‘We should stop being bullish or bearish about
consumption like we are about stock markets’

Latha Venkatesh

CNBC-TVI8

augata Gupta, managing director
and chielexecutive oflicer, Mar-
ico Ltd: Vinita Bali, former MD
and CEO, Dritannia Industries
Ltd, and Rama Bijapurkar, a con-
sumer economy expert, do not see signili-
cant long-term issue when it comes to
demand. Edited excerpts [rom an inter-
VIew:
Youdid not reportaverybad quar-
ter at all with 8% volume growth.
But zoom out from your company
into the economyitselfand tellusif
youare witnessing something that is
definitely worrisome either in the
rural or in the urban demand space?
Gupta: ' voulook at the completeyear,
itstarted offmuch better. The first quarter
obviously hadalowerbase of the previous
vear, which was the goods and services tax
(GST) transition. Having said that I think
what we witnessed is that rural was outpac-
ing urban lor at least two-three quarters.
We had aslowdown starting sometime in
February and March.
Al the same time, there are some
changesin the urban sector where I think
wholesale as achannelis shrinking alittle
post GST. So, therelore, the companies
with direct rural distribution and innova-
tion premiumization at the top end are
likely to succeed over the long-term.
Have you seen this Kind of rural dis-
tressbefore? We have had aseries off
farmer marches to Delhi. Therural
distress talk has been farmore wide-
spread and consistent over the last
couple of years than I have seenin
many past years. Does thisjust look
like a temporary cyclicalslowdown
or is this worse?
Gupta:IfTlook atit, thereis

a marginal slowdown. There

-

(From left) Saugata Gupta, managing director and chief executive officer, Marico; Vinita Bali, former MD and CEO, Britannia Industries;
and Rama Bijapurkar, consumer economy expert.

Hindustan Unilever (HTUL) has said we have
delivered astrong performance this quar-
ter despite moderation, Nestle has said
market momentum remains strong, vol-
umes are tracking asexpected, Dabur says
we will continue to invest. You are not
hearing gloom and doom [rom Saugata
Gupta. So I think the first pointis that there
are winners and there arelosers, there are
some who steadily hold the course and
there are some who don't.

[ think we have had good quality growth
and thatis the general sentiment ol people
in the business. [tisnot on the backof cost
inflation-led price increases. No one has
taken three price increases in the same vear

lo getarevenue number. ILis
noton the back ol imprudent

are some liquidity concernsin Therehastobe  credit Itisless formal.

the channel. But as I said, 1 structural Informal credit has actu-
think sometimes we tend to - changes in terms  allvdecreased. Itisnoton the
getover « fl)lilllislitf andover of improving pro- back {1)[2!)11}* one get two [ree
pessimistic. ductivity, supply marketing anditisacrossthe

So I would say ves we will
wait and watch and let us see
how this year pans out. Inmy

chain efficiencies,
which canlead to

price spectrum. It is not on
the back of stimulus likea Pay
Commission stimulus and so

opinion, I think itisalittle bit better returns for on. So, [ think the growth vou
temporaryasopposedtoasie- ~ farmers:Gupta  ;re seeing is good core

nificant long term issue and I

erowth and there is a very

am sure that post elections

one ol the priorities ol the new government
will be to handle it. Some steps had already
been taken in the last few quarters.

Whatare youobserving? Yousiton

the boards of so many companies.

You have even observed them from

the outside. Is this a passing slow-

down or should we be very con-
cerned?

Bijapurkar: It is not as good as every-
onewould like it tobe anditisnotasbadas
evervbody is making it out to be. I mean
there is some notional number. Your mar-
ketisvery different from my market and it
1s some notional number. So, for the same
voices that you have actually produced

200d base [rom thereforit to
20 up.

[s there trouble? Of course there is
trouble. Il you look at the occupations
structures of India they are either predator
and shopkeepers or the labours, there 1s
not much demand [orlabouror they arein
agriculture and I think all sectors are hurt-
ing but I would agree with Saugata.

Thatitis a passing discomfort and

notanything seriously worrisome?

