Acuite

RATINGS & RESEARCH

Press Release

Higher crude oil prices due to geo-political events may pull down near term growth

14 March 2022

After hitting a 10-month low in Dec-21, India’s Index of Industrial production (IIP)
recovered marginally expanding by 1.3% YoY in Jan-22 from an upwardly revised
print of 0.7% in Dec-21 (earlier 0.4%). However, the subdued industrial activity due
to the state level lockdown restrictions imposed amidst the spread of Omicron
variant clearly goft reflected in the sequential print. As such, the industrial output
on sequential basis remained flat from an expansion of 7.8% in Dec-21.

From the industry side, contraction was recorded in the manufacturing space (-
0.9% MoM in Jan-22 vs. 7.6% in Dec-21) with 15 out of 23 industries recording a
sequential decline. Further, mining (3.7% MoM vs. 7.6%) and electricity output (1.9%
MoM vs. 9.9%) also recorded some moderation. The industrial and mining activities
which had been gradually recovering from coal supply problems faced during
Oct-Nov'21 is likely to be confronted with fresh headwinds amidst the geopolitical
tensions in Russia and Ukraine. Significant surge in coal prices may reduce coal
imports, thereby putting additional pressure on domestic production and
increasing supply bottlenecks. This can have a cascading impact on the industries
such steel, cement, aluminum etc. that are heavily reliant on coal for its
production.

On use-based side, sequential contraction was recorded in capital goods,
consumer durables as well as consumer non-durables. On a cumulative
annualized basis as well (Apr-Jan FY22), the output for capital and consumer
durable goods have continued to track way below their pre-pandemic levels.
Nonetheless, it is important to note that the overall cumulative industrial output for
Apr-Jan FY22 has marginally surpassed the corresponding pre-pandemic level of
FY20.

Although not very significant, the Omicron wave dented the pace of growth
recovery that posted a good run post the second Covid wave amidst a mix of
pent-up, festive and some organic demand. While there has been some quick
and healthy turnaround in industrial activities with Omicron cases having peaked
rather quicky, the increasing commodity prices especially crude oil prices and
fresh supply chain bottlenecks in the context of Russia-Ukraine crisis is likely to
impact industrial production in the near term. Additionally, a scale back of fiscal
and monetary policy support in the major economies and significant financial market
volatility (amidst rising interest rates, quantitative tightening, and geopolitical
concerns) could weigh on overall growth momentum. From growth perspective, we
expect GDP growth for FY23 at 7.5% amidst government's strong thrust on
infrastructure segment, solid coverage on vaccination, moderate recovery in rural
consumption and the full play out of pent-up demand although it is likely to be partly
offset by high crude oil prices and higher than expected inflationary pressures.
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Annexure

Chart 1: Capital & Consumer Durables still trail way below pre-pandemic levels
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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 9,000
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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