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M ANUFACTURERS HAVE TAKEN ADVAN-
TAGE of markedly increased demand
for durable goods over the past five years,
rewarding shareholders by creating sub-
stantial value during a broad economic
recovery worldwide.

In 2017, The Boston Consulting Group con-
ducted its annual analysis of total share-
holder return (TSR), looking at 2,343 com-
panies across 33 industry sectors, including
59 companies in consumer durables.! (See
“How Top Value Creators Outpace the Mar-
ket—for Decades,” BCG article, July 2017.)
From 2012 through 2016, these durable-
goods companies posted an average annual
TSR of 23%. Consumer durables ranked
second out of the 33 sectors in the full
sample and first among the five consumer-
oriented sectors. (The others were consum-
er travel and tourism, retail, fast-moving
consumer goods, and fashion and luxury.)
Durables finished higher this year than in
the past decade and ahead of perennial
top-performing industries such as medical
technology (fifth) and asset management
(eighth).

If durables companies are to continue that
strong performance, however, they will
need to keep generating consistent, sustain-
able, and profitable sales growth, which is
historically the biggest contributor to value.
We believe three objectives will be particu-
larly important in creating such growth: in-
vesting in digital product and service inno-
vations, identifying pockets of consumer
growth that are outpacing the rest of the
recovery, and tapping into long-term trends
in emerging markets.

The Top Ten

Of the durables companies in our analysis,
the top ten delivered an average annual
TSR of 41% from 2012 through 2016. The
biggest factor contributing to this strong
TSR performance was sales growth, at 12
percentage points (along with multiple ex-
pansion at 12 percentage points and mar-
gin improvements of 7 percentage points).
Among the top ten value creators in the du-
rables sector, six generated at least 10 per-
centage points of their total TSR from sales
growth over the period of our analysis.



The robust sales growth in the sector is
thanks to several encouraging trends
during the past five years. Mature econo-
mies have stabilized, with a strong recovery
in housing starts, sustained retail growth,
and historically low interest rates. In the
US, for example, housing starts in the third
quarter of 2017 were 50% higher than they
were five years ago, and existing home
sales were 16% higher. This pent-up de-
mand for housing has led to a positive
growth environment for durables manufac-
turing companies such as Whirlpool—
which finished ninth over the period of
our analysis—as homeowners buy new ap-
pliances and renovate their homes after
purchase. (See the exhibit for a full list of
the top ten, as well as factors contributing
to TSR.)

Along with the vigorous sales growth,
emerging markets have helped to drive
value. After a sharp spike in economic
growth—and a subsequent return to
earth—many developing markets are now
on a trajectory of strong and sustainable
growth. Four of the durables top ten are
based in emerging markets:

e Hanssem, based in South Korea
(finished first)

e TVS Motor, India (second)

e Hangzhou Robam Appliances, China
(third)

e Suofeiya Home Collection, China (fifth)

In developed countries, the environment
for discretionary purchases is increasingly
favorable—particularly in the leisure cate-
gory—ocourtesy of growing populations of
people at or near retirement. Examples of
companies benefiting from this environ-
ment include two Japanese firms, Yamaha
(which finished sixth) and Shimano (sev-
enth), as well as US-based Thor Industries
(tenth).

A variety of tailwinds are likely to benefit
the sector over the next several years. In
developed markets, millennials are enter-
ing their prime years for home ownership,
and people in most other demographic
groups are continuing to nest—investing in
their homes thanks to favorable interest

Consumer Durables Top Ten, 2012-2016

TSR Disaggregation®
(percentage-point contributions)
Profit growth Valuation Cash flow contribution
hc;:lk;t ‘;vrﬁ:ﬁgf —| Sales + Margin Multiplt‘e + Dividend + Share5 + (:L?t -f-g::ga
Company Location? ($billions) | TSR (%) growth change change! yield change! change (%)

1 | Hanssem South Korea 3.0 59.9 22 5 31 2 1 =2 -23.0
2 | TVS Motor India 25 50.5 12 3] 26 B3] 0 6 83.1
3 | Hangzhou Robam Appliances China 88 46.5 30 16 2 1 0 =3 49.8
4 | Man Wah Hong Kong 2.6 41.7 13 23 1 7 0 -2 36.1
5 | Suofeiya Home Collection China 3.6 41.0 85] 8 2 2 -2 -4 40.3
6 | Yamaha’ Japan 5.7 40.5 3 23 8 2 1 4 18.1
7 | Shimano Japan 14.6 38.8 8 6 26 1 0 -2 -17.9
8 | De’Longhi Italy 3.6 343 0 5 22 7 0 0 24.3
9 | Whirlpool United States 13.7 33.6 2 6 17 3 0 5 33
10 | Thor Industries United States 5.3 335 13 11 8 4 1 -4 26.7

Sources: S&P Global Market Intelligence; Thomson Reuters Eikon; Bloomberg; company disclosures; “How Top Value Creators Outpace the
Market—for Decades,” BCG article, July 2017; BCG analysis.

