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THE TORTOISE AND THE BEAR

In the fable immortalised over the eons, the tortoise wins. It is a story of perseverance over speed. Indian
consumer economy has a fabled grandeur to it. The carefully cultivated market narrative has been that
this is a high growth sector and moreover a secular growth sector with good return metrics. The nature
of household consumption is that a certain part of it is not volatile. In a country like India which is still
poor by any standards, that basket may stand out at the aggregate level. The yardstick for secular
growth cannot be pegged such that positive growth year after year can be construed as secular or high
growth. Equity investors have not based their expectations on mere positive growth. Stocks have priced
in higher growth than nominal GDP at the least and in fact the bar was always much higher. Figures like
20% CAGR for revenues and higher numbers for profits have been casually bandied about. The reality is
vastly different.

Many high-profile consumer segments now resemble the tortoise in action. Unfortunately, it is not
perseverance over speed that is at work here. It is greed over logic. Due to a variety of factors at work,
the Indian middle-class consumer has become a burden of beast. Incomes are growing lower than
expectations. Aspirations are galloping. The market, as has been the case in India with many other
pockets, paid in advance for a future that is threatening to slip away from reach. The looming shadow
over the tortoise is from a beast that the street dreads. It does not look good.

Having said that, the consumer sector is a massive kaleidoscope in India. We agree with the much-touted
assertion that things are stock specific. It is just that we need to state the obvious truth. The specific
stocks are not large in number. The consumer space is not just limited to the FMCG, knick-knacks or
(junk) food. The opportunity can be viewed from a B2C lens. This widens the scope and makes room for
opportunities consistent with India’s economic growth. That, as well as demystifying the hoax about too
many investment moats in the consumer sector, are the challenges in front of us as investors.

The moats that dissolved

The most compelling case for the traditional consumer staples/consumer discretionary stocks has been
that they possess moats that give them an uninterruptible growth run. The refrain has also been that
they possess debt free balance sheets, free cash flow generation and high return ratios.

First on growth. Let us have a look at numbers.

Industr Revenue CAGR (%) PAT CAGR (%)
! P/E (x)
55 52 44

e-Commerce -7 -17 20 -
QSR 16 22 24 -39 -67 -96 5,158.2
Jewellery 15 28 27 16 20 -2 76.3
Footwear and Luggage 4 8 0 -8 -5 -33 741
Alcohol 7 14 9 6 9 -10 71.3
Beverages 19 19 18 23 21 12 62.8
Foods 10 1 -1 7 8 -18 59.7
FMEG 11 17 21 2 -2 13 56.1
Haircare 6 4 1 2 0 -16 53.5
Home and Personal Care 8 6 2 3 -3 -12 52.5
Paints 9 7 -2 4 2 -42 50.0
Apparel 9 7 6 2 -10 -16 48.4
Oral Care 5 6 6 4 1 -19 46.5
Edible Oil 16 10 21 32 5 71 38.2
Dairy 9 14 10 11 20 2 36.2
Healthcare 21 10 16 13 4 33 35.7
Cigarettes/Tobacco 10 12 18 1 0 -25 26.7
Sugar 9 9 5 7 -13 -48 21.7
Paper & Stationary 7 10 -4 -7 -8 -66 15.1

Note: 6 Yr, 3 Yr, 1 Yr CAGR Calculation as on FY25 for listed entities. P/E as on 30-05-2025. “-” indicates profit numbers
are negative or negligible.
Source: Ace Equity, Company, Spark Fund Research
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Numbers don'’t lie. The growth in revenues for a lot of categories is lower than nominal GDP over several
years. Where there is revenue growth, that is due to inflation (eg- Jewellery) or because of the category
being new and having zero base (eg- QSR). Profitability seems to elude the new categories. The moats
have dissolved or were over-hyped. It is probably the latter.

Now, the strength of capital structure. Yes- the traditional names continue to have good return ratios.
This has supported valuations even earlier. Before the GFC, PEs of 30 or thereabouts were considered
sustainable for established consumer business models. Valuations have expanded to 50/60 & more- but
growth is a no show. And here are some questions now

1. Are these companies reluctant to take up big investments because the return ratios will take a hit?

2. Are MNC names not taking risk because their parents want uninterrupted dividends and that is
their priority? In which case, is there merit in public market investors (Indians or FPIs) continue
giving them rich valuations?

3. Are the established companies recognising that the incremental opportunity is some sort of
chimera and therefore holding on to margins (while they last) and not take capital calls?

4. Are the super-growth categories (From the data, these are categories where there has been a
disruption in traditional channels of buying or where the categories are literally novel in nature)
struggling to establish a profitable business model on a sustained basis?

The incremental return ratios for the incumbents on new investments may not be as impressive as legacy
returns. This brings us to the new breed of consumer companies that have emerged as disruptors or
companies opening up new markets.

