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‘Govtmust keep tabs oninflation
and underlying consumption’

ShuchiBansal& Suneera Tandon
NEWDELHI

industan Unilever Ltd

(HUL) will seek to

maintain its operating
margin within a band of
24-25% through a mix of cost
savingsand calibrated product
price increases to offset spiral-
ling raw material costs, chair-
man and managing director
SanjivMehtasaid, terming the
currentinput priceinflationas
unprecedented.

In an interview, Mehta said
the company isclosely monitor-
ing rural demand because mar-
ketresearcher Nielsen’sindica-
tors showed that it has slowed
down. However,
the company INT
itselfhasn’t seena
noticeable slowdown till the
September quarter, he added.

A rebound in demand after
the pandemic’s second wave

ERVIEW

,']‘ ‘a ol
o S
s

p 3|

HUL chairman and managing
director Sanjiv Mehta. MINT

helped the consumer goods
company raise prices to offset
higherinput costs. However, a
demand slowdown may makeit
tougher forcom-
panies to effect
price increases.
Edited excerpts:

‘What do you attribute the

lower-than-expected volume

growth to?

First, Iwasn’t saying thatit was
lower-than-expected volume
growth. But letme give youaper-
spective. Historically, ifyoulook
atalong-termaverage, out of our
total top-line growth, about
60-70% comesfrom volume, on
an average, and 30-35% comes
from price growth. Whenever
the price growth accelerates, the
volume growth comes down.
The price growth that we take,
we do it in two ways. One is, we
increase the headline price,
which is the MRP (maximum
retail price). The second is we
keep MRP consistent, but we
reduce the grammage.

Andwedothiswheneverthere
are price-point packs, say, those at
310 or¥5—then you can’t change
itt035.50.S0, youkeepitand then
reduce the grammage. Even when
you reduce grammage, the con-
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sumer generally titrates his per-
sonal consumption based on the
numberof packstheybuy (and not
on grammage). So, if they were
buying10 (packs), they will buy 10.
So, the volume growth goesdown,
but the price growth goes up.
Now, ifyoulook onasequen-
tial basis, last quarter (that is,
QIFY22), our volume growth
was 9%. One must understand
thatin the base quarter, the vol-
ume growth declined 8% (June
quarter FY2). If you look at it
over atwo-year period, youare
doing a 1% volume growth. So,
this quarter, our headline vol-
ume growth was 4%, but the
base quarter was1%. That's the
reasonIsaid 'mnot dissatisfied
withvolume growth. There’s a
sequential improvement. One
hastoalso takeintoaccount the
base period growth.
How hasinflationimpacted

the business?

Ifinflationin key commodi-
ties like palm oil, crude oil-
based derivatives that we use in
freightand the teabusiness was
about100in 2020-2021, we are
now talking about 1.6 to 1.8X.
Thisis not normal inflation. In
some of the commodities, infla-
tion has been pretty much
unprecedented. When you
have thiskind of inflation, then
ourendeavour alwaysis that we
should first protect the con-
sumer franchise. We don’t
want to lose consumers. The
second importantbit is, we look
atall the lines of the P&L (profit
and loss statement) to see
where we can optimize cost or
leverage more savings. Then
we take the price increase ina
calibrated manner and try to
keep the price-value equation
intact. And the third is, we keep
the businessmodel intact. Our
Ebitdamarginisveryhealthyat

25%, and our endeavour is to
ensure they’re within 24-25%.
You keep referring to being
‘cautiously optimistic’ about
rural.

Ifwelookat pre-covid, rural
growthhadreally slowed. Then
during the covid period, rural
became very resilient. Our
hypothesisis that

is a sign of a problem in the
rural economy. So, we monitor
itvery closely. But are wejump-
ingtoaconclusion? No. Are we
raising a signal? Yes. Have we
come to a conclusion? We say
that wait and watch for a few
more months what ishappen-
ing to the rural economy

because Nielsen

the government  Qurinternal growth  indicators are
interventionalso  hasbeenasgoodas indicating that it
played a part— in the previous hasslowed down.
drstimnieng RSSO S
money, free not had till the Sep between urban

foodgrain and
MSP going up; all
that played a part.
Rural per-capita
consumption is one-third that
ofurban. So, if India grows well
economically, then rural
should be growing faster than
urban formany years to come—
it’ssuch asmall base.
Butifrural stumbles, thenit

quarter, a noticeable
slowdown

growth and rural
growth, that is,
2019-to-2021, rural
growth is not less
than urban. But if you look at
headline growth numbers
between 2021 and 2020—then
rural slowed down, which was
very resilient till a couple of
monthsback.

Did HUL’s rural growth

mirror Nielsen numbersin
the September quarter?

For us, our internal growth
hasbeenasgoodasin the previ-
ous quarters. So, we have not
had till the September quarter,
a noticeable slowdown. But
more important iswhat we are
picking up from Nielsen thatis
not forus, but for the market.
Aseconomicactivityresumes,
whatcan thegovernmentdoto
lift consumption?

The best thing that happens
for the economy s the virtuous
cycle of growth. There is con-
sumption, which spurs capacity
investment, which then spurs
more employment, and that
spurs more money in the hands
of consumers, it spursmore con-
sumption, and that’s how the
cycle goes. That’s the kind of
cycle we, asacountry, need. So,
I'mvery pleased when the gov-
ernment talks about more
investment in infrastructure

because that has a multiplier
effect, and that results in con-
sumption movingup.

The things the government
should closely watch are two
—oneisinflation, and the sec-
ond is the underlying con-
sumption. Ifyoulookatit from
amacro perspective, weareina
position where we are saying
that the economy thisyearwill
getbacktothesize of theecon-
omy of fiscal year 2019-20.
Now, we will be one of the few
large economies, which can say
that we have gone back to
2019-20 levels, whichisa very
good sign. If this converts into
momentum, and the economy
keeps growing in real time at
6% to 8%, then we will be in a
very good position. That's the
kind of growth we are seeking,
and that’s the kind of growth
the country needs. 'mstill very
optimistic that this will be our
country’sdecade.



