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‘Ruralsalesvaluepositive;
valumes havedeclined’

SM.INME'I'IA, chairman and MD of Hindustan Unilever (HUL),
considers health, hygiene and wellbeing as the new areas of growth
. for the fast-moving consumer goods (FMCG) major over the next five

years. In-an exdusive interview with Sharleen D'Souza and Vishal
Chhabria, he shares his expectation of commodity prices cooling off in the second
half 0f 2022 which should lead to the return of volume-led growth. Edited excerpts:

Rural growth was negative,
indicating a contractionindemand
forthe second quarter in a row. What
arethekeyreasons for this demand
pressure?

Headline growth or value growth in
rural areas is still positive, though it
has progressively tapered. The neg-
ative growth (in rural) is volume
growth. There are a couple of things
which I'would like to say — first is
the fact that the economy is under
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recovery. At the end of this fiscal
yeat, the economy will be more or
less of the same size as it was two
years back. In a country of $2,000
per capita, there is a large section of
the population where absolute con-
sumption is still very low. From a
macro perspective, we must
remember that the share of private
consumption has gone down in the

economy. The second is the unprece-
dented inflation, which has taken
place in some of the big categories —
most notably in skin-cleansing or toi-
let soaps where we have palm oil as a
feedstock. Then in the tea category,
where from the latter half of 2020 we
saw a sharp and large increase in tea
prices, and then in fabric cleaning,
which is based on crude oil-based
derivatives as raw materials. These

. are some of the big categories where

the input cost increase has been
exceptionally high.

In rural India, the per capita con-
sumption of FMCG goods is one
third that of urban India, and when .
there is stress on income and or 2
when there is high inflation, con-
sumers titrate the volumes they con-
sume. This impacts the volume
growth of categories.
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‘Health & hygiene
big areas of growth’

In an interview with Sharleen D'Souza and Vishal Chhabria, SANJIV MEHTA, chairman and managing
director of HUL says the company is targeting 9-10 per cent of turnover as cost savings. Edited excerpts:

Rural growth was negative,
indicatinga contractionin
demand for the second quar-
terinarow. What are the key
reasons for this demand
pressure?

Headline growth or value
growth in rural areas is still
positive, though it has progres-
sively tapered. The negative
growth (in rural) is volume
growth. There are a couple of
things whichIwould like to say
- first is the fact that the econ-
omy is under recovery. At the
end of this fiscal year, the econ-
omy will be more or less of the
same size as it was two years
back. Ina country of $2,000 per
capita, there is a large section
of the population where abso-
lute consumption is still very
low. From a macro perspective,
we must remember that the
share of private consumption
has gone down in the econ-
omy. The second is the

seek volume-led profitable
growth. But when you have
this kind of inflation, the
imperatives change a bit. We
focus on two big things: One is
how do we protect the con-
sumer franchise, or in other
words, protect the market
shares in both volume and
value terms. The second is how
do we protect the business
model. These two then become
the important metrics of per-
formance. I believe a lot of the
commodity price increases are
supply-led, rather than
demand-led. The second is, in
many areas like crude oil, there
has been fewer capital invest-
ments in recent years than
what should have normally
happened and consequently
the constraints on supply. The
other is also supply-chain
movement constraints, which
have happened in different
parts of the world, linked

unprecedented  inflation, directly or indirectly to the
which has taken place insome pandemic. Andthen, of course,
of the big categories there is an element
-- most notably in of  speculation.
categories like skin- Inflation is a global
cleansing or toilet phenomenonand is
soaps where we have not restricted to our
palm oil as a feed- SANJIV MEHTA country. From a
stock. Then in the (Chairman macro perspective,
tea category, where and MD, HUL FMCG volume
from the latter half of growth is robust
2020 we saw asharp and large  when there is more money in

increasein tea prices, and then
in fabric cleaning, which is
based on crude oil-based deriv-
atives as raw materials. These
are some of the big categories
where the input cost increase
hasbeen exceptionally high.

Inrural India, the per capita
consumption of FMCG goods
is one third of urban India.
This impacts the volume
growth of categories.

‘When do you expect volume-
led growth toreturn?
Generally, in our business, we

the hands of more consumers,
i.e. inclusive growth, and the
inflation is benign.

Towhat extentare further
pricehikes expected and to
what extent can therebe
further tightening on the cost
sidein terms ofimproving
efficiencies sothat margins
remainat currentlevels?

It is very difficult to predict
commodity prices a few
quarters down the road.
However, we have good visibil-
ity to the March quarter and we

are seeing that the costs are
going up further as compared
to the December quarter but it
is difficult to gauge right now
what will happen in the June
quarter. We are targeting in the
vicinity of 9-10 per cent of our
turnover in cost savings.

Which categories willbe
major growth drivers for HUL
over the next five years?
Ibelieve that none of the cate-
gories in which we operate
have reached a state of matur-
ity. It is not just about increas-
ing category penetration
because you can also grow by
increasing  consumption,
upgrading consumers by offer-
ing higher order benefits or
premiumising the portfolio.
For instance, in the laundry
category, a big area for devel-
opment is moving people from
the mass end of the market for
powders to the mid-tier and
premium end. And from lig-
uids to adjacencies. So even in
laundry, which is a universally
penetrated category, there are
massive opportunities to grow.
The other big areas of
growth are in the space of
health, beauty and hygiene.
These are absolutely big areas.

In Q3, discretionary products
did well but with the third
wavethereandsome -
restrictions, could therebea
slowdown indiscretionary
salesinQ4and Q1, FY23?

We have mapped it and found
that there is a clear correlation
between discretionary spend-
ingand mobility. However, the
restrictions in this wave are not
assevere. So the impact willbe
less than previous two waves.
We are hoping that by mid-
February, we should start see-
ing the mobility increase.
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