Consumer stocks that listed from FY21 and having market cap of Rs. 3000 crores or more

pany Rs. Cr
Devyani International 29 39 - - -7 -
Brainbees Solutions 57 18 - - -265 -
Swiggy 54 35 - - -3,117 -
Restaurant Brands Asia 26 5 - - -233 -
FSN E-Commerce Ventures (Nykaa) 38 24 - 81 40 1,462.30
Sapphire Foods India 20 1 - -68 17 612.5
Eternal 61 67 - 50 527 437.2
Campus Activewear 23 10 20 36 89 99.3
Bikaji Foods International 19 14 25 -26 194 98.6
Metro Brands 13 6 14 -14 354 92.6
Vishal Mega Mart 46 20 75 37 632 91.2
Kalyan Jewellers India 22 35 59 20 714 81.0
Medplus Health Services 18 9 39 129 150 77.2
Ethos 19 25 44 19 96 72.4
Mrs. Bectors Food Specialities 16 15 28 2 140 63.7
Allied Blenders and Distillers 2 -54 63 - 195 57.3
Vedant Fashions 10 1 13 -6 388 49.9
Go Fashion (India) 20 1 20 13 93 49.2
Patanjali Foods 18 8 60 70 1,301 46.7
Indigo Paints 17 3 32 -4 142 36.2
Senco Gold 17 21 -9 -12 181 34.3
AWL Agri Business 14 24 21 582 1,226 29.1
Electronics Mart India 27 1 22 -13 160 28.9
Dodla Dairy 15 19 31 56 260 28.5

Note: CAGR Calculation for 6Yr and 1 Yr as on FY25. P/E as on 30-05-2025; “-” indicates profit numbers are negative or
negligible.
Source: Ace Equity, Spark Fund Research

These companies have been funded by equity and are debt free in general. Revenue growth is impressive in
most cases. The thesis has been that profits will magically follow revenue growth and then grow non-linearly.
The market caps upon listing warranted much bigger profit figures by now. The profit streams have been
shaky. The figures have missed investor expectations and are behind on timelines in most cases. When you
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juxtapose valuations and profit growth/absolute profit levels, it gets uncomfortable. There are losses or small
profit streams relative to the hype (as revealed by market cap). When compared with Chinese names, the
difference in scale is palpable and we start wondering what the investors are smoking.

1. Established consumer companies have good balance sheets with healthy cash flows (up until
now). They lack growth and the visibility of a path to higher growth is patchy at best. They have
rich valuations.

2. Disruptors or creators of new categories (QSR, Quick commerce, brand hopefuls) may have been
growing fast (and yet lower than expectations that were built up when they listed) but profits are
inconsistent, elusive and thin compared to market cap.

For example, a profit of Rs 19 crores in the latest quarter which almost doubled YOY may look impressive
in percentage terms. Look at the absolute number. Think about the fact that the market cap has been in
tens of thousands of crores and that too for a few years. We begin to come closer to getting the picture
right.

However, the street and analysts are not willing to throw in the towel on valuations. How long can this
continue?

Here are a few pointers on what we think is at work

1. Over-optimism on end market size - India has always hyped up its potential as a consumer
economy. While the economy has performed well, the end market size in many consumer
segments has been overblown. Chicken comes home to roost in the end.

2. K-Shaped recovery after Covid - Economic policy has broadly been found wanting on the count
of distribution of wealth, and not just in India. For India, the better-positioned households have
fared far better. Disposable income growth has been uneven, and this shows up on consumption.

3. Spiralling aspirations - The consumer basket has been growing faster than consumer income.
This has resulted in disparity in growth across segments and margin pressure for all.

4. Inflation that does not show up - The CPI does not capture cost increases in healthcare spending
or in school/college fees. This strains consumer budgets, and it is here to stay.

5. Sachetisation of big-ticket consumption - The high decibel promotion of instant gratification
has assumed a life of its own. I-Phones, foreign holidays and everything under the sun are bought
in bulk and repaid in instalments. Now, we notice that even the relatively small-ticket items are
being broken into miniature repayments with a few clicks prompted by incessant push.

Here are a few pointers on what could lie ahead

1. If IT services slows down, as is likely, we have more trouble ahead. Suffice to say that in the
coming quarters, corporates and cheerleaders will blame the same. Earlier, they were blaming
rains and draught. Now, they will blame Mr. Trump.

2. Household debt is already a matter of concern. While the aggregates are bad enough, what is
alarming is the dispersion. There are those who have savings and then there are those who have
debt. We want to stop short of generalising this and making extrapolations. Suffice to state that
this is a problem which does not even have an easy solution.

Amidst all this, the consumer stocks across the spectrum refuse to back down to levels reflecting reality.
The problem is more acute in mid & small caps. It is even bigger in the unlisted space. The problem starts
from the unlisted space now. The lack of disclosure requirements has opened a pandora’s box. We reckon
we are headed for nothing but disaster.

To be clear, the above views are not intended to be a recommendation or sector call. The consumer space
is vast and B2C is how we would like to look at the sector at large. We may have holdings in many B2C
names obviously reflecting our positivity in those names. Everyone including us believe that stock-
picking is the solution to the market challenge. However, we need to be humble in stating this that the
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notion of “Our stocks are different” has seldom stacked up in the past when the tide ebbed away. We
need to remain grounded on the limitations of unconditional optimism.

