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Improved demand with moderating cost pressures keeps business sentiments upbeat
07-Sep-2022

PMI Manufacturing continued to tread on a steady path with the index remaining
fairly stable at 56.2 in Aug-22 vs. 56.4 in Jul-22. A confluence of favorable factors such
as improvement in demand conditions, pick up in new business orders and strong
output growth helped the index to sustain its momentum. Higher sales before the
onset of festive season, improved capacities, and elimination of all Covid restrictions
have led Indian manufacturers to report the fastest increase in production in nine-
months. The narrative on the supply-side also exhibited some recovery with further
improvement in delivery times as supply-chain bottlenecks ease. On the price front,
inflation concerns seem to have partially abated as the rate of input cost rises
softfened to a one-year low, however, there was additional pass through of higher
freight, labour, and material costs, leading to some upward revision in output prices.
The easing of input cost pressures also led the business sentiment to strengthen further
from a 27-month low in Jun-22. The degree of optimism was at its highest in six years.
The predictions of stronger sales, new enquiries and marketing efforts all boosted
confidence in Aug-22.

PMI services also recouped some of its lost momentum rising from a four-month low of
55.5in Jul-22 to 57.2 in Aug-22. The rebound was on the back of new business gains
amid reports of favorable demand conditions and successful advertising efforts. At
the sub-sector level, there were quicker increases in new business and oufput in
Transport, Information & Communication and Finance & Insurance. Amid resilient
demand conditions, service providers opted to protect their margins from cost
increases by raising their selling prices. While output charges for Consumer and Real
Estate & Business services rose at quicker rates, there was a slowdown for Finance &
Insurance and Transport, Information & Communication fees. Nevertheless, the
business sentiment strengthened significantly for the services sector, reaching its
highest level since May-18.

With aggregate output growth and new work orders in manufacturing as well as
services, the composite PMI also recorded an expansion from 56.6 in Jul-22 to 58.2 in
Aug-22.

Domestic demand conditfions is expected to remain favourable amid combination of
festive heavy H2 FY23 and pent-up demand (esp. for services) amidst high
vaccination coverage. Expectation of a further moderation in inflation, along with
likely bonus pay-outs and expected hike in dearness allowance for government
employees, could further support discretionary consumption thereby keeping both
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the manufacturing and the service sectors buoyant. Capex oriented public spending
contfinues to offer the much-needed fiscal impulse, and would hopefully benefit
manufacturing capacity utilization further, which has recovered to above pre-
pandemic levels, at 74.5% as of Mar-22.

While the domestic economy appears resilient at this stage, downside risks do remain
due to adverse global factors (like tightening of global financial conditions, higher
interest rates, elevated geopolitical uncertainty, etc.) that can constrain external
demand significantly in H2 FY23. The IMF in its Jul-22 World Economic Outlook update
had slashed its 2022 global growth forecast by 40 bps to 3.2% and frade volume
growth by 90 bps to 4.1%. While we continue to remain optimistic about the domestic
growth scenario, the dip in the external demand due to weakening global growth
and rising interest rates could offset these gains. Considering the lower than expected
GDP printin Q1 FY23 (13.5%), we see a downside risk of 30-40 bps to our full-year GDP
growth projection of 7.5%.

Says Suman Chowdhury, Chief Analytical Officer, Acuité Ratings & Research “The
onset of the festive reason, the moderation in commodity prices and the improved
business outlook, as reflected in the PMI for Aug-22, have still kept alive the
expectations of a 7.0%+ GDP growth in the current fiscal. Nevertheless, the weakness
in export momentum due to global headwinds and the uneven distribution of
monsoon may pose risks to the growth trajectory.”

Annexure

Chart 1: PMI manufacturing and services remain resilient despite global headwinds
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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 9,200
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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