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Strategy  
      

February 27, 2025    

Narrative #2: Tires go hiss… 

The structural profitability improvement theme in the tire industry seems to 

have deflated, with a sharp correction in the stock prices of APTY, CEAT and 

MRF over the past few weeks on a sharp decline in profitability. The industry 

is grappling with the steep increase in RM prices, admittedly, but this also 

demonstrates the low pricing power of companies in a competitive industry.  

Narrative of structural improvement in profitability broken  

The structural profitability improvement narrative for the automotive tire 

industry seems to be broken, going by the sharp price declines of relevant 

stocks over the past few weeks, which has more than offset the sharp rise in 

stock prices in CY2024 (see Exhibit 1). (1) Industry profitability has come off 

sharply in the past few quarters, as (2) RM prices have risen sharply in the past 

few quarters and (3) companies have been unable to pass on the full increase 

in RM prices. The Street had built a narrative around a change in the industry 

dynamics of the sector, leading to higher industry profitability and returns. 

Decline in profitability may be exaggerated by difficult industry conditions 

The sharp decline in the profitability of automotive tire companies over the past 

few quarters (see Exhibit 2) reflects the twin challenges of (1) a sharp increase 

in RM prices over the past few quarters (see Exhibits 3-4) and (2) weak demand 

conditions in the domestic automotive tire industry (see Exhibit 5 for 9MFY25 

versus 9MFY24 volumes of APTY and CEAT; MRF does not report volumes). 

The industry has been gradually raising prices to pass on the increase in RM 

prices, but industry conditions are not supportive of large price increases in the 

context of the commodity and competitive nature of the industry.  

Profitability assumptions at risk; valuations high on elevated profitability  

We see downside risks to our FY2026-27E profitability assumptions (see 

Exhibits 6-7) in case the current industry conditions were to continue. We model 

a solid improvement in profitability in FY2026-27E from FY2025E levels. 

However, we note that even our FY2025E profitability assumptions are well 

ahead of pre-pandemic profitability. We find valuations of automotive tire 

stocks (see Exhibit 8) on the higher side, even with our generous profitability 

assumptions in the context of (1) low financial returns and (2) low FCF-to-PAT 

ratio of the industry (see Exhibit 9 for key financial parameters of companies 

for the past 10 years and FY2025-27E).    

Nature of the business, industry and market may not change 

We have been and remain skeptical about the Street’s narrative about a change 

in the nature of the tire business and industry conditions. The tire business is a 

capex-intensive, commodity and competitive business, and it will likely remain 

so. The tire market may see lower competition in the future based on possible 

industry consolidation and greater pricing discipline, but that remains to be 

seen. At this point in time, it would be best to assume that market dynamics 

and structure would more or less remain unchanged. 

 

Key estimates summary 
 

2025E 2026E 2027E

Nifty estimates

Earnings growth (%) 4.4            14.9         14.2         

Nifty EPS (Rs) 1,032       1,179       1,349       

Nifty P/E (X) 21.8         19.1         16.7         

Macro data

Real GDP (%) 6.1            6.4            6.5            

Avg CPI inflation (%) 4.8            4.2            4.1            
 

Source: Company data, Kotak Institutional Equities estimates 
 

 

Quick Numbers 

APTY, CEAT and MRF have delivered (-)12%, +11% and 
(-)17% returns, respectively, since CY2024 and (-)25%, 
(-)16% and (-)18% in CYTD25 

APTY’s EBITDA/kg has declined to Rs34/kg in 
9MFY25 versus Rs49/kg in 9MFY25 and CEAT’s 
EBITDA/kg has declined to Rs29/kg in 9MFY25 versus 
Rs37/kg in 9MFY24 

We model FY2026E EBITDA/kg for APTY, CEAT and 
MRF at Rs37/kg, Rs33/kg and Rs41/kg, respectively, 
versus Rs34/kg, Rs30/kg and Rs39/kg in FY2025E and 
Rs31/kg, Rs24/kg and Rs34/kg over FY2018-24 

 

Related Research     

→ Strategy: Narrative #1: Overheated coal turns 

to ash  
→ Strategy: Gold jewelry = Gold + jewelry?  

→ Strategy: Reading the minds of wallets of 

retail investors   
Full sector coverage on KINSITE 
 

https://kie.kotak.com/Kinsite/Home/HomeDetails/39293
https://kie.kotak.com/Kinsite/Home/HomeDetails/39293
https://kie.kotak.com/Kinsite/Home/HomeDetails/39617
https://kie.kotak.com/Kinsite/Home/HomeDetails/39550
https://kie.kotak.com/Kinsite/Home/HomeDetails/39550
https://kie.kotak.com/kinsite
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Sharp decline in prices of tire stocks in the past few weeks has offset the gains in CY2024 

  Performance of APTY, CEAT and MRF, calendar year-ends, 2024-25 (Dec 2023 = 100) 
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Source: Bloomberg, Kotak Institutional Equities 

 

Profitability of tire stocks has seen steady decline in 9MFY25 

  EBITDA/kg of APTY and CEAT, March fiscal year-ends, 2022-25 (Rs) 
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Source: Companies, Kotak Institutional Equities 
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Spot rubber prices are at elevated levels 

  Kottayam Natural Rubber RSS4 prices, calendar year-ends, 2015-25 (Rs/kg) 
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Source: Bloomberg, Kotak Institutional Equities 

 

Rubber futures contracts have seen sharper increase in recent months 

  Tokyo Commodity Exchange Rubber Future contract, calendar year-ends, 2015-25 (Rs/kg) 

