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Theimpact ofthe rupee depreciationis
likelytobelargely neutral forthe Indian
pharmaceutical sector, say industry
insiders, asthe benefits may be offset by

- risinginput costs.

India’s pharmaceutlcal sector exported
drugs worth1.8trillion ($22.5billion at
INR-USD rate 0of 80) in 2021-22, according
tothe Ministry of Commerce. This was flat
overthe previous year. In2020-21,
however, the exports had clocked an 18 per
- centyear-on-year (YoY) growth. Onthe
other hand, Indiaalsoimportsactive
pharmaceutical ingredients (APIs) and
other raw materials needed to
manufacture drugs, and industry points
outthatbulk ofthese importsis from
China, and in dollar denomination.

Indiaroughlyimports APIsworth
¥30,000 crore, and other chemicalsand
raw materialsto the tune 032,000 crore

(total%62,000 crore; $7.75 billion). On top of

this, there hasbeen arisein freight, and

- power costs in recent months. Prices of key
APIshaverisen inthe range 0f 30-140 per
cent, varyingacross products.

Kunal Randeria, analyst with
Edelweiss Securitiessaid thatthe rupee
depreciation is a slight positive for US-
focused companieslike DrReddy’s
Laboratories, Aurobindo, Divi’s
Laboratories, etc. “Howevet, thiswillbe
blunted by input cost riseimpact,” he said.

Accordingto Bloomberg, companies
thatdrawthe highestshare of revenues
from the US are Strides Pharma (78.7 per
cent), Granules India (62.93 per cent),
‘Aurobindo (47.6 per cent), Zydus (46.6 per
cent), Biocon (36.5 per cent) among others.
However, exports are mostly in US dollar
denominations apart from some countries
like Russia.

Managing Director and Chief Executive
Officer, Syngene International, Jonathan
Hunt explains: “The vast majority of our
work or rather our revenue is dollar-
denominated. We price our contractsin
dollars. Sowhen we repatriate that back
into rupees, clearly we're getting a benefit
there and that in some ways helps us offset
some of thelocal natural rupee
inflationary pressure.”

“Where we are sourcinglocally, sowe
- source inIndiawhen we can; plus, the

labour cost. Sothere’s a little bit of an offset '
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inthe P&L because there’s a natural hedge
between having a revenue US dollar-
dominated and lots of our operating costs
in the rupee. Butin general, Ithinklike
most industries, everybody’s seeing
inflation, it’ssomething that for manyofus
around the world, we've not seen at this
level for decadesif notlonger. And we have
tolearntocope,” Huntadds.

 Analystsagreethat operatmg costsand
hedging undertaken by companies may
offset most of the gains arising from a
weaker rupee.

. “Mostofthe companies have hedged
their dollar exposure. Dollar impact comes
intwo forms —oneistopline, butalsoin
the middle-line (like payingsalaries, which
isdone onthespot prices). Sales are
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planned, and attimes hedged by the buyer,

butthere are spot costs forthe pharma
companies,” said a senior analyst who did
not wish tobe named. .

When foreign buyers seethatdollar
valueisrisingvis-a-visthe rupee, they
usually seek discounts from the Indian
companies, said anindustryinsider. “The
pharma companies give discounts, but
they also encash on thesituation by asking
forlarger contracts, orlongerterm
contracts,” the person explained.

Smaller companies, however, are likely
tobe negativelyimpacted asthey donot
have long-term import contracts for APIs
and intermediates. “These companiesdo
not carryalotofstock, and they havetodo

some spot deals. They may have a negative

impactduetodollar rising,” said one
Gujarat based formulation maker.
Onthe whole, the pharma industry
feelsthatthe impact willbe neutral. A
senior executive of a pharmalobby group
said, “Dollar gains will be neutralised by
price erosion, and risein input costs.
Therefore, the gains will be offset.”
Rating agency CareEdge said thatthe
US generic market saw asteeprisein
competition and consequent price

" erosion, which also impacted the

profitability of the Indian pharma industry
during2021-22. Howevet, the negative
impact of price erosion on profitability was
partly offset by the deprematlon of INR
against USD. 1

CareEdge expects the profit before
interest, lease rentals, depreciationand
taxes (PBILDT) margin of the Indian
pharmasectorto declineboth on YoY basis
and sequential basis to19-20 per cent
duringthe first six months 0f2022-23 due
toanincreaseinthe costof APIsand key
starting materials (KSMs) apart from
increase in the cost of packing material,
freight and compliance cost.

“Itisexpected that the PBILDT margin
should rebound in H2FY23. CareEdge
expectsrupee depreciationtohavea
positive impact of nearly100-150 bpson
the PBILDT margin during FY23.Onafull
year basis, CareEdge expectsthe PBILDT
margintoshrink by 200-250 bps during
FY23over FY22 after consideringthe
positive impact of rupee depreciation,” it
saysinarecentnote.

Based onindustry aggregatesthat
represent over 85 per centofthe overall
pharma market, the operating profitability

‘had remained stable at about 23 per cent

duringthelast4 years (except forthe
pandemic year of2020-21), therating
agencysaid.

Asforthe medical devices sector, most
ofIndia’simports are from China, and the

_industry says there would not be much

benefit by cutting down impotts. “The 5-6
per cent depreciation of rupee vs USD

.should help exports and theoretically

discourage imports. Butin reality, the
imports are usually not discouraged in
most cases as Chinaisthe dominant
exporter of medical devicestoIndiaand
alsolost 6 per centto USD, so yuan versus
rupee (there is) hardly any change,” said
Rajiv Nath of the Association of Indian
Medical Devices Industry.



