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Confluence of factors led to rural slowdown over the past few years 

A combination of inadequate rains for two consecutive years, weak agri-commodity prices (along with subdued hikes in MSPs) 

and slow down in construction activity in infrastructure and real estate sectors have had significant impact on rural incomes 

over the past few years.  As a result of these factors, rural wage growth has slipped to 4-6% at present from the highs of 18-20% 

till FY 2015. This along with challenges in land acquisition for industrial and infrastructure projects, which had emerged as an 

important source of wealth in rural households, has impacted rural demand to a great extent. Across sectors, management 

commentary suggested that demand from rural markets slowed down during FY 2016 with states like Maharashtra, Madhya 

Pradesh, Uttar Pradesh, parts of Karnataka and Andhra Pradesh being hit the most on account of drought. 
 

Favorable monsoon key to rural recovery but bottoming out of commodity cycle equally critical 

After two years of inadequate rainfall, the IMD has forecasted an ‘above normal’ monsoon season in 2016 with rainfall likely to 

be 6% above long-period average. Going forward, while favorable monsoons will be vital for rural recovery, we believe that 

trend in commodity prices and recovery in construction activity hold equal importance.  
 

Domestic prices of some of the key agriculture commodities were influenced by global factors… 

Besides modest hikes in MSPs, the earnings of rural households over the past few years have been impacted by decline in 

commodity prices, which in turn have been influenced by global factors. For instance, prices of domestic cotton (fourth most 

important crop after Paddy, Wheat and Sugarcane in terms value) had declined by ~20% from its peak in FY 2014 to FY 2016 

primarily due to change in China's procurement policy and declining competitiveness vis-à-vis PSF due to lower crude oil prices. 
 

Likewise, liquidity of farmers in sugarcane producing belts was also adversely affected by weak financial performance of sugar 

mills, which were operating in an environment of surplus production (in the domestic market) over the past 5-6 years and 

subdued international prices. The scenario, especially in case of sugar has changed over past six months as expectation of 

decline in sugar production both in the domestic and international markets and Government's measures to revive the sector 

have led to sharp recovery in sugar prices.  
 

Similar dynamics were at play in some of the other agriculture commodities as well. For instance, Basmati Paddy prices declined 

from a peak of Rs. 37,000/tonne in FY 2014 to a low of Rs. 20,000/tonne in FY 2016 primarily on account of decline in exports to 

Iran after it imposed a ban in November 2014 and later took it off in November 2015. The decline in exports along with surplus 

production in India between CY 2014-15 put pressure on Basmati paddy prices. Although Basmati rice accounts for only ~6-8% 

of India's paddy production, it holds significant importance for rice growing farmers in the state of Haryana and Punjab, which 

collectively account for ~80% of India's basmati production.  
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The impact of sharp drop in Natural Rubber prices between FY 2014-16 would have also had similar impact on earnings of 

farming communities in Kerala. Between FY 2013-16, production of Natural Rubber in Kerala has declined by 37% from 913,700 

MT to 570,000 MT in FY 2016e. This was primarily on account of sharp decline in international prices of Natural Rubber (down 

37% since FY 2012), which made tapping of Natural Rubber unviable in Kerala (major producer) owing to relatively high labour 

cost in the state. Although some of these commodities may not contribute meaningfully to India’s agriculture GDP, on an 

aggregate basis, the decline in their realizations would have impacted earnings of rural households and in turn demand for 

consumer goods. Given these trends, we believe that while favorable monsoons will be key to rural recovery, the trend in 

commodity prices would also play an important role.  
 

Rural economy is not solely dependent on agriculture 

While agriculture plays an important role in rural economy, it employs ~64% of rural manpower (as per CENSUS data). The rest 

is contributed by sectors like Construction (11%), Manufacturing (9%), Trade & Transport (9%) and others. Thus, revival in some 

of the key sectors like Construction and Real Estate will also be important for rural demand recovery.  
 

Government spending and pick-up in construction activity also important for rural economy 

 With Government's focus on reviving infrastructure projects, there has been gradual improvement visible, especially in 

execution of Roads & Highways projects since H2 FY 2015. In addition, slew of measures and introduction of hybrid 

annuity model (HAM) has also rekindled developer's interest in the road sector, which had come down substantially 

over the past few years. 
 