Bijapurkar: Yes, we should stop being
bullish and bearish about consumption like
weareabout the stock markets.

Normally when a political class

responds with an income transfer,

we have not seen this Kind of one

party saying we have to transler

12,000 to every lamily with one

acre, they are responding (o a real

pain and the counter, which could
be of course competitive, speaking
about an even more amount of
money, so what we are tryving to
guessis whether there is a genuine
fallindemand atlower levels. Asan
observer and a former practitioner
how are vou looking at the current
talk of slowdown? Inautos and (two-
wheelers, it is severe, it is contrac-
tionary, in fast moving consumer
goods, we see it in bits and pieces.

Pidilite was a giant that year after

vear gave us double digit growth,

This time it is 2.5% and what Sau-

gata Guptais telling us is that Febru-

ary and March were bad suddenly.

Your thoughts?

Bali: It is quite evident that there has
been a slowdown in the last quarter and I
think we have to be [airly circumspect
when we look at these numbers. To some
extent, this should not have come as the
kind of'surprise that it did because the indi-
cationswerealready there. We have talked
alotabout rural wages and the rural econ-
omy. The thing is that rural wages have
contracted in the last vear.

[n the April 2018 report published by
Reserve Bank of India (RBI), they broke
down rural incomes [rom 2002 to 2007,
which was a nominal increase of 1-5%.

The increase [rom 2008 to 2013
prompted by NREGA (National Rural
Employment Guarantee Act 2005) was
double digit in the range of 13-11%. From
2014 there has been a contraction. So it
comes as no surprise that rural wages are
down. Minimumsupport prices in the last
[ive years have been lower than they have
ever been before. So the rural economy is
stressed.

Thesecond factisthat ifwe were to look

al the MSMLIs, which account for about

5% of total manulacturing, as a result of

both demonetizationand GST, the MSME
sectoris hurting. They employ about 120
million people, so there hasbeen acontrac-
Lion there.

Sowhether onelooks at individual con-
sumption or at the pace ol government
spending or at therate ol gross capital for-
mation or exports, all three ol these have
been stressed in the last quarter and cer-
lainly the quarter belore that and we are
seeing that impact.

[sitall doom and gloom? The answeris
no. As Bijapurkar already alluded to as did
Saugata Gupta, we have to say okay, what
are some ol the structural and systemic
things that have to happen to provide that
stimuluswhetheritis to further decrease in
interest rates or anything else but I think
those are the four key areas to look at.

Withregard (o net assetcreation we
did aprevious Election Exchangeon
that and that showed that corporate
India has created lar less netassets
in the last live vears than it did in
previous bunches of five years. So
much of their assets are blockedin
non-performing assets and thevare
not creating anything, so that also
meant less jobs. Is there a shift in
pattern? As incomes grow, you
spend less on food and that may
explain partoftherural surplus and
fallin food prices. Thatis one expla-
nation that agri surplus is because
every year agriculture can grow at
3% but the food needs of the popula-
tionitselfis not growing at the same
pace. They are buying something
else, sois there a structural shift in
rural demand itself? Are more rural
arcas becoming semi-urban?

Gupta: I would think that there are
issues that are there on supply chain inelli-
ciencies, on productivity and agriculture as

opposed to lood consumptionifyoulook at
ouroverall urban, there are enough oppor-
tunities for people moving [rom
unbranded to branded, looking at better
quality.

So I think it is the issue of getting the
inelliciencies under system, the middle-
menandother things. Idon’t think thereis
cnough opportunities to upgrade in [ood
moving from basic crops to cash crops and
otheritemsand thereis enough opportuni-
tiesin demand internally or as experts.

However, there has to be a structural
change in termsolimproving productivity,
technology and the supply chain eflicien-
cies, which can lead to better returns for the
[armersand I don’t thinkitisaquestion of
demandl.

From the experience that vou have

from various companies, isone good

monsoonenough to turnatleast the

FMCG economy?

