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Summary Opinion 

 Cement production during April-July 2016 witnessed a modest growth of 4.6%, which is higher when compared to 1.4% growth during April-July 2015 on a YoY basis - while production 

growth was lower in April-May 2016, the same picked up in June 2016 supported by pre-monsoon demand. ICRA expects demand growth to pick up to 6% during FY2017 and 7% during 

FY2018. The demand outlook for FY2017 remains relatively more favourable when compared to 4.6% during FY2016, driven mainly by the pick-up in the infrastructure segment, 

primarily road projects and the housing segment, and the likelihood of a recovery in the rural demand from H2 FY2017, given a better monsoon season. This is likely to support cement 

prices in the near term. Notwithstanding the improved sentiments in these sectors, a number of structural constraints need to be sorted out for project implementation to gather pace 

in the other infra sub segments. While the Government’s emphasis on the infrastructure projects is likely to result in increased public sector investments, revival of public private 

partnership is critical for improving the pace of infrastructure development. The pace of recovery in the cement industry is likely to mirror the trends in economic recovery. Given the 

capacity overhang, the capacity utilisation is likely to remain moderate at 68% in FY2017. With the pace of new capacity addition slowing down and improvement in the supply-demand 

scenario, utilisation is likely to increase to 71% in FY2018, which should support cement prices and profitability indicators for cement manufacturers, especially in FY2018. While the 

energy cost savings are likely to be diluted going forward, given the increase in the coal and pet coke prices during H1 FY2017, North Indian cement manufacturers would report better 

profit numbers for H1 FY2017 vis-a-vis H1 FY2016 supported by the significant increase in cement prices. The recent reconfirmation of penalty imposed by the Competition Commission 

of India (CCI) in August 2016 (earlier order was in June 2012) on most cement companies has not had any major negative impact on cement prices. 

 

 All-India cement production reported a moderate growth of 4.6% in FY2016, (to 282 million MT from 270 million MT in FY2015), with the growth rate being lower than the 5.6% 

witnessed in FY2015. During April-July 2016, the production at 99 million MT, reported a growth of 4.6%, while modest has improved when compared to April-July 2015 at 1.4%. While 

the production growth during April-May 2016 was lower at 3.4% when compared to the 9%-13.5% growth reported during Q4 FY2016, the demand has picked up in June 2016 and the 

production increased by 10.4% when compared to June 2015. The decline in the demand growth during April-May 2016 has been primarily due to the continued weak rural demand 

(especially in Maharashtra, which is facing a drought) and slowdown in the pace of infrastructure execution due to the unavailability of water. During June 2016, demand improved in 

most regions supported by the pre-monsoon demand. During July 2016, production has been at 23.33 million MT, a 10.5% decline on MoM basis due to the onset of monsoons in most 

regions.  

 

 With an estimated capacity addition of 16 MTPA during FY2017 and an estimated demand growth of 6%, the incremental demand would just exceed the incremental supply, resulting in 

a marginal increase in capacity utilisation to ~68% from 66% in FY2016. Cement production growth during FY2017 is likely to be driven by the pick-up in the infrastructure segment, 

mostly road projects and the housing segment. Further, in the southern markets, the demand is likely to recover during H2 FY2017, supported by the construction of a new capital for 

Andhra Pradesh and with the focus on irrigation and water grid schemes by the Telangana Government. Notwithstanding the improved sentiments in the road sector and the housing 

segment, a number of structural constraints need to be sorted out for project implementation to gather pace in the other infra sub-segments. Further, the new project announcements 

from the private sector continue to remain weak. The stalled projects remain sizeable with many projects delayed due to unfavourable market conditions, funding constraints, absence 

of raw-material linkages etc. While the Government’s emphasis on the infrastructure projects is likely to result in increased public sector investments, revival of the public private 

partnership is critical for improving the pace of infrastructure development.  

 

However, the capacity addition is expected to slow down considerably in FY2018 with the industry likely to add only 13 MTPA of capacity. ICRA expects steady growth in demand (around 

7% p.a. in FY2018), which is likely to result in an improvement in capacity utilisation to 71% in FY2018. The eastern region will lead the capacity expansion, while the southern region, 

which had witnessed the highest capacity addition in the last five years, will see a considerable slowdown in capacity addition during this period.  
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 The demand uptick, followed by a strong pricing discipline, has resulted in a price rebound in the North to Rs. 305-345/bag in April-July 2016 from Rs. 225-240/bag in January 2016. 

