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Executive Summary

Brickwork Ratings (BWR) expects the Indian ceramic tiles industry, which is recovering
from the pandemic impact, to witness 15%-20% growth in the next two years, i.e. CY21
and CY22. This can be attributed to an increased share of exports, coupled with the
recovery in domestic demand on the back of the thrust on infrastructure development
and real estate schemes such as Housing for All. Entities in the ceramic tiles industry
have also been trying to penetrate new markets by promoting vitrified tiles, which can
be used in non-residential spaces. The sector is highly competitive because of limited
product differentiation and the largely unorganised nature of business. However, the
share of organised players is increasing on account of their product innovation,
adoption of the latest technologies, expanding reach and branding activities.

Trend in domestic ceramic tiles’ consumption and exports
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Indian ceramic tiles have seen robust demand in the export market. Gujarat's Morbi
district, India's largest tiles manufacturing cluster, has been trying to strengthen its
position in the US market. Although there are concerns regarding exports declining in
the Gulf Cooperation Council (GCC) countries due to imposition of anti-dumping duty,
access to newer markets in Europe and North America due to anti-China sentiments is
expected to maintain robust growth in exports. Driven by a rise in demand, companies
operated at 80%-90% of their capacities in FY21. BWR expects this upward trend to
continue in the medium term, leading to 15%-16% capacity addition in the next couple
of fiscal years with the assumption of minimal impact on the supply chain due to any
subsequent waves of the pandemic. While the top line is expected to increase, BWR
expects profitability to remain range-bound as higher input costs will offset healthy
volumes and growth in realisation.
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The increase in investment
towards infrastructure
development and customers
preferring vitrified tiles over marble
and granite to push the ceramic
tiles demand by 8-10% in CY21
and 13-15% CY22.
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Domestic demand for ceramic tiles to see strong recovery in CY21

and CY22 dueto arise in infrastructure activities and the increased

penetration of newer products

Ceramic tiles’ demand is largely dependent on construction activities, with underlying
demand drivers being favourable demographics and thrust through various government
initiatives such as Housing for All and Smart City. The ceramic tiles industry witnessed
shocks on account of the pandemic in CY20, with the implementation of the nation-
wide lockdown. However in CY21, all the industries have been observed to be coping
with the pandemic impact and paving their way towards healthy growth. Since demand
for ceramic tiles is created through increasing construction activities, government
initiatives on housing and infrastructure are likely to drive this demand. Additionally, in
the current work-from-home scenario, people have started renovating their homes, and
ceramic tiles have gained popularity among all the other supplements as these provide
an elegant and sophisticated look to homes.

Trend in domestic production and consumption
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Over the years, companies have launched innovative value-added products such as
glazed vitrified tiles and polished vitrified tiles to increase their customer base. Vitrified
tiles are gaining more popularity in comparison with traditional products owing to their
ease of installation and maintenance. Vitrified tiles have a polished surface and have
been accepted as a supplement for granite and marble. Therefore, focus on housing
and infrastructure, and the increased penetration of newer products are expected to
provide an upward push to demand for ceramic tiles by 8% and 14% in CY21 and

CY22, respectively.
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With China and other major
countries upgrading their capacity
in 2022, the global production and
consumption expected to revive
after being hit by the pandemic.
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Share of product segment in domestic consumption
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Global demand to improve in CY21 after having declined in the last

couple of years

Global tile production declined in CY18 and CY19 owing to a sharp fall in production in
China in these years. This fall was mainly attributed to the anti-dumping duty imposed
by many countries (the EU, Brazil, Taiwan, Chile, Vietham and South Korea, among
others) on Chinese tiles. This decline in China was partially offset by healthy growth in
India, Brazil, Iran and Vietnam. However, growth in these countries was still not able to
restrict overall decline in the production of ceramic tiles globally. Smaller markets such
as countries in the African region, especially Senegal, Angola, Zimbabwe, Kenya,
Uganda, Ethiopia, Ghana and Tanzania, continued to record strong growth in
production, which was largely driven by a spurt in Chinese investments in these
regions. The situation further deteriorated in CY20 owing to business closures around

the world due to the pandemic.
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Trend in world production and consumption
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China being the largest producer is also the largest market for ceramic tiles in the world.
Some other major markets are Brazil, India, Vietnam, Indonesia and the US.
Consumption, in line with production, had declined on account of lower demand in Asia,
especially in China in CY18 and CY19. The slowdown in the global economy and
subdued growth in construction activity in developing countries such as China, India,
Indonesia and the GCC countries led to decline in the consumption of ceramic tiles

globally.

