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 Cement demand has remained sluggish post monsoon with all-India cement production increasing by merely 1.8% during Oct-Mar 

2015 as against 9.7% during Apr-Sept 2014. While pre-election spending and delayed monsoon had supported the growth in 

cement demand in H1 FY15, the growth slowed down in H2 FY15 once the election cycle was over. Cement demand was also 

impacted by cut down in government spending in Q4 FY15, muted demand from real estate and construction projects and slow 

recovery in infrastructure spending. Further, decline in kharif crops production owing to poor monsoons affected agricultural 

incomes and post-monsoon rural demand for cement for housing and other purposes. Regional factors such as extension of 

monsoon in South, extremely cold weather in North India and unseasonal rains in North in Q4 FY15 also affected construction 

activities and consequently cement demand in some areas. All-India cement production grew by 5.6% in FY15 as compared to 3.0% 

in FY14.  
 

 The industry has seen slowdown in addition of new capacities due to supply glut faced in recent times. For instance, between FY11-

FY15, the industry added 92 MTPA cement capacities as against 122 MTPA in the preceding 4-year period FY07-FY11. However, 

slowdown in demand (cement production grew by 6.0% during FY11-FY15 as against 7.6% during FY07-FY11) resulted in decline in 

capacity utilization from 77% in FY12 to 72% in FY14 despite slowdown in fresh capacity addition. Going forward, we expect the 

industry to add 28 MTPA capacities during FY16-FY17- 21 MTPA in FY16 and 8 MTPA in FY17 as against the peak addition of 50 

MTPA in FY10. Eastern region will lead the capacity expansion and is expected to witness about 12 MTPA capacity additions during 

FY16-FY17. Southern region, which had witnessed the highest capacity addition in the last five years, will see a considerable 

slowdown adding only 6 MTPA of capacity addition in the next 2 years. Assuming a demand growth of 8% over the next two years, 

the all-India cement capacity utilisation is likely to improve from 71% in FY15 to 72% in FY16 to 77% in FY17. Delays in project 

execution and project commissioning may result in higher capacity utilization levels.  

 

 Cement companies in North and West raised prices by Rs. 20/bag in Jan 2015 ahead of the busy season in anticipation of recovery 

in demand. However, they were unable to sustain these hikes due to weak demand and unseasonal rains. For example, average 

wholesale cement prices in Chandigarh increased from Rs. 264/bag in Dec 2014 to Rs. 285/bag in Jan 2015 but declined to Rs. 

276/bag in Feb 2015 due to subdued demand. Similarly, cement prices in Delhi increased from Rs. 253/bag in Dec 2014 to Rs. 

274/bag in Jan 2015 but declined to Rs. 261/bag in Feb 2015.  Cement companies have again raised prices by Rs. 10-15/bag in the 

month of Mar 2015. Cement prices in these regions have slid below last year’s prices in H2 FY15 barring the months of Oct and  Jan 

when the price hikes were undertaken. During these two months, prices were largely at par with those prevailing last year. Cement 

prices in Eastern markets have largely remained stable in this financial year. The average wholesale prices in Kolkata market have 

remained in the range of Rs. 340-360/ bag during the current financial year. In South, cement companies took a major price hike in 

Dec 2014 to pass on the rising costs. For example, in the Hyderabad market, cement prices rose sharply by Rs. 60/bag MoM to Rs. 

350/bag in Jan 2015. While prices have declined by Rs. 5-10/bag in Feb 2015, they have remained steady in March 2015. Cement 

prices in South are significantly higher on a YoY basis.  
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*ICRA Sample Includes ACC Limited, Ambuja Cements Limited, JK Cement Limited, JK Lakshmi Cement Limited, OCL India Limited, Prism Cement Limited, Shree Cement Limited, The India Cements 

Limited, The Ramco Cements Limited and Ultratech cement Limited 

 

 

 In the Union Budget, the government increased the ad valorem rate of Basic Excise Duty on cement from 12.36% (including cess) to 12.5% and specific duty rate from Rs. 

120/MT to Rs. 125/MT. This will result in a marginal increase in cost by Rs. 10-12/MT of cement. Further, in the rail budget, the freight rate was increased by 2.7% on 

cement and 6.3% on coal. The effect of this hike may vary from company to company depending on the rail-road mix and average lead distance and is likely to be in the 

range of Rs. 12-20/MT of cement. Imposition of clean energy cess on coal too is likely to result in cost pressures. These measures are likely to hurt the margins of cement 

companies since they may not be able to fully pass on the hikes to the customers given the competitive pressures. Nevertheless, cement companies are likely to benefit 

from government measures to promote investment in ports, roads, rail and other infrastructure projects which will provide a fillip to cement demand. Further, increase in 

long term funding availability for infrastructure projects through setting up of National Investment and Infrastructure Fund is likely to facilitate more investment in these 

sectors. 

 

 All cement companies in ICRA Sample* (except The Ramco Cements Limited) reported YoY increase in revenues in Q3 FY15 with operating income for the ICRA Sample 

increasing by 10.8% YoY in Q3 FY15. JK Cement and Shree Cement’s growth was partially driven by commencement of new capacities. On a sequential basis, there was a 

mixed trend in revenue growth with North and South based companies reporting a decline in revenues. Despite the end of seasonally weak monsoon season, the revenue 

growth remained muted at 0.7% QoQ for ICRA Sample due to pressure on cement realizations and slowdown in demand. The profitability margins of most cement 

companies contracted on a QoQ basis post monsoons due to pressure on realizations. The operating margins for ICRA Sample declined from 15.4% in Q2 FY15 to 14.1% in 

Q3 FY15. Only three companies namely JK Cement, OCL India Limited ad Ultratech Cement reported an improvement in margins. On a YoY basis, most of the companies 

reported higher operating profitability in Q3 FY15.  However, steep decline in ACC’s margins pulled down the overall profitability of the Sample to 14.1% Q3 FY15 from 

14.2% in Q3 FY14.  

 

ICRA Sample reported a healthy YoY growth of 12.8% in revenues in 9M FY15, driven largely by H1 performance. The operating profitability also improved marginally from 

15.4% in 9M FY14 to 15.8% in 9M FY15. However, subdued performance in Q3 FY15 has pulled the margins down from 16.6% in H1 FY15. Going forward, we expect the 

operating profitability to remain subdued in Q4 FY15 (particularly in North and West) given the weak demand scenario and pressure on realisation. However, the 

operating margins are likely to improve in the medium term as cost pressure ease and pricing power return with steady growth in consumption and slowdown in capacity 

addition.  

 

 While cement demand has grown at a moderate pace during H2 FY15, we expect it to gradually improve in the medium term in line with recovery in infrastructure, 

investment cycle and overall economy. The presence of a stable pro-growth government at the Centre has improved the sentiment, but the results of policy initiatives 

taken by the new government will take time to materialize. While we expect demand to grow by 6.5-7% during FY16, the pace of recovery in cement industry is likely to 

mirror the trends in economic recovery. Given the capacity overhang, the capacity utilization is likely to remain moderate at 72% in FY16; but it is expected to improve to 

77% in FY17 driven by both pick-up in demand as well as slowdown in new capacity addition. The profitability and debt protection metrics are likely to improve in FY16 but 

will continue to remain subdued. Pick-up in infrastructure projects and overall investment cycle as well as improved pricing power are likely to remain the key triggers for 

the sector over the near-term.   
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