found themselves
in a tight situation
in the last three
quarters. The num-
bers speak for
themselves. Net

sales of cement companies grew by 25.3
per cent during the first nine months of
2007-08 as against 45.7 per cent in 
financial year 2006-07. The net profit al-
so slipped sharply to 43 per cent compared
with 166 per cent in the same period, clear-

ly reflecting a pressure on margins 
that was because of the overall rise 
in the production costs, including 
power and fuel.

The performance of ACC and Am-
buja Cement was affected due to one-time
expenses and higher raw material costs,
other expenses and taxes, whereas the
margins of India Cement were adverse-
ly impacted due to higher freight costs
and other expenses. Only Grasim was able
to post strong results, which was main-
ly due to strength in both cement and  VSF
businesses. 

OUTLOOK 
In February, the three major cement

manufacturers in the country showed a
healthy growth in despatches. An analyst
at SSKI Research expects firming up of
cement prices in the following days be-
cause of a rising demand. 

On the price front, there has been a
rise between Rs 3 and Rs 5 per bag with
effect from February 1, 2008, in Tamil
Nadu, Andhra Pradesh and Maharashtra
(Mumbai), which will partly compen-
sate for the cost pressure experienced by
the industry. Again in March, the bulk ce-

ment prices went up by Rs 4 to Rs 8 per
bag, reflecting a hike in the excise duty,
as announced by the finance minister in
the Union Budget for 2008-09. 

Meanwhile, other input costs have
also gone up. For instance, the price of coal
has gone up by 15 per cent to 20 per cent
in the international market and to main-
tain profit margins, manufacturers will
have to pass on the cost increase. How-
ever, demand is likely to slack after June
2008 because of the monsoons. Also, ad-
ditional capacities will put a downward
pressure on cement prices. 

CEMENT: Not concrete enough 

Auto ancillary
firms have

faired badly in the
last two quarters in
a row because of
lacklustre growth in
domestic auto in-
dustry. Also, there

has been a slow down of exports to key
markets like the US. The margins have
been under pressure on account of in-
crease in raw material cost and inability
to pass-on the hike to the end-users. 

As a result, their topline growth was
at 17 per cent in nine months compared
to 27.5 per cent in 2006-07. The decline in
sales growth was primarily led by slow in-
flow of orders, and in certain cases, cus-
tomers not picking up equipment. All this
led to a much lower growth in profitabil-
ity. The net profit grew by just 9.72 per
cent from a hefty 45.8 per cent in full 
year 2006-07. 

OUTLOOK
Auto Ancillaries are expected to wit-

ness sluggish growth on the back of slow-
down in auto volumes. Margins are ex-
pected to be under pressure due to high
input costs and no price hike being passed

to most original equipment manufactur-
ers (OEMs). Some of the companies with
high export bias are going be hit by the
rupee appreciation as well, thereby pulling
down the overall realisation. 

The Union Budget for 2007-08 had
hit the ancillary companies badly by cut-
ting the customs duty from 12.5 per cent
to 10 per cent. Also, the optional ex-
cise duty on nylon filament yarns had
been increased from 8 per cent to 12 per
cent. Further, an education cess on im-
ported goods at one per cent of aggre-
gate duties of customs, excise and in-
come tax had been imposed, in addition
to the existing cess of 2 per cent.

Budget for 2008-09, however, has pro-
vided them with some relief with re-
duction in customs duty on aluminium
scrap. This will reduce the raw materi-
al cost for aluminium alloys, which is
used in many auto components. 
This would also help the industry as their
margins have been under pressure 
due to increased raw material cost.
The reduction in Cenvat, from 16 per
cent to 14 per cent, will benefit entire 
auto component sector. In most of the
cases, it will be passed to the OEMs, 
expect analysts. 

