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Core Sector growth spurts to a 14 month high
Higher power generation due to deficient monsoon a key factor

03-October-2023

The output growth of eight core industries (ECI) has witnessed a strong performance
in August by rising to 12.1% YoY as compared to 8.4% YoY in July 2023. This is the highest
growth print in the core sector of India in 14 months since June 2022 albeit partly
supported by a weaker base in the previous fiscal year. On sequential basis, ECl index
also had a healthy rise of 2.5% MoM which had actually dropped in July and June
2023 by 1.8% MoM by 1.0% MoM respectively. The core sector or infrastructure output,
which comprises eight sectors including coal and electricity, accounts for nearly 40
per cent of industrial output.

The spurt in core sector growth has been driven by the double-digit increases in the
output of five of the eight industries annually: cement (18.9%), coal (17.9%), electricity
(14.9 %), steel (10.9 %), and natural gas (10.0%). However, the major growth engines
for the month have been the cement and the electricity sector. The output in these
industries has also risen strongly on a sequential basis by 8.8% and 7.7% respectively.
The positive impact of sustained high investments in the infrastructure by the
government is clearly reflected in the output growth of the cement sector. Further,
steel had a reasonably good month with annualized growth of 10.9% albeit there was
a slight sequential decline of 0.8%.

One of the unusual phenomenon in a monsoon month is a sudden rise in power
generation. Power output has seen a massive growth in August due to a severe rainfall
deficiency in large parts of the country and the consequent higher demand for
electricity from both the residential and the agricultural segments. The demand for
power also led to higher coal demand in thermal power plants. While the growth in
the coal sector’s output dropped sequentially by 1.5% MoM, it grew by 17.9 per cent
YoY and was the second best among the eight industries. The fertilizer industry
reported an annual growth of 1.8% YoY and 1.1% MoM which has been relatively
muted and possibly indicates the effect of an irregular monsoon and further risks of El
Nino going forward.

As in the earlier months, the relatively weak output in the oil and gas sector contfinues
to pull down the overall core index.

Cumulatively, in the five-month period of the current fiscal, core sector output has
grown by a strong 7.6% YoY albeit lower when compared to 10.0% in the first five
months of 2022-23, the latter on a more favourable base factor. The healthy print in
the core sector, partly supported by a weaker base, is likely to translate into a steady
IIP growth print for Aug-23 at high double digits and reflects improved industrial activity
so farin the current fiscal.
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Chart 1: Annual and sequential growth in core sector in August 2023
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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 9,700
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 its
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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