What is the whisper from the tea leaves

For investors, the message is clear. Indian valuations re-rated across the board when global interest
rates came down after GFC from over 5-6% to 0-1% post-Covid. That was the main trigger. Note that
Indian interest rates did not come down by much. Nor was Indian growth (including in consumer names)
outstanding to warrant that level of euphoria. Now, the US bond yields are back to levels from before
GFC. Global valuations reflect that or are in the process of doing so. Indian stocks cannot have it both
ways. Growth in the Indian consumer sector has been patchy. This is a double whammy. If the consumer
sector does not adjust to this reality, the risk is that we have zombie stocks in the sector for years to
come. So far, we have seen that many stocks in the sector have started resembling a slow-motion train
wreck with flat, low or negative returns over 3-4 years.

The tortoise is not up against a hare. The animal looming large is not interested in the trophy at the end.
It is interested in the game. Investors will do well to pay attention.

Warm regards,
P Krishnan (Cl0) and Team Spark Fund
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This document is provided by Spark Asia Impact Managers Private Limited (“SAIMPL”) (formerly known as Spark Fund Managers
Private Limited), a portfolio manager registered with the Securities and Exchange Board of India (SEBI) registered having
registration number INPO00006235. This document is not a Research Report as per SEBI (Research Analyst) Regulations, 2014.

Each recipient understands that this document is for information purposes only and does not constitute an offer or invitation to
purchase or subscribe to any securities. This document does not claim to contain all information that an investor/potential investor
may require for the purpose of making an investment. The past performance of a product or portfolio does not in any manner
indicate the surety of performance in future. The securities quoted, if any, are for illustration purposes only and are not
recommendatory in nature. The performance of the Portfolio Manager has not been approved or recommended by SEBI nor SEBI
certifies the accuracy of the performance related information contained therein. Please note that performance of portfolio may
vary from that of other investors and that generated by the Investment Approach across all investors because of i) the timing of
inflows and outflows of funds; and ii) differences in the portfolio composition because of restrictions and other constraints.
Performance relative to other Portfolio Managers within the selected strategy is available on the link
https://www.apmiindia.org/apmi/welcomeiaperformance.htm?action=PMSmenu). Each recipient further understands that all
financial products are subject to various Market Risks, Economic Risks, Political Risks, Business Risks, Financial Risks etc.
Investment in securities market is subject to market risks. Read all the related documents carefully before investing. The recipients
are expected to thoroughly go through the documents and understand in detail the Risk-Return profile of any security or product
of SAIMPL or any other service provider before making any investment.

SAIMPL makes no representation or warranty, express or implied, as to the accuracy, completeness or fairness of the information
and opinions contained in this document. Nothing contained herein should be relied upon as a promise, representation, or an
indication of future performance. Certain statements made herein may be “Forward Looking Statements” including those relating
to general business plans, future financial condition and growth prospects. The actual results may differ materially from any
“Forward-Looking statements” due to a number of factors, including socio, political, competitive environment, force majeure etc.
The recipient shall do such research as they deem necessary to arrive at an independent evaluation of an investment in the
securities of companies referred to in this document (including the merits and risks involved) and should consult your own advisors
to determine the merits and risks of such an investment.

This document has been prepared on the basis of information, which is already available in publicly accessible media or developed
through an independent analysis by SAIMPL. Neither SAIMPL nor its affiliates or their respective directors, employees, agents or
representatives shall be responsible or liable in any manner, directly or indirectly, for views or opinions expressed in this document
or the contents or any errors or discrepancies herein or for any decisions or actions taken by relying on the document or the inability
to use or access our service or for any loss or damages whether direct or indirect, incidental, special or consequential including
without limitation loss of revenue or profits that may arise from or in connection with the use of or reliance on this document.
Opinions expressed are our current opinion as of the date of appearing on this material only. Registration granted by SEBI and
certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

This document is not directed or intended for distribution to or use by any person or entity who is a citizen or resident of or located
in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject SAIMPL to any registration or licensing requirement within such jurisdiction. Persons in whose
possession this document may come are required to inform themselves of and to observe such applicable restrictions. This is not
for circulation in US/Canada.

Our affiliates are also an investment bank, DP service providers, retail brokers, wealth managers and investment managers. We
and our affiliates may have investment banking and other business relationships with the companies covered by this document.
Our traders and other professionals may provide oral or written market commentary, or trading strategies to our clients that reflect
opinions that are contrary to the opinions expressed herein. We and our affiliates, officers, directors and employees, including
persons that are involved in the preparation of this report may have “long” or “short” positions in, and buy or sell securities of the
companies mentioned herein. While reviewing this material you must be aware that any or all of the above may give rise to real or
potential conflict of interest.

Spark Asia Impact Managers Private Limited. Registered Office: No. 1, 3rd Floor, First Crescent Park Road, Gandhi Nagar, Adyar, Chennai 600 020;
CIN: U93000TN2012PTC086696; Telephone No.: +91 44 69250000; Website: www.sparkfund.in; SEBI Portfolio Manager: INPO00006235; Compliance
Officer details: Mr. Anupam Mohaney; Email: eam.compliance@sparkcapital.in
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