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DIRECTORS ’ REPORT

DIRECTORS’ REPORT & MANAGEMENT DISCUSSION AND ANALYSIS
Your Directors are pleased to present the 85th Annual Report on the business and operations along with the Audited 
Financial Statements of the Company for the financial year ended March 31, 2022.

ECONOMIC ENVIRONMENT

Global economic activity recovered strongly in 2021 following a sharp contraction in 2020 due to unprecedented 
Covid-19 crisis which quickly morphed into financial crisis. World GDP output recorded a robust growth of 6.1% in 
2021 compared to a decline of 3.1% in 2020.  The US economy registered a GDP growth of 5.7% in 2021 compared 
to de-growth of 3.4% in 2020 and European economy GDP recorded growth of 5.3% in 2021 compared to de-growth 
of 6.4% in 2020. In Asia, China recorded a GDP growth of 8% in 2021, compared to 2.3% in 2020. Overall, the 
growth was primarily driven by pick up in the economic activity backed by higher vaccination rates, robust consumer 
spending and increase in investment which was further supported by government’s favourable monetary and fiscal 
policies. However, high commodity and fuel prices, rising debt level and spiraling inflation across the world continues 
to add pressure on the economic activity. The growth momentum slowed considerably by the end of 2021, including 
economies such as China, European Union and United States, due to the dissipation of fiscal and monetary stimulus and 
major supply-chain disruptions.

The global economy enters 2022 in a weaker position due to Russia and Ukraine crisis and its implications on the world 
economies. As a result, the global growth is expected to moderate from 5.9% in 2021 to 3.6% in 2022. Furthermore, the 
ongoing geopolitical tension and increasing trade sanctions continue to add to the series of supply shocks that have hit 
the global economy over the course of the pandemic, contributing to more shortages beyond the energy and agricultural 
sectors. Once again, many countries have reimposed select restrictions on mobility due to the rapid spread of Covid-19 
variants. A rise in energy prices and supply disruptions has led to higher and wider-based inflation than expected, 
particularly in the United States and many emerging market and developing economies. Overall, the impact of Russia 
and Ukraine crisis, the withdrawal of broad-based extraordinary policy support and central banks’ initiatives to raise 
interest rates to curb inflation, are collectively expected to weaken the global economic activity in 2022. 

The Indian economy in tandem with global economies, registered a robust recovery of 8.2% in 2021 and was one of 
the fastest growing economies in the world. The growth momentum was hit by the second wave of Covid-19 in April-
June 2021 but its impact on the economic activity was limited due to state-wise restrictions. The broad-based recovery 
across sector and industries was visible from the second half of the year and the growth was well supported by Reserve 
Bank of India with favourable monetary policy support and greater push on infrastructure by government of India. India 
also registered world’s largest and successful vaccination program roll-out which allowed it to contain the effects of 
the Covid-19, while also pursuing its goal of economic recovery. However, the escalation of Russia and Ukraine crisis 
has once again dampened the economic outlook. Consequently, the sharp jump in the prices of crude oil and energy, 
food grains and other commodity prices have led to higher inflation globally. In May 2022, the Reserve Bank of India 
increased the repo rate 40 bps to 4.4% in an attempt to curb the inflation. The combination of these macroeconomic 
headwinds has led IMF to reduce its GDP growth target to 8.2% in 2022 as compared to 9.0% projected by it in January 
2022. Despite ongoing global economic volatility, India is still expected to remain one of the fastest growing economies 
backed by strong consumer demand and greater push on infrastructural development by government of India.

TOBACCO INDUSTRY

India is the world’s second largest tobacco producer with annual production of 800 million kg and major exporter of 
tobacco after China and Brazil. Indian tobacco accounts for 10% of the area and 9% of the total production in the 
world. Tobacco farming is drought tolerant, hardy and short duration crop and contributes a major percentage of the 
total value of commercial crops in India generating huge socio-economic benefits in terms of agricultural employment, 
incomes, revenues and foreign exchange earnings. Due to its low production costs, average farm and export prices, 
India has an edge over other leading tobacco producer. Given that tobacco production is highly labour intensive, the 
tobacco industry provides employment directly and indirectly to more than 45.7 million people working in processing, 
manufacturing and exports of tobacco and tobacco products.