During April – August 2016, cement prices in the North were higher by around Rs. 60/bag, compared to April – August 2015. On the contrary, in the Hyderabad market, the collapse of 

the pricing discipline resulted in pressure on prices from January 2016. However, there has been a rebound in cement prices during May-August 2016 to Rs. 330/bag from Rs. 260/bag in 

April 2016. On an average, in the Hyderabad market, the cement prices during April-August 2016 at around Rs. 300/bag, have been lower by Rs. 35/bag when compared to April-August 

2015. In other southern markets, the prices are relatively stable, with Chennai reporting the same at Rs. 375-395/bag and Bangalore, between Rs. 340-370/bag. In the western markets, 

cement prices continued to remain subdued during April-August 2016 in the range of Rs. 260-270/bag and the average cement price during April – August 2016 at around Rs. 265/bag is 

largely similar to that during April – August 2015. In the eastern markets, there has been a decline in the cement price in during April – May 2016, however, prices increased during June-

August 2016 to Rs. 335/bag from around Rs. 315/bag in April 2016. On an average, cement prices in the East during April-August 2016, has been lower by Rs. 30/bag, compared to April-

August 2015. 

 

 The CCI, in its order dated August 31, 2016 has reconfirmed the penalty imposed on ten cement companies to the tune of Rs. 6316 crore and the Cement Manufacturers Association 

(CMA) to the tune of Rs. 0.73 crore for cartelisation in the cement industry (equal to earlier order June 20, 2012). Through a separate order, the CCI has also imposed a penalty on Shree 

Cement for Rs. 397 crore. The CCI has given a time of 60 days from the date of receipt of this order to deposit the penalty amount. The amount of penalty is the same as per the earlier 

order of June 2012 (with the addition of Shree Cements Ltd) and amounts to 50% of the net profit for FY2010 and FY2011 of the companies. However, it is likely that the cement 

companies will appeal to the Competition Apellate Tribunal. This imposition of penalties by the CCI has not had any major negative impact on the recent cement prices. 

 

 Energy and freight costs are under pressure on the back of rising pet coke, coal and diesel prices in the recent months. During H2 FY2016, pet coke prices reported a decline of ~30% 

when compared to the corresponding period in the previous year. However, pet coke prices have been increasing since February 2016 and reached at around Rs. 6400/MT in August 

2016, an increase of ~78% when compared to the low of January 2016. This has been due to the higher domestic demand of pet coke, coupled with the supply constraints. Pet coke 

prices during July – August 2016 are higher by 8% when compared to the corresponding period last year, hence, going forward, the cost savings are likely to get diluted. Further, the coal 

prices, which declined during FY2016, have witnessed some recovery during May-July 2016. In July 2016, coal prices were higher by 12.5% as against the price recorded during July 2015. 

The recovery in coal prices can be primarily attributed to supply side cuts and improved demand from China. Also, during April-August 2016, there has been a nearly 15% increase in 

diesel prices when compared to Q4 FY2016 and around 6% when compared to the April-August 2015. This is likely to put pressure on freight costs of the cement companies during 

FY2017.  

 

 Most cement companies in the ICRA sample* reported either a decline or a modest YoY increase in revenues in Q1 FY2017. Only two companies, namely JK Lakshmi Cement Limited and 

Shree Cement Limited - registered a healthy double-digit YoY revenue growth. The profitability margins of most cement companies reported an increase on a YoY basis during Q1 FY2017 

when compared to Q1 FY2016. A significant price hike for North-based companies coupled with lower power and fuel costs reported a healthy growth in operating margin during Q1 

FY2017 on a YoY basis. While the cement prices are lower during Q1 FY2017 for the South and East-based companies, the operating profitability is supported by cost side benefits such 

as lower power and fuel expenses due to lower pet coke costs and higher pet coke consumption on a YoY basis. Increase in the operating profitability resulted in higher interest coverage 

ratio during Q1 FY2017, compared to Q1 FY2016. While the power cost savings are likely to be diluted going forward and the freight costs relatively higher, North Indian cement 

manufacturers would report better profit numbers for H1 FY2017 vis-a-vis H1 FY2016, supported by the significant increase in cement prices.  

 
 
 
 
 
 

*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 
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