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Sentiments dampened by increasing Covid cases and inflationary pressures

6-January-2022

India’s PMI manufacturing eased to 55.5 in Dec-21 from a 10-month high of 57.6 in
Nov-21. Nevertheless, it has continued to frail in the expansion zone for the sixth
consecutive month. Improving demand scenario from domestic as well as
international markets led to arise in new orders in Dec-21 albeit at a slower pace. This
induced firms to continue with their inventory build-up as also evidenced by robust
upturnininput buying levels. On the price front, input cost inflation is still hovering close
to eight-years high with companies facing high price pressures for a wide range of
items including chemicals, food items, electronic components, metals, and textiles.
However, a majority of the firms decided to keep selling prices unchanged to

generate higher demand, leading output prices to rise only marginally.

PMI services also moderated in Dec-21 to a three-month low of 55.5 from 58.1 in Nov-
21. While the services sector reported a growth in business activities, the pace of
expansion moderated. The underlying data revealed that the increase in new orders
was primarily led by re-opening of establishments in the domestic market. Meanwhile,
new work orders particularly related to travel and tourism from international market
fell due torise in Covid cases globally. Moderation in work orders led payroll numbers
to remain unchanged from Nov-21 levels with firms suggesting that the current
employment levels were adequate to cope up with existing workloads.
Encouragingly, price pressures in the services sector showed signs of easing in Dec-21

as both input and output cost rose at the slowest pace in the past three months.

The moderation in both PMI of manufacturing and services sector led composite PMI
index to ease to 56.4in Dec-21 from 59.2in Nov-21. Despite easing marginally, buoyant
performances in Oct-Nov'21 led the average index in Q3 FY22 for both PMI
manufacturing and services to rise to three quarters high. While manufacturers and
service providers were opfimistic that output would continue to increase in 2022,
overall business sentiment has been partly dampened by concerns surrounding
supply-chain disruptions, surge in Covid infections and the consequent risk of fresh

lockdowns as well as inflationary pressures. Going forward, while progress in the pace
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of vaccination, strong government spending along with continued monetary policy
support is expected to keep India’s growth recovery largely on track, the fresh surge
in infections led by a new virus variant may slow down that pace to some extent
although we believe that the economic impact of any such third wave would be

much lower.

Annexure

Chart 1: PMI manufacturing and services dip marginally in Dec-21
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Chart 2: Covid infections have recently started recording an uptick
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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 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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