With the pandemic risk subsiding, global demand is estimated to have improved in
CY21. China has increased its installed capacity, and domestic demand has also
increased. BWR expects that with the world recovering from the impact of the
pandemic, Spain and Italy will also be able to accelerate their manufacturing. India is
expected to expand its exports market in various parts of Europe and North America in
Cy21.

Share in world production (CY20)
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In recent years, Indian companies
are having capacity utilization of
80-85% on an average, therefore it
becomes essential for them to
expand their manufacturing units
to cater to the rising demand.
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Share in world consumption (CY20)
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Optimum capacity utilisation, backed by rising demand, especially

in the export market, to drive industry’s expansion plans

FY21 has been an encouraging year for ceramic tiles companies. While on an overall
year basis, in FY21, major players had capacity utilisations of 80%-85%, we could
expect capacity utilisations to reach 98%-100% in FY22. To meet pent-up demand, it
is vital for companies to increase their capacity in the near future. BWR understands
that companies are planning to expand their capacities by 15%-16% and expects this

capacity to be operational by the end of CY22.

Ceramic tile companies have adopted a trend of creating joint ventures with clusters at
Morbi (Gujarat) to reduce the gestation period. Such an arrangement benefits the
organised sector as companies incur less capex and can get higher returns on their

investments owing to lower gestation periods.

The government’s thrust on increasing investments for infrastructure development
would also provide an upward push to the ceramic tiles industry. The real estate
industry is also expected to grow by 10%-12%, which will further support demand

growth for ceramic tiles.

India’s exports to continue strong run, benefiting from China’s

diminishing market share

The Indian export market has been growing at a steady pace for the last few years,
with India becoming the second largest exporter in CY20 after China. India’s share in
world exports has been increasing on account of anti-dumping duties imposed by
various countries on Chinese tiles, a move that has benefited India the most. In CY20,

India’s share in global exports is estimated to have gone up, especially in the regions
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of North America, which has almost eliminated Chinese imports on the back of the trade

war, as well as the pandemic situation worldwide. The major export destinations for

India are Saudi Arabia, Mexico, Brazil, the UAE, Oman and Kuwait.

Trend in Exports of Indian Ceramic tiles
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Export destinations for Indian ceramic tile Industry (CY20)
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The Indian export market for
ceramic tiles has witnessed major
improvements in terms of access
to new markets in Europe and
North America due to anti-Chinese
sentiment in CY20 which are
expected to continue in CY21 and

Cy22.
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Trend in share of countries in world exports
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Geo-political developments and trade disputes among the major economies are likely
to play a favourable role in creating demand for exports in the coming years. Although
there have been concerns of exports declining in the GCC countries due to the
imposition of the anti-dumping duty, access to newer markets in Europe and North
America due to anti-China sentiments will maintain robust growth in exports. While
exports in CY20 showed steady growth, BWR expects that in CY21 and 2022, exports
will increase by 25%-30%.

Profitability to remain range-bound as high input costs will offset

healthy volume and realisations growth

In FY22, BWR expects the profitability of Indian ceramic tile manufacturers to remain
range-bound as increasing input costs (raw material, fuel and power) will offset the
expected strong top line growth for players. In YTD FY22 (April to October) natural gas,
an essential element used in manufacturing ceramic tiles, witnessed significantly high
price fluctuations of around 80%-85%. However, certain factors such as optimum
capacity utilisation, better product mix, higher share of exports and strong demand will

help companies keep their profitability margins intact on the back of high input costs.
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Trend in profitability of Indian Ceramic Tiles manufacturers (EBITDA margin)
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Note: Profitability is derived based on the financials of the top 6 players having a presence in the
organised segment of the ceramic tiles industry.

