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13 November 2021

India’s Index of Industrial production (lIP) slid to a 7-month low of 3.1% YoY in Sep-21
vs. 12.0% in Aug-21 primarily led by a tapering of the favorable statistical base, a
slowdown in the momentum of the industrial recovery, raw material shortages in some
sectors along with some impact of backloaded monsoon linked disruption.

Looking at the overall frajectory for H1 FY22, industrial production after faltering during
the second Covid wave, recouped its lost momentum in the months of Jun-Jul 21.
However, in the month of Aug-Sep 21 the sequential momentum eased with the index
confracting for the second consecutive month by -2.4% MoM in Sep-21 after a
marginal -0.1% in Aug-21. The decline in sequential print was led by broad-based
contraction in the output of electricity (-11.0% MoM) followed by mining (-8.4% MoM)
and manufacturing (-0.5% MoM). Electricity output declined amidst a significant drop
recorded in coal production caused by prolonged monsoon spell preventing
replenisnment of coal inventory, leading to coal shortages in the thermal power
stations. Clearly, the impact of decline in coal production was also visible in the mining
activity. One of the key factors behind the lacklustre IIP print in Sep-21 is the weak
performance of the auto sector. Except for Commercial Vehicles (CVs), the
production and sales of both Passenger Vehicles (PVs) and Two Wheelers (2Ws) have
seen a significant decline on a YoY basis due to both slowdown in demand as well as
production constraints arising due to shortages of semiconductors. PV sales volumes
have witnessed a sharp 31.2% dip in Sep’'21 and 2W volumes also shrank by 13.1% in
the same month with the trend continuing in Oct-21 as well. A similar narrative has also
emerged from our proprietary AMEP (Acvuité Macroeconomic performance) index
(AMEP correlation with IIP stands at 98%, chart 1) which after having recovered post
the second wave has shown signs of plateaving. (For details refer:
hitps://www.acuvite.in/pdf/PR Index Launch Oct-21.pdf).

While the industrial output for Sep-21 is higher as compared to the pre-pandemic
period (Sep-19) asreflected by the 4.1% growth in the index, the cumulative industrial
output for Apr-Sep’'21 is still marginally lower by 2.2% as against Apr-Sep’19, primarily
reflecting an incomplete and uneven recovery particularly in the manufacturing
space.

On the use-based side, sequential contraction was registered in primary goods
followed by construction goods, and intermediate goods. Encouragingly, consumer
goods overall have contfinued to show a sequential uptick since Jun-21 with consumer
durables clocking a healthy 6.7% MoM presumably due to the expectation of festive
demand. However, consumer non-durables showed a slight sequential contraction,
reflecting some persistent weakness in rural demand. On cumulative basis for first six
months of the fiscal (Apr-Sep’21), barring infermediate and construction goods, all
other sectors are still below the pre-pandemic levels with major drag coming from
capital goods and consumer durables (Chart 2).
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While the recent surge in global commodity prices and supply chain disruptions
primary led by global semiconductor chip shortages along with the recent energy
crisis is likely to impact sequential growth in IIP in the near term, we continue to
maintain our FY22 GDP forecast at 10.0%. Factors that remain is favour of India’s
growth recovery include 1) Near complete removal of lockdown restrictions 2) Strong
pick up in the pace of vaccinations 3) Robust export growth with outbound shipments
clocking a growth of 55.1% in Apr-Oct’'21 and 4) Healthy run of central government
capital expenditure. Additionally, accommodative policy backdrop will continue to
provide support to India’s growth trajectory.

Annexure

Chart 1: AMEP index serves as a predecessor to IIP index
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Chart 2: 1IP for H1 FY22 still at -2.2% lower vs. pre-pandemic level
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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 8,900
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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