The Indian government earns foreign exchange of around Rs. 6,500 crores through export of tobacco and tobacco 
products. Cigarette tobacco (Flue Cured Virginia) contributes around more than 70% of India’s leaf tobacco export 
in value terms. Tobacco products are big contributor to the government tax revenue. On the basis of last three year 
average, government has collected around ₹53,000 crores of tax revenue from tobacco products and 80% of tobacco 
tax revenue is from legal cigarettes. In India, the legal cigarettes account for 8% of the total tobacco consumption and this 
is in complete contrast with rest of the world where 90% of the tobacco is in the form of cigarettes. The remaining 92% 
contribution is from other traditional products, like chewing tobacco, bidis, Khaini etc. and illegal cigarettes. 
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Over the years, the pace of taxation on cigarettes and the regulatory framework governing  the tobacco products in  
India, such as the 85% pictorial warnings that appear on the packs of tobacco products, have led to a significant 
decline in the sale of legal cigarettes in the country while illegal cigarette trade has grown significantly as they do 
not bear mandated warnings and consumer perceives it safer. The share of legal cigarette has declined from 21% 
in 1981-82 to 8% in 2020-21 despite 50% increase in tobacco consumption in India, this clearly reflects that illegal 
cigarette trade has increased significantly and now accounts for roughly 1/4th of the total cigarette market in India. 
Government continues to curb the trade of illegal cigarette through regular raids and seizures. It also focuses on 
stabilizing the domestic legal cigarette market and moderation in cigarette taxation may help optimize tax collection 
and reduce shift towards cheaper illicit cigarettes.

The tobacco and cigarette manufacturing industry were also impacted by the Covid-19 pandemic induced lockdown 
restrictions and was one of the industries to resume its operations at last after upliftment of Covid restrictions. The 
supply chain constraints, logistics problems, increased freight rates and delays in shipping schedules, all these has 
attributed to the decline in export of tobacco and tobacco products. Besides this, the tobacco industry is experiencing 
a slowdown globally due to more restrictions being placed on smoking and tobacco consumption. During the year, 
the cigarette demand started to recover with the opening of economy, increase in mobility and resumption of work in 
offices. The market serviceability also improved with the removal of inter-state restrictions and has led to recovery in 
the sales and demand of cigarettes.

CONSUMER AND RETAIL INDUSTRY

India’s FMCG industry is the fourth-largest sector of the economy backed by its demography and growing consumerism. 
The Indian economy is on the path to recovery after devastating waves of Covid-19 pandemic. Many sectors of the 
economy are back to their pre-pandemic levels of production. The pandemic had big impact on the FMCG sector 
especially during lockdown where companies were focused on re-inventing their strategies for customer acquisition, 
market penetration and maintaining demand-supply balance. In addition, the higher adoption of technology, 
digitalization, door to door delivery has given fresh impetus to FMCG sector in India. Offline sales also accelerated 
on the back of improved store footfalls and mobility. However, the recovery is still underway with different parts of the 
economy improving at varying rates. The Indian FMCG sector remained resilient in 2021 and delivered a nine -year 
high growth of 16%. The growth was driven by continued consumer demand and higher product prices. 

The retail industry in India is witnessing a fast-paced growth, with retail development penetration expanding to 
tier II and III cities and not restricting to metro cities. Growing awareness, rapid urbanization, increasing working 
population, higher disposable income and changing lifestyles are the primary growth drivers for the sector. Business 
activity among micro-retailers is reaching near normal levels, as they are adopting digital business tools to boost 
efficiency and growth. Indian retail industry remains one of the fastest growing in the world, expected to reach 
to US$ 1,407 billion by 2026 compared to US$ 779 billion in 2019 and more than US$ 1.8 trillion by 2030. 
Furthermore, E-commerce is widely considered as a way to reduce penetration costs and drive convenience buying. 
Increasing affordability and proliferation of smartphones coupled with affordable data prices makes online platforms 
easier and more convenient to reach target consumers. The Government of India’s initiatives such as ‘Digital India’ 
programme has contributed significantly to the growth of e-commerce segment and India is now home to more than 
800 door to customer (D2C) brands and is expected to reach US$ 101 billion by 2025.

Government of India has taken several serious initiatives to encourage the FMCG sector in India. It has announced 
Production Linked Incentive Scheme (PLI) as incentive plans to encourage scaling up and to boost industry. Government 
has approved 100% FDI in the cash and carry segment and in single-brand retail along with 51% FDI in multi-brand 
retail. These measures will help the sector to establish a robust supply chain and reduce the risk of disruption.

Further, the decline in unorganized markets in the FMCG sector is expected to augment the growth of organised sector 
mostly due to the increase in brand awareness, coupled with the growth of modern retail and convenience. Following the 
Covid-19 pandemic, consumers have rapidly adopted new technologies. The predominant theme in the Union Budget of 
2022-23 is its strong focus on the creation and development of physical and digital infrastructure. The internet enabled 
companies are likely to reach a wider audience using online sales promoted by an improved infrastructure, competitive 
pricing and reduced marketing and outreach costs associated with a digital platform. 

SEGMENTWISE PERFORMANCE IN 2021-22

Cigarettes 

The domestic Cigarettes industry showcased resilience and signs of recovery in FY22 but it was hampered by  
the unprecedented headwinds of 2nd Wave of COVID-19. Illicit and contraband continue to impact the industry, with 
the lockdown period allowing enhanced penetration of illicit especially in the semi urban and smaller urban sections 
of India.




