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CONSUMER DURABLES

EMERGING STRONGER FROM THE DOWNTURN
By Ketil Gjerstad and Daniel Shadd

O

ver the past five years, the consumer durables sector has delivered very
strong value creation, thanks to the global
economic recovery and a business cycle
that is slowly gathering momentum,
particularly in the housing sector.
In 2014, as in past years, The Boston Consulting Group conducted an annual study
of total shareholder return among 1,620
publicly traded companies in 26 industry
sectors, of which 53 were in the consumer
durables sector.1 (For the complete analysis
of all industry sectors, see Turnaround:
Transforming Value Creation, the 2014 BCG
Value Creators report, July 2014.) Overall,
from 2009 through 2013, the durables companies in our sample returned an annualized TSR of 26 percent. Durables ranked
second among the five groups of consumer
companies studied—fashion and luxury
(which ranked first), retail, consumer nondurables, and travel and tourism were the
other four—and seventh among all 26 industry sectors. (For an overview of the performance of the five consumer sectors, see
“Rising Volatility, Growing Opportunity,”

the BCG 2014 Consumer Value Creators Series, December 2014.)
The strong value creation performance of
consumer durables reflects the recovering
global economy and the way in which many
companies in the sector have improved
their profitability. During the downturn, the
sector was among the hardest hit, as skittish
businesses and consumers delayed the purchase of durable goods. In response, many
durables companies took steps to streamline
their operations, reduce head count, and restructure their cost base. Once the economy
began to recover, these companies were better positioned to capitalize, with stronger
cash flow and higher profit margins. In addition, the recovery in the housing market
(particularly in the U.S.) has boosted the
performance of many companies in the sector. U.S. housing starts have climbed back
from a low of 750,000 per year to more than
1 million and are slowly returning to the historical average of approximately 1.5 million.
The exhibit shows the breakdown of TSR
drivers for the top ten companies in the sec-
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tor over the five-year period we analyzed.2
The biggest contribution came from valuation multiples (as was the case in several
other consumer sectors), yet the secondbiggest contributor was changes in net debt.
Six of the ten companies generated a double-digit annual return through deleveraging. In other words, these companies had a
smarter strategy for allocating capital, allowing them to return greater value to shareholders. Sales growth was the third-largest
contributor to value, and margin performance was notable as well; seven of the top
ten companies either held their margins
steady or improved them as they grew.
Four of the top ten durables companies are
based in the U.S., four are based in Asia,
and the remaining two are based in Turkey. (The absence of any companies from
Western Europe likely reflects that region’s
current economic challenges and the struggle of some companies in Europe to remain competitive.)
The TSR disaggregation illustrates several
key insights, described below, for all consumer durables companies.

Reshaping the Portfolio
The top players in the sector moved beyond
basic cost cutting as they emerged from the
downturn and have opportunistically reevaluated their portfolio strategy to improve long-term shareholder returns. They
have done this by asking two key questions
of each business unit: What is the strategic
position (in terms of market outlook and
competitive advantage)? And what is the
fundamental health and value creation outlook? Winning companies have invested in
high-return businesses to speed their recovery and drive growth, while taking a hard
look at underperforming units and either
launching aggressive measures to improve
returns or divesting such units entirely.
For example, Brunswick (which finished
third among the top ten companies) experienced a major decline in the demand for
boats late in the first decade of the 2000s—
not surprising, since boats are a large, discretionary purchase not often made during
a recession. In response, the company sold
several underperforming brands in its boat
division, reduced employee head count accordingly, and restructured its operations
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Company

Location

Average
annual
TSR (%)

Market
value2
($billions)

Sales
growth
(p.p.)

Margin
change
(p.p.)

Multiple
change3
(p.p.)

Dividend
yield
(p.p.)

Share
change
(p.p.)

Net debt
change
(p.p.)

