SECTOR UPDATE

AUTOMOBILES

| #1 Meeting of Minds: An Expert Perspective

| 23 April 2021

Rubber prices headed for a structural bull run
We hosted Robert Meyer, an expert on natural rubber (NR). According to
Meyer, NR prices are headed for a structural rise amidst a global GDP recovery
and short supply situation. He expects prices to test 2010-11 highs, climbing
from the current US$ 2/kg to US$ 5/kg. We believe this structural shift could
have a significant impact on gross margins of Indian tyre manufacturers. Given
a historical inability to pass on sudden cost increases, their earnings would be
adversely affected. We maintain our negative stance on the tyre industry.

Mayur Milak | Nishant Chowhan, CFA
research@bobcaps.in

Structural rise in NR price but not a super cycle: Many believe that NR, like
other commodities, may also be in a super cycle alongside the global recovery.
While this may not be entirely true, there is no denying that rubber prices are in
a structural upward trajectory due to limited supply amidst global demand revival.

KEY RECOMMENDATIONS

Fundamental supply-side issues: Globally, ~14mn hectares of land is under NR
cultivation, producing ~14mn tonnes per annum (mtpa). While hectarage is
measured precisely, the health of rubber trees has been a concern for quite
some time now and thus global tapping could be overstated. The lower prices
since FY12-FY13 have forced farmers to look at alternatives, thereby impacting
supplies. Commercial tapping commences seven years after first planting.
Rubber prices could test 2010-11 highs: NR prices have soared over 75% from
their lows after the pandemic hit demand and are currently hovering at
~US$ 2/kg (Rs 170/kg). With rising global demand and limited supplies, prices
could easily test 2010-11 highs of US$ 5/kg over the next five years.
Our view: Back in 2010-11, NR prices hovered around Rs 220-240/kg. With
significant rupee depreciation since then, US$ 5 now translates to Rs 370380/kg, a jump of >50% since 2010-11. Back then, most Indian tyre
manufacturers reported negative EBITDA growth despite an increase in revenue.
Global automotive demand absorbs most production: About 75% of NR is
used for automotive tyres. Another 6-7% is used for other auto parts. In all,
~83% of NR produced is consumed by the auto sector. The demand forecast
for CY21 amidst a global recovery is estimated at 13-15mtpa. Supply issues will
start reflecting from CY22 when demand will keep rising while supplies will be
impossible to increase.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.
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Meeting of Minds
– A BOBCAPS Auto & Aviation Initiative

We are pleased to launch our ‘Meeting of
Minds’ series where we host experts and
leaders in various fields to discuss key events,
trends and insights on the Auto, Ancillary,
Tyre, Tractor and Aviation sectors.
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Other takeaways


NR cannot be replaced by cheaper synthetic rubber: Owing to its unique
properties, only 4-5% of NR can be replaced in a tyre by synthetic rubber.
Also, butadiene which is a key component in the manufacture of synthetic
rubber tends to be short supply and hence would impede production.



Future contract pricing to reflect fundamentals: Currently, NR prices are
derived from future contracts traded on the China, Japan and Singapore
exchanges. Prices at most times are a function of speculation (hedging
instrument) given that rubber is the second most traded commodity on
Chinese exchanges. With the sudden jump in NR prices, futures prices are
converging more towards fundamental drivers of rubber prices.



Negligible inventory with lead producing nations: Surging demand will drive
NR prices as leading producers, including Vietnam, India and Malaysia, are
holding negligible inventory. Most of the current inventory is believed to be
lying with China (1.2-1.3mt) but would not be available for global consumption
given the stricter laws and duty structure on the country’s exports.

FIG 1 – NATURAL RUBBER PRICE (LONG TERM)

FIG 2 – NATURAL RUBBER PRICE (LAST 15M)
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FIG 3- GROSS MARGINS OF TYRE COMPANIES INVERSELY CORRELATED TO
RUBBER PRICE MOVEMENT
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About the Speaker: Robert Meyer
Robert Meyer founded boutique venture firm Halcyon Management Partners in
Singapore in 2004. In 2016, Halcyon Agri acquired the natural rubber business of
Chinese state-owned Sinochem International.
Halcyon Agri deals with the entire value chain of how natural rubber is grown,
sourced, processed and distributed. It is headquartered in Singapore and listed on
the Singapore Exchange. Its key operating assets are located in Indonesia,
Malaysia, Thailand, China and Africa. The firm is supported by a network of
logistics assets, storage and terminals, laboratories and sales offices in Southeast
Asia, China, South Africa, Europe, the UK and US. Meyer continued as Halcyon
Agri’s CEO until Jun’20. Since then, he has been actively managing Angsana
Investments, an early-stage venture capital firm with a focus on impact investing.
Meyer has a keen interest in geopolitics and served on Singapore’s Economic
Strategies Committee (ESC) in 2010. He is currently a member of the National
University of Singapore Health International Council (NIC).

EQUITY RESEARCH

3

23 April 2021

AUTOMOBILES

Disclaimer
Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution
As of 31 March 2021, out of 88 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 42 have BUY ratings, 13 have ADD ratings, 5 are
rated REDUCE and 28 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification
The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers
BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.
BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.
BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.
BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
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in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.
BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of
publication of this report.
The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on
any specific merchant banking, investment banking or brokerage service transactions.
BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.
BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.
BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months.
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