AUTO ANCILLARY: Budget support 

The rupee ap-
preciation has

dragged down the
growth rate of the
Indian technolo-
gy firms during
the nine months,
ending December
2007. The total

revenue from software services grew by
31.65 per cent (50.9 per cent in 2006-
07) and net profit rose by 24.65 per cent
(51.4 per cent in 2006-07). The sector had
been doing extremely well since the US
recession in 2001 with revenue and prof-
it growth of over 50 per cent till the fi-
nancial year 2006-07.  With rupee ap-
preciating by over 12 per cent in the last
nine months, the revenue and profit growth

rate of software firms started decelerating
from the very first quarter. The quarter-
ly revenue growth rate declined from 38.2
per cent in the first quarter to 26.2 per cent
in the third quarter. The profit growth rate
fell from 34 per cent in the first quarter
to 28.2 per cent in the same time period. 

While the rupee has more or less sta-
bilised around 39.50-40 in the last one and
half month, there has been a sudden spurt

of the rupee against the Pound Sterling.
In the past 50 days, the rupee has appre-
ciated by 3 per cent against the Pound Ster-
ling. This is likely to adversely impact
the performance of specific technology
firms that have relatively higher exposure
to the UK.

OUTLOOK
With the stabilisation of the rupee, the

fourth quarter results of front-line com-
panies will be in-line with their earlier
guidance or marginally better than ex-
pectations. The results of global tech ma-
jors have also quelled fears of a slowdown,
Encouraging results by global tech ma-
jors such as Oracle and Accenture means
that there is a likelihood that Indian com-
panies will also be able to do well. How-

ever, watch out for the slowing US econ-
omy. Another dampener, though very small
for most IT majors comes from the Bud-
get 2008-09, which has proposed increase
on excise duty on packaged software from
8 per cent to 12 per cent. This will pri-
marily impact companies catering to
the domestic IT market. Most frontline
companies have less than 10 per cent
exposure to domestic markets.

INFORMATION TECHNOLOGY: Rupee trouble

The sector faired
quite well dur-

ing the first nine
months of 2007-08.
However, there
was a modest
slowdown in
growth rate during
the third quarter

compared to first two quarters. Net sales
grew by 35.2 per cent (38.8 per cent full
year of 2006-07) and net profit rose by
42.7 per cent (50.6 per cent full year of
2006-07).

Many companies reported disap-
pointing numbers during the third quar-
ter after strong show during the second
quarter. Sales grew by around 30 per cent
in third quarter compared to an aver-
age of 35 per cent in the first two quar-
ters. The net profit growth of 17.5 per cent
was significantly lower at 17.52 per cent
compared to 68.8 per cent in the sec-
ond quarter. The third quarter perform-
ance was primarily due to slow inflow of
orders, and in certain cases, customers
refusing to take delivery. 

The performance of capital goods sec-
tor is expected to pick up in fourth quar-
ter. Historically, the fourth quarter is

the best one, in terms of revenue book-
ing and operating performance. Analysts
maintain positive outlook on the sector
because of the government’s thrust to-
wards infrastructure development.

OUTLOOK
The Eleventh five-year plan’s (2007-

2012) emphasis for a better infrastruc-
ture in the country will lead to strong or-
der books in the days to come. 

With the Union Budget reducing cus-
toms duties project imports to 5 per
cent from 7.5 per cent. The cut in customs

duty will lead to cheaper imports, which
may be a slight negative for power equip-
ment companies. 

The Budget, however, has withdrawn
exemption of additional four per cent du-
ty which will neutralise the impact of
reduction on custom duty. The Budget in-
creased allocation on Bharat Nirman
by 27 per cent to Rs 31,280 crore and
allocation to National Highways Devel-
opment Project by 19.3 per cent to
Rs12,966 crore. 

This is positive for infrastructure sec-
tor and beneficiaries include L&T, Punj
Lloyd, HCC, Gammon, IVRCL, Simplex,
Nagarjuna, among others.

