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Kalyan outperforms Titan in 3QFY23. Likely
beginning of trajectory change
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Both Titan and Kalyan reported decent demand prints in 3QFY23 update. Titan’s
jewellery performance of ~11% YoY growth in revenues was similar to Kalyan’s
(standalone) revenue growth of ~12% YoY. However, when we compare 3Y CAGR
for both of these companies, Titan’s 3Y CAGR of 21% is superior to Kalyan’s 3Y
CAGR 11%. Titan's new consumer recruitment and store expansion (+22 stores in
3Q) are key drivers for outperformance. Kalyan’s 3Y CAGR performance, though
lagged that of Titan, needs to be seen in the context of lower store expansion
benefit (explained below). We note that the 1) pace of growth for both brands has
decelerated as compared to last few quarters and 2) second half of the quarter
saw some deceleration due to increase in gold prices and some deceleration in
consumer discretionary spends in general. We believe, Jewellery segment can
outperform (other consumer discretionary segments) as it is relatively immune

(inelastic wedding purchases, gold as an investment asset etc.) to general

slowdown in consumer discretionary spends.

Both players have highlighted improvement in studded share which should augur

well for gross margin expansion — with strong growth rates, EBIT margin print

should also be good (operating leverage).

Kalyan for the quarter saw better growth in non-south markets (store expansion

led) which augur well for its margins (natural tailwind for Kalyan, benefit should

keep accruing for few years). Secondly, Kalyan highlighted continued competitive
intensity in metal pricing. Lastly, in the modern casualwear segment CaratLane
witnessed 50% YoY revenue growth while Candere witnessed a revenue decline of

5% YoY.

We believe implementation of Jewellery Hallmarking (JH) can further accelerate

formalisation (surprising consensus, once again); refer notes JH1 and JH2.

3QFY23 performance comparison

» The numbers: Titan and Kalyan (Standalone) reported robust (jewellery) revenue
growth prints of 11% and 12% YoY, respectively. For SMFY22, Titan and Kalyan’s
(standalone) revenue growth was ~42% and ~32% YoY, respectively.

» Store addition benefit: We believe Kalyan has a lower benefit of store addition in
revenue growth (3Y CAGR) versus Titan as it didn’t expand (store count) much
during FY19-21.

During FY19-21, Kalyan added only 3 stores in India while Titan added 66 Tanishq
stores. We note that in last 12 months, Titan added 29 new Tanishq stores while
Kalyan added 15 stores in India.

Kalyan has accelerated store expansion from FY22 (opened 17 stores in FY22 and
12 stores in 9MFY23); it is further targeting to add ~52 new stores in CY23E
(expects 11 new franchised stores across non-south markets in next 3 months; it has
further signed 25 more LOIs with potential franchise partners for store openings in
FY24). All of the 5 stores opened in 3Q are non-south.

» Good growth in studded and other key trends: Both Titan and Kalyan have
witnessed strong growth in studded, which augurs well for margins, in our view.
Besides, Titan has highlighted (1) healthy new buyer growth in festive period, (2)
higher value purchases in studded category, and (3) Wedding sales grew in-line with
jewellery division sales. Kalyan has highlighted that competitive intensity in metal
pricing continues. We note that Kalyan had highlighted earlier that competitive
intensity had led them to pass on the one-time benefits of customs duty cut due to
pressure in metal pricing which is dependent on board rate (decided by local
associations).

Please refer to important disclosures at the end of this report


https://www.icicisecurities.com/ResearchPortal/AdminModule/webpages/uploadfile/Consumer_Jewellery_hallmarking_July21.pdf
https://www.icicisecurities.com/ResearchPortal/AdminModule/webpages/uploadfile/Jewellery_hallmarking_Sep21.pdf
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Valuation and risks

We value stocks in our coverage universe on DCF (WACC and TG ranging from 10-
13%, 3-6% respectively) except Adani Wilmar, Godrej Consumer and Tata Consumer,
which we value on SoTP basis. Key upside risk is: better-than-expected gross margins
due to correction in input prices. Key downside risk is unexpected irrational
competition due to deceleration in general consumption demand.

Table 1: Comparison of revenues (Rs mn) and revenue growth rate (%)

(Rs mn) 3QFY22 4QFY22 1QFY23 2QFY23 3QFY23 % YoY %QoQ  9MFY22  9MFY22 % YoY
Titan (Jewellery) 85,630 61,320 76,000 72,030 95,049 1% 32% 171,360 243,079 42%
Kalyan (India) 28,801 23,988 27,190 28,409 32,257 12% 14% 66,573 87,856 32%
Kalyan (Consol.) 34,354 28,571 33,326 34,729 38,921 13% 12% 79,609 106,976 34%

Source: Company, I-Sec research

Table 2: Comparison of store addition

3QFY22 4QFY22 1QFY23 2QFY23 3QFY23 % YoY
Titan 382 389 395 403 411 8%
Kalyan (India) 121 124 127 131 136 12%
Kalyan (Consol.) 151 154 158 163 169 12%

Source: Company, I-Sec research
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