Note: n = 59 global companies with a market valuation greater than $2.0 billion as of December 31, 2016.

The contribution of each factor to the average annual TSR is shown in percentage points. Because of rounding, the numbers may not add up to
the TSR figure shown.

2Location of corporate headquarters.

3As of December 31, 2016.

“Change in EBITDA multiple.

sShare change refers to the change in the number of shares outstanding, not to the change in share price.

As of September 30, 2017.

7Yamabha listed here is the musical instrument and audio company, not the motor company.
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rates. And in emerging markets, rising in-
comes have led to an expanding middle
class that has a growing amount of dispos-
able income. Both developed and emerging
markets are likely to see a continued
increase in demand for durable goods.

The Goal: Strong and
Sustainable Sales Growth
Historically, sales growth has been the big-
gest contributor to value in durable goods
as well as in most other sectors. Our analy-
sis of these companies revealed three ob-
jectives that we believe will be important
to generating sustainable increases in the
demand for durable goods going forward.

Invest in digital product and service
innovations. Digital technology is leading
to dramatic improvements not only in
durable products but also in new digitally
enabled services that enhance the custom-
er experience following the initial product
purchase—and can lead to additional
revenue streams. For instance, connected-
home technologies have created new
business models and ecosystems in many
categories—from smart appliances to home
automation to home energy manage-
ment—and are changing what it means for
companies to deliver a seamless purchase
experience for consumers.

Hangzhou Robam Appliances is a good ex-
ample. The company is rolling out new
range hoods that include screens to display
recipes. In addition, Hangzhou Robam of-
fers technology that can automatically ad-
just the fan speed and burner temperature
settings to match the recipe a customer
chooses. And the company is exploring a
grocery-shopping app that links to a logis-
tics company that will deliver recipe-
specific ingredients to a customer’s doorstep.

Identify pockets of consumer growth that
are outpacing the rest of the recovery. The
continued expansion of developed markets
has made consumers more optimistic
about trading up and making discretionary
purchases. This has led to pockets of
unexpectedly rapid growth, even in rela-
tively mature markets such as the US. Take

Thor Industries, which makes RVs. The
company has seen its sales increase rapidly
as customers upgrade to premium RVs with
higher price tags.

Tap into long-term trends in emerging
markets. Despite periods of turbulence in
some emerging markets, the long-term
demand fundamentals in countries such as
China and India remain extremely attrac-
tive. Some multinationals have scaled back
their investments in these markets, but
local champions like Suofeiya Home
Collection in China have been able to ride
a wave of growth by developing products
tailored to an expanding middle class that
is making more discretionary purchases of
home and leisure goods. Based in Guang-
zhou, Suofeiya posted extremely strong
growth over the five-year period we ana-
lyzed. Of the company’s 41% average
annual TSR, 35 percentage points came
from sales growth, more than any other
company in the top ten (and greater than
most firms in all sectors we analyzed).

Similarly, TVS Motor in India—which
makes motorcycles, mopeds, and scooters—
is taking advantage of macroeconomic
growth in Indian markets. The company’s
sales have boomed, not only during the
five-year period of our analysis but also
into 2017. In the second quarter of 2017,
the company increased its revenue by 18%,
and before-tax profit grew nearly 27%.

TRADITIONALLY, THE DURABLE-GOODS
sector has been a slow and steady per-
former in terms of value creation, but over
the past five years, it has dramatically out-
paced other consumer goods sectors. The
leading durables companies in this year’s
analysis offer a clear model for all manu-
facturers to follow. Strong and sustainable
sales growth—in both developed and
emerging markets, frequently through in-
vestments in digital innovation—is the key
to creating long-term value for investors.

NOTE

1. TSR is a metric that encompasses all sources of
value that accrue to shareholders. It includes changes
in sales, margins, valuation multiples, dividends, net
debt, and the number of shares outstanding.
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