CAPITAL GOODS: Thrust from government

While sectors like cement and metals are likely to be
adversely impacted, engineering, consumer goods
and pharmaceuticals could bring some cheer 

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%) 

Bharat Forge 3186.55 7.07 598.59 10.30 230.52 2.54

Exide Inds. 2053.59 53.09 361.85 52.68 187.51 60.68

Motherson Sumi 1441.43 35.36 230.24 39.24 113.18 34.56

Amtek Auto 914.73 26.16 348.64 33.96 191.57 25.95

Wheels India 811.28 11.08 76.52 29.21 19.54 16.59

Asahi India Glas 731.55 36.31 169.25 45.58 20.23 -42.32

Amtek India 697.13 55.04 207.63 61.08 108.23 57.43

Sai Service 692.86 14.33 25.92 30.98 9.48 16.75

Total (104) 25929.90 17.46 4127.61 18.49 1747.25 9.72

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%) 

Tata Motors 25074.99 10.77 3626.42 22.59 1819.70 16.01

M&M 8355.33 14.41 1300.61 4.59 882.27 6.00

Ashok Leyland 5167.11 5.94 563.24 16.69 288.75 7.02

Eicher Motors 1549.04 16.17 106.89 10.26 43.59 7.92

Punjab Tractors 683.70 -7.03 60.90 -39.46 38.50 -36.47

Force Motors 629.97 -9.41 -5.77 - -60.40 -

Swaraj Mazda 496.50 12.94 38.50 63.14 18.50 83.17

Total (19) 73690.65 9.78 10627.32 12.83 5875.54 11.41

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%) 

TCS 16765.59 23.98 4789.22 26.04 3803.34 24.82

Wipro 14360.30 34.24 3108.50 19.30 2404.00 15.27

Infosys Tech. 12150.00 20.05 4325.00 25.36 3410.00 25.28

Satyam Computer 6057.47 28.72 1528.41 23.22 1221.04 20.77

Tele Data Infor. 5034.93 127.08 498.71 34.86 415.33 46.92

HCL Technologies 3173.19 19.15 1168.95 54.89 922.35 51.60

Tech Mahindra 2744.30 33.14 671.40 31.29 550.60 22.66

Total (108) 82633.64 31.36 21672.20 27.15 16458.45 24.65

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%) 

UltraTech Cem. 3920.82 13.80 1304.40 24.08 724.73 31.59

India Cements 2200.26 49.27 835.13 74.30 533.10 72.14

Madras Cement 1481.93 30.09 594.69 38.72 332.06 40.09

Shree Cement 1415.79 43.05 667.46 47.56 258.17 -5.20

Birla Corp. 1236.09 10.09 472.39 32.81 307.01 36.42

J K Cements 1072.70 23.77 318.60 41.73 205.40 75.26 

Dalmia Cement 1066.14 54.87 492.97 72.08 277.15 65.84

JK Lakshmi 816.31 40.60 269.24 55.33 203.06 73.14

Chettinad Cement 672.39 24.90 254.97 45.78 127.34 44.72

Total (27) 18102.95 25.31 6533.27 42.16 3720.64 43.04

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%)

Larsen & Toubro 16387.83 44.74 2035.32 64.52 1206.66 71.83

B H E L 12163.42 17.67 2975.51 36.54 1748.47 38.29

Suzlon Energy 8755.68 72.70 1294.26 52.15 570.64 12.81

Crompton Greaves 2716.23 14.24 372.81 49.66 210.85 72.19

Thermax 2282.06 68.44 311.74 63.63 200.24 69.59

Lanco Infratech 2016.31 81.60 460.43 44.17 276.86 60.18

K E C Internatio 1783.45 27.67 241.01 33.18 111.50 49.76

Total(105) 68295.59 35.22 11212.61 43.90 6178.71 42.74

Net sales PBIDT Net profit

Rs crore Dec-06* Dec-07* YoY (% ) Dec-06* Dec-07* YoY (% ) Dec-06* Dec-07* YoY (% )

Refineries(9) 431142.12 466684.74 8.24 31489.91 45155.73 43.40 17619.64 26897.99 52.66

Steel(106) 90628.96 105399.81 16.30 21845.14 26933.18 23.29 10343.88 13276.50 28.35

Textiles(229) 44742.14 54246.07 21.24 7164.05 7559.17 5.52 2532.35 1922.08 -24.10