 During FY 2016, number of households receiving employment under MNREGA also increased by a sharp 38% to 176 

million. Further, the Government allocated a higher amount towards MNREGA for FY 2017 (up 11% to Rs. 385 billion) 

after keeping it relatively muted for the past few years. The actual expenditure in FY 2016 is also expected to have 

increased by 10% to Rs. 357 billion.  
 

 Apart from Central Government, many of state governments have also allocated greater proportion of their annual 

budgets towards sectors that have direct influence on rural economy. Our analysis of annual budgets of thirteen states 

(~60% of total state expenditure) indicates an incremental outlay of ~Rs. 740 billion and ~Rs. 660 billion in FY 2016 

and FY 2017, respectively towards sectors like rural development, irrigation, housing, water supply and transportation. 

The incremental spend by these states represents almost 0.6-0.7% of India's GDP and a growth of 29% and 20% in FY 

2016 and FY 2017BE, respectively on YoY basis.  
 

 The other positives for the rural economy and consumption-driven sectors at large include the implementation of 

seventh Pay Commission recommendations in FY 2017 and the recent roll-out of One Rank One Pension (OROP) for 

defense personnel. However, what still remains a challenge is subdued pick-up in industrial capex and real estate 

markets, which are also an important source of rural employment. 
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Urban market witnessed gradually recovery during FY 2016  

In contrast to the trends in rural economy, demand from urban markets has been on a recovery trend over the past 4-6 quarters 

led by lower inflationary pressures, softening interest rates and improving consumer sentiments. In addition to these factors, we 

believe that aggressive promotional strategies, discounts and other initiatives by companies have also supported demand 

recovery to a great extent across sectors. Right from Passenger vehicles (PV) to FMCG, our analysis suggests discounts-led push 

was a common theme. For instance, despite pick-up in PV sales during the year, discounts, especially on older and diesel models 

continued unabated. Likewise, organized retail chains and branded garment manufacturers posted marginally better 

performance primarily on back of extended end of season sales (EOSS) and other schemes to combat the onslaught of e-

commerce. The scenario was fairly similar was the domestic airline industry as well, which recorded a sharp uptick in passenger 

traffic (up 22% in FY 2016) as airfares declined by virtue of lower crude oil prices.  

 

The trends across some sectors were also influenced by industry-specific issues. For instance, gold consumption in India grew by 

~5% in CY 2015 to ~654T primarily on back of low-base effect of the prior year (CY 2014) wherein the availability of gold was 

adversely affected by continuation of import restrictions till November 2014 and sharp increase in import duty on gold. 

However, in comparison to CY 2015, gold consumption is expected to have declined sharply in Q1 CY 2016 as jewelers on pan-

India basis went on strike to protest against a) Government’s decision to implement an excise duty of 1% and b) mandatory 

requirement to produce PAN card for all purchases above Rs. 2 lacs.  

 

The following report includes coverage on most of the key consumption-driven sectors including Automobiles, Consumer 

Durables, Retail, FMCG, Travel & Entertainment. In addition the report also presents an update on Corporate Credit trends for FY 

2016 along with outlook on 15 sectors.  

 

Credit metrics for corporate sectors didn’t show signs of improvement even as profitability improved 
With challenges both on the domestic front and globally remaining unabated, the Indian Corporate Sector ended FY 2016 with 

another year of subdued performance. Slow pace of improvement in structural challenges grappling the infrastructure sectors, 

global commodity meltdown and anemic trends across domestic consumption-driven sectors continued be the highlights of 

corporate performance during FY 2016. These factors along with high-indebtedness of large corporate groups engaged 

particularly in the Infrastructure and Metals space ensured no improvement in credit metrics.   

 

From profitability perspective, the fiscal 2016 was however relatively better as many of the sectors benefitted from benign 

commodity prices even as earnings of metal companies, especially steel manufacturers contracted sharply during the year. As a 

result, the EBITDA margins for our aggregate sample of 507 companies improved by 70 bps to 17.3% in FY 2016. Margin 

expansion was more visible in H2 FY 2016 as earnings of consumption driven sectors benefitted from the volume uptick during 

the festive season, while those of commodity-driven sectors also stabilized with recovery in international commodity prices and 

imposition of Minimum Import Price (in case of Steel). 
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