2014
YTD
TSR4
(%)

–1

1

Haier Electronics

Hong Kong

84.9

7.5

44

18

31

0

–5

–3

2

Techtronic Industries

Hong Kong

72.2

5.2

4

8

33

2

–4

28

3

3

Brunswick

United States

61.8

4.2

–4

14

27

0

–1

25

–3

4

Arçelik

Turkey

57.2

3.8

10

2

12

14

–10

28

7

5

Middleby

United States

54.5

4.6

17

0

33

0

–2

6

8

6

BSH

Turkey

53.6

3.1

12

–6

39

2

0

8

n/a5

7

Jarden

United States

52.4

7.9

6

0

25

1

–2

22

–1

8

Tempur Sealy

United States

50.1

3.3

22

–6

27

0

4

10

–7

9
10

Largan Precision

Taiwan

46.4

5.4

30

–3

19

3

0

90

9

Sanrio

Japan

40.8

3.7

2

22

10

2

0

–27

–8

Sources: S&P Capital IQ; Thomson Reuters Datastream; Bloomberg; annual reports; BCG analysis.
Note: n = 53 global companies with a market valuation greater than $3 billion. The top ten companies on this list differ slightly from the top
ten durables companies in the 2014 Value Creators report. This list excludes two companies that overlap with the technology, media, and
telecom sector: GungHo Online Entertainment (a Japanese digital-entertainment company that ranked first in that report) and BesTV New
Media (a Chinese digital-entertainment company that ranked fourth). The overall performance numbers for the durables sector include
GungHo and BesTV and remain unchanged.
1
Contribution of each factor shown in percentage points of five-year average annual TSR; any apparent discrepancies in TSR totals are due
to rounding.
2
As of December 31, 2013.
3
Change in EBITDA multiple.
4
As of September 15, 2014.
5
BSH is no longer publicly listed.
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to improve profitability at lower production levels. It was able to reinvest in production innovation among faster-growing
segments such as small boats, where demand has recovered more rapidly.
Other companies are launching targeted
M&A efforts to strengthen their core positions. Techtronic Industries (second among
the top ten) owns the Hoover brand of vacuum cleaners and in July 2013 bought a
bankrupt rival, Oreck. It expects the combined business to be profitable by 2015.

Investing for Growth
After cutting deeply during the downturn,
many durables companies have struggled to
anticipate changing market conditions and
have been cautious about investing ahead of
growth. As a result, their production capacity
has lagged demand—owing to long lead
times in getting factories online—and they
have been unable to take full advantage of
the recovery. Similarly, as growth has slowed
in large emerging markets like China and
Brazil, some durables companies have been
overly cautious—and even considered scaling back investments. This puts them at risk
of losing ground to committed and aggressive local competitors.
In contrast, many of the leading players
have identified the right portfolio for
growth and have been confident enough
about the future to invest to support those
assets—regardless of short-term contractions. These companies have developed the
right mind-set—aggressive growth and appropriate risk taking—and thus have been
able to increase their market share in an
improving business cycle. For example,
Haier Electronics (the top performer in
both this year’s and last year’s analysis)
has continued to invest heavily in China. It
aggressively expanded into third- and
fourth-tier markets in the country, built out
its distribution network, and offered new
value-based lines and innovative new products. This ambitious strategy has paid off—
Haier generated the largest TSR contribution from growth among companies in the
top ten, and the second-highest contribution from margin change.

Maintaining a Shareholder
Mind-Set
For many durables companies, particularly
those in mature markets, improving the top
line faster than their peers can be challenging and costly. Yet that doesn’t automatically limit value creation. (As noted above,
growth wasn’t the principal value-creation
driver among the top ten performers.) Companies facing moderate prospects for topline growth can still deliver value to shareholders by generating greater cash flow, by
opportunistically deploying that capital,
and by consistently meeting earnings-pershare goals. For four companies among the
top ten—Techtronic, Brunswick, Arçelik
(which ranked fourth), and Jarden (ranked
seventh)—returning cash to shareholders or
improving their operating leverage accounted for one third to one half of total TSR.
For example, Jarden has taken a balanced
approach to value creation through organic
sales growth, margin expansion, and shareholder-friendly financial strategies. The
company balances its use of capital effectively, reinvesting in the business and also
striking opportunistic deals for assets (such
as the 2013 acquisition of Yankee Candle)
that fit into its portfolio of consumer
brands. Jarden’s strong performance—returning an average annual TSR of 52 percent to shareholders—made it one of three
companies to appear on both the 2013 and
2014 lists of top ten value creators in the
sector (along with Haier and Arçelik).

I

n sum, our TSR analysis shows that
there are real opportunities for durables
companies to outperform in creating value
for shareholders. Reshaping the portfolio,
maintaining a shareholder mind-set, and
investing for growth will be crucial objectives for management teams for the foreseeable future.

Notes
1. TSR is a metric that encompasses all sources of
value that accrue to shareholders. It includes changes
in sales, margins, and valuation multiples, along with
all sources of free cash flow to investors and debt
holders, such as changes in dividends, net debt, and
the number of shares outstanding.
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2. The top ten durables companies discussed in this
article differ slightly from the top ten in the 2014
Value Creators report. This list excludes two
companies that overlap with the technology, media,
and telecom sector: GungHo Online Entertainment
(a Japanese digital-entertainment company that
ranked first in that report) and BesTV New Media

(a Chinese digital-entertainment company that
ranked fourth). The overall performance numbers for
the durables sector include GungHo and BesTV and
remain unchanged.
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