Trading(47) 46309.69 47446.39 2.45 793.73 1172.29 47.69 397.96 644.82 62.03

Telecomm(8) 34969.67 46295.09 32.39 12484.43 18953.94 51.82 5714.12 10862.67 90.10

Power (12) 36861.63 41269.05 11.96 13942.51 15603.14 11.91 7335.09 8886.03 21.14

Fertilizers(21) 25880.39 30368.00 17.34 3683.91 4112.26 11.63 1635.44 1746.86 6.81

Engineering(61) 21736.40 29901.63 37.56 3074.81 4533.27 47.43 1645.65 2519.85 53.12

Diversified(19) 23765.97 28921.38 21.69 5441.10 8065.35 48.23 2848.52 4544.06 59.52

Metal (17) 27819.13 27037.11 -2.81 13156.52 11604.38 -11.80 8498.85 7814.14 -8.06

Constructions(25) 18690.34 26187.51 40.11 2534.44 3779.47 49.12 1147.38 1721.70 50.05

Diamond (17) 11277.25 14470.05 28.31 526.79 845.54 60.51 295.79 474.10 60.28

Sugar (37) 12759.72 13353.54 4.65 1942.91 959.76 -50.60 934.08 -331.17 -

NUMBERS AT A GLANCE

*Figures for  nine month ended December 2007

Data Source: Capitaline   Figures for nine months ended Dec 2007

Data Compiled by BS Research Bureau

PHARMACEUTICALS: Pill power

The pharma sec-
tor showed bet-

ter results in the
third quarter, espe-
cially drug ex-
porters, who have
done extremely
well. The sector re-

ported an improved performance in the
third quarter, with sales growth of 18.56
per cent, as against 13.62 per cent in
second quarter and 15.63 per cent in the
first quarter. The profits also went up by
26.03 per cent in third quarter, compared
to 10.42 per cent in second quarter and
22.10 per cent in the first quarter .How-
ever, the nine months sales growth rate of
15.94 per cent was well below the full year
growth of 25.1 per cent in the last finan-
cial year. 

Though, the overall impact of the dol-
lar depreciation has been negative for some
companies, especially in export revenues.
However, pharma analysts feel that the
worst is over as the companies have start-
ed re-aligning their business models by
renegotiating export contracts with high-
er prices in other currencies. 

The US generic market has been the

major growth driver for most of the mid-
cap pharmaceutical companies. Howev-
er, SSKI pharma analyst’s interaction with
companies indicates that the competition
in the US generic market continues to
remain stiff as major generic brands are
available at huge discount in US markets.
But there are opportunities galore in mar-
kets across Asia, Africa, South and Latin
America of $44 billion (around Rs 1,70,000
crore), which is expected to touch $77 bil-
lion (around Rs 3,00,000 crore) over the
next five years. Since these markets are
branded markets, companies operating in
there enjoy higher margins. 

The Budget 2008-09 is positive for
the pharmaceutical sector. The biggest
change was the reduction in excise duty
from 16 per cent to 8 per cent. This is like-
ly to create a level-playing field between
companies operating from excise-exempt
zones and others. Most of the Indian com-
panies have a significant portion of their
formulation production from excise-ex-
empt zones like Baddi in Haryana and
Jammu. The multinational pharmaceuti-
cal companies will be key beneficiaries,
since they do not operate out of excise-ex-
empt zones. 

Rs crore Net sales YoY (%) PBIDT YoY (%) Net profit YoY (%) 

Dr Reddy's Labs. 3679.19 -23.36 776.12 -29.54 359.68 -31.70

Cipla 3104.71 17.89 731.52 -1.52 521.03 -2.63

Nicholas Piramal 2104.97 15.23 335.55 17.49 200.85 23.08

Sun Pharma. 2099.37 32.25 899.97 37.11 808.44 34.83

Lupin 1955.99 31.99 489.81 75.00 312.30 86.45

Cadila Health 1719.10 26.01 343.70 12.39 210.60 5.83

Aurobindo Pharma 1602.33 17.15 325.83 33.01 214.71 42.22

Total (97) 35265.59 15.94 8628.80 26.38 5468.15 31.88