 40

 90

 140

 190

 240

 290

 340

F
eb

-1
5

F
eb

-1
6

F
eb

-1
7

F
eb

-1
8

F
eb

-1
9

F
eb

-2
0

F
eb

-2
1

F
eb

-2
2

F
eb

-2
3

F
eb

-2
4

F
eb

-2
5

 

Source: Bloomberg, Kotak Institutional Equities 
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APTY reported 2% yoy volume growth, while CEAT reported 8% yoy volume growth in 9MFY25 

  Quarterly volumes of APTY and CEAT, March fiscal year-ends, 2022-25 (tons) 
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Source: Companies, Kotak Institutional Equities 

 

Our gross profit assumptions are quite elevated versus historical average 

  Gross profit per kg of tire stocks under coverage, March fiscal year-ends, 2018-27E (Rs) 
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Source: Companies, Kotak Institutional Equities estimates 
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Our EBITDA margin assumptions are quite elevated versus historical average 

  EBITDA per kg of tire stocks under coverage, March fiscal year-ends, 2017-26E (Rs) 
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Source: Companies, Kotak Institutional Equities estimates 

 

Valuations of tire stocks are still high, despite the recent correction, in the context of low financial returns and low FCF-to-PAT ratios 

of the industry 

  12-month forward P/E multiple of tire stocks in the KIE universe, March fiscal year-ends, 2011-25E 

Company Mar-11 Mar-12 Mar-13 Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23 Mar-24 Current

Apollo Tyres 8         7         6         9         8         7         9         14       11       6         15       11       14       14       14        

CEAT 6         5         3         5         9         10       11       13       13       12       16       13       14       15       15        

MRF 7         9         7         10       13       9         14       17       17       18       23       22       27       25       21        

12-m forward P/E multiple (X)

 

Source: FactSet, Kotak Institutional Equities 
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Tire companies have weak return ratios and low PAT-to-FCF conversion 

  RoACE, RoAE, FCF and PAT of tire stocks under coverage, March fiscal year-ends, 2017-27E (%) 

2018 2019 2020 2021 2022 2023 2024 2025E 2026E 2027E

RoACE (%)

Apollo Tyres 6.4           6.7           4.5           7.5           5.4           8.2           12.1        9.7           11.0        12.1        

Balkrishna Industries 18.5        17.5        18.9        20.8        19.6        13.1        14.5        15.3        15.9        17.1        

CEAT 8.1           7.7           7.4           12.0        3.5           6.6           15.2        11.2        12.1        11.8        

MRF 14.6        12.1        13.3        12.8        5.6           6.1           14.6        11.5        14.0        15.8        

RoAE (%)

Apollo Tyres 8.5           8.3           4.8           3.3           5.5           8.5           13.4        9.1           10.6        11.1        

Balkrishna Industries 19.0        17.5        19.9        21.4        22.2        14.6        17.9        17.6        16.3        16.3        

CEAT 10.4        9.3           8.9           14.9        2.4           6.3           18.3        11.9        13.2        12.8        

MRF 12.3        11.0        12.3        10.0        4.9           5.4           13.3        10.2        11.4        11.6        

FCF (Rs bn)

Apollo Tyres (15)          (14)          (6)             9              (1)             9              23            19            16            20            7       

Balkrishna Industries 4              2              5              5              (5)             (3)             12            7              11            16            20     

CEAT 1              (6)             (3)             6              (5)             1              6              (1)             1              2              (1)      

MRF 9              (6)             (4)             34            (22)          (6)             11            18            27            31            16     

Adjusted PAT (Rs bn)

Apollo Tyres 7              8              5              8              6              10            18            13            16            18            63     

Balkrishna Industries 7              8              10            12            14            11            15            17            18            20            76     

CEAT 3              2              3              5              1              2              7              5              6              7              22     

MRF 11            11            14            13            7              8              21            18            22            25            85     

Total

2018-24

 

Source: Companies, Kotak Institutional Equities estimates 
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is 
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies 
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or 
views expressed in this report: Sanjeev Prasad, Anindya Bhowmik, Sunita Baldawa.” 
 
 
 

Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to deliver more than 15% returns over the next 12 months. 

ADD. We expect this stock to deliver 5-15% returns over the next 12 months. 

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months. 

SELL. We expect this stock to deliver <-5% returns over the next 12 months. 

Our Fair Value estimates are also on a 12-month horizon basis. 

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may 
not strictly be in accordance with the Rating System at all times. 

 

 
 

Coverage view 

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following 
designations: Attractive, Neutral, Cautious. 
 

Other ratings/identifiers 
 
NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable 
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or 
strategic transaction involving this company and in certain other circumstances. 

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company. 

NC = Not Covered. Kotak Securities does not cover this company. 

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a 

sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in 

effect for this stock and should not be relied upon. 

NA = Not Available or Not Applicable. The information is not available for display or is not applicable. 

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 

Distribution of ratings/investment banking relationships

Kotak Institutional Equities Research coverage universe

Source: Kotak Institutional Equities

As of December 31, 2024

Percentage of companies covered by Kotak Institutional 

Equities, within the specified category.

* The above categories are defined as follows: Buy = We 

expect this stock to deliver more than 15% returns over 

the next 12 months; Add = We expect this stock to deliver 

5-15% returns over the next 12 months; Reduce = We 

expect this stock to deliver -5-+5% returns over the next 

12 months; Sell = We expect this stock to deliver less than 

-5% returns over the next 12 months. Our target prices 

are also on a 12-month horizon basis. These ratings are 

used illustratively to comply with applicable regulations. As 

of 31/12/2024 Kotak Institutional Equities Investment 

Research had investment ratings on 277 equity securities.

Percentage of companies within each category for which 

Kotak Institutional Equities and or its affiliates  has 

provided investment banking services within the previous 

12 months.
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