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The output of eight core sectors eased significantly to a 4 -month low after the peak
of the second wave in May-21. The YoY growth in output also slid to a 7-month low of
4.4% YoY in Sep-21 vs. 11.4% in Aug-21 primarily led by a tapering of the favorable
statistical base, a slowdown in the momentum of the industrial recovery along with
some impact of backloaded monsoon linked disruption on sectors such as coal and
electricity production. Sequentially, the overall core sector index witnessed a second
consecutive contraction at 5.0% in Sep-21 as compared to 1.0% in Aug-21 with alll
segments, without exception registering a decline in output month on month with
major drag coming from an unexpected drop in electricity generation. In line with the
weak print of the core sector, we expect a significant drop in IIP YoY growth for Sep-
21.

While the coal sector output slipped 3.6%MoM, it clearly had an impact on electricity
generation which contracted on an annualized and sequential basis by 0.3% and
11.6% respectively. The shortage of coal in the thermal power stations may have not
only led to a reduction in plant load factor but the consequent increase in merchant
power prices may have also prompted state utilities to curtail their power purchases.
This apart, better rainfall in the agricultural regions may have also contributed to a
drop in power demand from the farm sector.

While the sequential trajectory in the core sector output is a matter of concern, it is
encouraging to note that the aggregate core sector output for the first six months of
current fiscal is almost at the pre-pandemic level i.e. stands marginally 0.41% lower as
against the output in H1 FY20. On a sectoral basis, the output for six segments - coal,
natural gas, fertilizers, steel, cement, and electricity have exceeded their pre-
pandemic levels in the first half with only crude oil and refinery products lagging
behind.

Overall, we continue to expect festive season, robust vaccination progress,
government’s thrust on infrastructure sector along with strong export demand to
bolster overall industrial activity, therefore driving core sector output in the near to
medium term. However, raw material shortages and a potential slowdown in power
generation triggered by lower coal supplies can have an adverse impact on industrial
activity in Q3 FY22.
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Annexure

Chart 1: Broad-based sequential contraction recorded in all core sector segments
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Chart 2: Except oil products, all other segments are above their pre-Covid levels in H1
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About Acuité Ratings & Research Limited:

Acuité Ratings & Research Limited is a full-service Credit Rating Agency registered
with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings
under BASEL-Il norms in the year 2012. Since then, it has assigned more than 8,850
credit ratings to various securities, debt instruments and bank facilities of entities
spread across the country and across a wide cross section of industries. It has ifs
Registered and Head Office in Kanjurmarg, Mumbai.
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Disclaimer: This release is sent to you for the sole purpose of dissemination through
your newspaper / magazine / media / website / agency. The release may be used
by you in full or in part without changing the meaning or context thereof but with due
credit to Acuité. However, only Acuité has the sole right of distribution of its releases
through any media. Acuité has taken due care and caution for writing this release.
Information has been obtained by Acuité from sources which it considers reliable.
However, Acuité does not guarantee the accuracy, adequacy or completeness of
information on which this release is based. Acuité is not responsible for any errors or
omissions or for the results obtained from the use of this release. Acuité has no liability
whatsoever to the users / distributors of this release.
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