
Household and Personal Products

United States

Industry Type                                      (10/08/08) Value

Key Indices: S&P Household & Personal Products (S5HOUS)

Recommendation:                                                  Hold




Description and Summary:  

The Household and personal products industry is comprised of consumer durables.  These products are purchased by virtually every home on a regular basis.  The industry is a mature industry with major competitors that have existed and competed for a very long time.  

Due to the intense competition in the industry and the industry’s relationship with large retailers, product prices are relatively inelastic.  The inelasticity of product prices causes prices of raw materials, energy, and other expenses for the industry to have a significant effect on the industry’s profitability.

International Competitive Structure: 

The household and personal products industry is dominated by large multinational corporations.  Of the 5 largest companies in the industry, sales in North America comprise 31-48%.  Sales in Europe comprise approximately 30% of the total, while the remaining sales are scattered throughout the world.    

The large multinational structure of these corporations makes the industry susceptible to changes in foreign exchange and nearly all economies throughout the world.

Strengths:

1.      The large corporations that comprise the bulk of the household and personal products industry are very well diversified.  These large corporations can withstand a downturn in a specific portion of the industry.  The size and diversification of the companies in the industry promote very stable yearly growth.  

2.      The large household and personal product companies are multinational.  The Dollar has appreciated recently against other foreign currencies.  Companies with higher revenues generated domestically will fair better going forward then large global companies that bear exchange rate risk.

Weaknesses:

1.      Household and personal products companies have relatively low price negotiability with their retailers.  Due to low retail profit margins and intense competition, prices increases traditionally are hard to come by.  This can severely hurt profitability in times of increasing raw material costs and other expenses.  The companies in the industry must rely on product innovation to increase revenues instead of significant price increases.

2.      Retailers are reducing their inventories. Walmart, the largest retailer of household and personal products, has reduced the amount of inventory it holds.  This directly reduces the sales of most household and personal products companies by as much as 3%.  As other retailers try and follow Walmart and reduce inventory expenses, household and personal products companies could lose even more sales.  

Opportunities/Trends:

1.      Emerging markets poses growth opportunities especially in Central and Eastern Europe, China and India. In many of these countries GDP, disposable income, and population are outpacing the United States and Western Europe. It is projected that by 2030 China alone will have 350 million people who meet the World Bank classification of middle-class. 
2.      Going “green” is the new trend. This not only creates brand strength for an increasing environmentally concise population, but has associated cost savings as well. As an example, laundry soap is sold more concentrated which reduces raw material and shipping costs and improves the supply chain. 
3.      Consolidation continues to be a theme in this industry. Many large corporations have made recent acquisitions to diversify product lines, create synergies, and increase earnings growth. Many companies are using this difficult time to streamline manufacturing and administrative operations and shed less profitable product lines.

Threats:

1.      Ongoing trouble in the housing and credit markets has spilled over into this industry. Many consumers have tightened their purse stings the past few months. Many of these products remain very inelastic to consumers such as soup, toothpaste and toilet paper, but it is believed that many consumers will not stockpile these products until consumer spending loosens up. 

2.      The past year displayed soaring prices in raw materials and energy which had significant bearing on the operating environment for these companies. Even though these prices are moderating and in the case of oil significantly declining there still remains bottom-line pressures on growth.

Key Valuation Ratios to Watch:  

Expense ratios are very important in this industry.  Due to the intense competition, companies with the lowest expense ratios have a significant advantage.  

Key Items to Watch:

Changing energy and raw materials costs are significant to the success of the industry.  Any significant increase in oil, natural gas, resin, or pulp could have a significant effect on the profitability of the industry.
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