Bijapurkar: There is no FMCG econ-
omy. Today il vourairfares have gone up it
will come at the cost of something else. So
youare seeing massive Cross category com-
petitionand il voulookat the consumer as
awhole, electronicsand phones are going
Lo come out of soaps and other such stull.
Thatis howitisgoingto be.

So you are saying this is a satiated

demand?

Bijapurkar: [ am not saying that, I am
saying that talking about FMCG demand
itselfdoes not make sense. Ifyou are look-
ing at total consumption, I am saying that
things are looking bad. 20% of India has
always been seriously poor.

Toyouother question they are dissevers,
Lhey have alwavs been subsidised, agricul-
Lure has always not been prolitable because
of the bulk of farmers.

Is this other quintile seeing more

distress?

Bijapurkar: Yes so the

sentiment surveys ol the RBI, people are
saying I don’t want to spend as much
because I am waiting and watching. I think
thatis what the surveysactually say.

S0, the news for vou is that the top 20%
actually who make or breakit, the balance
for certain companies is absolutely true.

Thebottom 20% has been a dissaver and
they do qualify for subsidies ol all Kinds. So
today everybodyisinsortol pause mode, 1t
is doing worse. Theonly way incomes can
increaseisif there ismore economic activ-
1ty or if government gives you money and
both of them have not happened inrecent
times as much as possible.

Whathasbeen vour experience, you

said you have seen rural areas in

recent times show more distress?

Bali: As we have said, people will spend
money a) il they have money to spend and
b) if thev feel good about themselves, about
the economy and soon. [ think whatwe are
also seeing is that wherever people can per-
haps postpone a decision they are postpon-
ing. We are not seemgitasmuch as low unit
price, high velocity products, which is what
we were talking about earlier. Also it is
question of what happens and how we
interpretitis aquestion both ofhistorical
performance as well as expectation.

A 7-8% volume growth traditionally or
tvpically in India, if vou add to that 5-6%
inflation actually created the double-digit
revenue growths that we saw lor a long
Lime.

Now a 7-8% growth in volume also says
that thereare 2 things that are happening.
Oneis percapital consumptioniscertainly
ooing up and we are also bringing in new
users because that 1s how you would
explain a volume growth.

Pricingisanissue, I think we are seeing
lowinflation and thatis partof the reason

why the rural economy is so
depressed because your food

top 20% have enough We are seeing inflation and my lood inflation
money, enough surplus,asI  low inflation, and  is the farmers’ income.

havesaidofteniftheyarenot  thatis partly why So, there are many things
buyving cars it is exactly like the rural econ- that are happening simultane-
corporate India—there are omy isdepressed ously. At the end of the day if
more rating upgrades than ~ since your food  consumptionisto be boosted

there are downgerades I am
told. So, they do have money
they are just not investing,
these people do have money
they are not spending.

Obviously there is long-
term stull of whether they will spend on
electric carsor whether they will spendon
Uber but il'l take 1t all as transportation, |
am saving they have money.

Isit atechnology disruption and not

an economy issue?

Bijapurkar: They have money, they
may not have growth as much as they possi-
bly can but they have enough money to buy
cars.

Whatabout the second, third quin-

tiles?

Bijapurkar: The second, third and
[ourth quintiles are just about 5-6% sur-
plus. If yvou have inllation, they get wiped
oul. Il'vou have lower growth and income
they just about balance. If vou look at the

inflation and my
food inflation
Is the farmers’
iIncome: Bali

and our growth loralong time
has been consumption-led
crowth and it should be
because Inmost categories we
are both under-penetrated
and under-marketed too
which is reflected in our per capita con-
sumptions across most categories.

[ think two things have to happen. Onels
consumers have to feel good and they will
feel goodifwe are creating jobs, if they have
more money to spend and the secondis the
boost or the stimulus gets provided in an
economy asaresult ol greater and greater
covernment spending and we have seen
thatisalso in therecent pastactually com-
ing down.

So thereis awhole confluence of factors
and they have to be addressed both struc-
turally, systemically as well as [rom the
point ol view of short-term stimuli for
orowlh.
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