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Moderation in commodity prices can improve growth prospects
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PMI Manufacturing started the quarter on a good note with the index rising to an
eight-month high of 56.4 in Jul-22 from 53.9 in Jun-22. A coalition of favorable factors
such as better demand conditions, pick up in output levels and moderation in price
pressures have led the PMI manufacturing index to remain buoyant despite the global
slowdown weighing on India’s export growth. New export orders rose at a moderate
pace that was the weakest in the four-month period of the current fiscal. This is also
reinforced in India’s export print which eased to a 4-month low in Jul-22 to USD 35.2
bn from USD 37.9 bnin Jun-22. Encouragingly, due to moderation in commodity prices,
cost burden for the producers eased leading the input cost inflation to rise at a slower
pace. Nevertheless, despite the strong performance of the manufacturing industry,
overall job creation remained subdued. Majority of the survey respondents opted to
retain the current workforce size amid a lack of pressure on operating capacity and
some level of future uncertainty.

PMI services, on the other hand, lost some momentum moderating from an 11-year
high of 59.2 in Jun-22 to 55.5 in Jul-22 led by weaker revenue growth and still higher
prices confining the uptick in business activity. Nevertheless, some respite the
moderation in commodity prices helped the input as well as output prices to increase
at the slowest pace since Feb-22. Underlying data indicated that the domestic market
remained the key source of revenue growth as international demand for Indian
services worsened further. However, some offsetting impact to India’s domestic
demand came from unfavorable weather conditions (monsoon rains), and fierce
competition with the sector. The rate of job creation was fractional and broadly similar
to Jun-22. As per the survey participants, majority of service provides left payroll
numbers unchanged amid a lack of strong order book growth.

Despite the resilient macroeconomic backdrop, overall business confidence amongst
manufacturers and service providers remained muted amid uncertain global growth
outlook. IMF in its latest World Economic Outlook, downgraded world GDP growth for
2022 further by 40 bps to 3.2% and for 2023 by 90 bps to 2.9% (i.e., compared to Apr-
22 estimates). This is likely to exert a downward impact on growth on India (via
exports). Notwithstanding the weakness in external metrics and the rising interest rates,
India’s economic activity has remained fairly buoyant in FY23 so far. The correction in
global commodity prices seen in Jun-Jul'22 definitely comes as support for growth
outlook. The softening is likely to provide producers some respite in the face of a sharp
rise in input costs experienced in the last one year. In addition, the revival in south-
west monsoon activity, capex focused cenfral government expenditure and high
vaccination coverage bodes well for India’s growth trajectory. Going forward, we
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expect services sector to continue to recuperate at a faster clip than the

manufacturing sector. Assuming risks to be broadly balanced at this stage, we
contfinue to hold to our FY23 GDP growth projection of 7.5%.

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 9,000
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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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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