Source: Company reports, BWR Research
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ABOUT BRICKWORK RATINGS

Brickwork Ratings (BWR) is India’s home-grown credit rating agency built with the superior analytical prowess of the industry’s most experienced credit analysts,
bankers and regulators. Established in 2007, BWR aims to provide reliable credit ratings by creating new standards for assessing risk and by offering accurate and
transparent ratings. BWR provides investors and lenders timely and in-depth research across the structured finance, public finance, financial institutions, project
finance and corporate sectors. BWR has employed over 350 working professionals including credit analysts and credit market professionals across 8 offices in India.
Our experienced analysts have published over 12,000 ratings across asset classes. BWR is committed to providing the investment community with products and
services needed to make informed investment decisions. BWR is a registered credit rating agency by Securities and Exchange Board of India (SEBI) and a recognised
External Credit Assessment Agency (ECAI) by the Reserve Bank of India (RBI) to carry out credit ratings in India. BWR is promoted by Canara Bank, India’s leading
public sector bank. More information on Canara Bank is available for reference at www.canarabank.com

BWR Rating Criteria are available at https://www.brickworkratings.com/ratingscriteria.aspx

Brickwork Ratings, a SEBI-registered credit rating agency, has also been accredited by the RBI, and it offers rating services for bank loan, NCD, commercial paper,
bonds, securitised paper etc. BWR has Canara Bank, a nationalised bank, as its promoter and strategic partner.

BWR has its corporate office in Bengaluru and a country-wide presence, with offices in Ahmedabad, Chandigarh, Chennai, Hyderabad, Kolkata, Mumbai and New
Delhi, along with representatives in 150+ locations. BWR has rated debt instruments/bonds/bank loans, securitised paper of over ¥ 10,00,000 Cr. Additionally, fixed
deposits and commercial papers, among others, worth over 24,440 Cr have been rated.

DISCLAIMER

Copyright © 2021 by Brickwork Ratings India Pvt Ltd., 3rd Floor, Raj Alkaa Park, 29/3 & 32/2, Bannerghatta Main Rd, Kalena Agrahara, Bengaluru, Karnataka
560076.Telephone: +91 80 4040 9940. Fax: +91 80 4040 9941. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings, Brickwork Ratings relies on factual information it receives from issuers and underwriters and from other sources
Brickwork Ratings believes to be credible. Brickwork Ratings conducts a reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security
or in a given jurisdiction. The manner of Brickwork Ratings’ factual investigation and the scope of the third-party verification it obtains will vary depending on the
nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located,
the availability and nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by
third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of the
issuer, and a variety of other factors. Users of Brickwork Ratings’ ratings should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Brickwork Ratings relies on in connection with a rating will be accurate and complete. Ultimately, the issuer and its
advisers are responsible for the accuracy of the information they provide to Brickwork Ratings and to the market in offering documents and other reports. In issuing
its ratings Brickwork Ratings must rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal
and tax matters. Further, ratings are inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified
as facts. As a result, despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at the time a rating was
issued or affirmed.

THE INFORMATION IN THIS REPORT IS PROVIDED “AS IS” WITHOUT ANY REPRESENTATION OR WARRANTY OF ANY KIND. A Brickwork Ratings rating
is an opinion as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Brickwork Ratings is continuously
evaluating and updating. Therefore, ratings are the collective work product of Brickwork Ratings and no individual, or group of individuals, is solely responsible for
arating. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Brickwork Ratings is not engaged
in the offer or sale of any security. All Brickwork Ratings reports have shared authorship. Individuals identified in a Brickwork Ratings report were involved in, but
are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Brickwork Ratings rating is
neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of
the securities. Ratings may be changed or withdrawn at any time, for any reason in the sole discretion of Brickwork Ratings. Brickwork Ratings does not provide
investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the
suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Neither Brickwork Ratings nor
its affiliates, third party providers, as well as their directors, officers, shareholders, employees or agents (collectively, “BWR Reps”) guarantee the accuracy,
completeness or adequacy of the Report, and no BWR Reps shall have any liability for any errors, omissions, or interruptions therein, regardless of the cause, or for
the results obtained from the use of any part of this publication. In no event shall any BWR Reps be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs) in connection with any use of any part of the Report even if advised of the possibility of such damages. Brickwork Ratings receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities.
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