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Inflationary pressures continue to weigh on business confidence
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The decline of the pandemic intensity in India has given way to a fresh set of geo-
political uncertainties which led India’s PMI manufacturing to ease slightly to 54.0 in
Mar-22 from 54.9 in Feb-22. While the overall business environment in the month of
Mar-22 improved led by the year-end seasonality and complete unwinding of
lockdown restrictions, domestic factory orders and production grew at a softer pace;
additionally, new export orders also recorded a decline in Mar-22. On the price front,
the manufacturers have been grappling with higher costs due to continuous rise in
input price pressures. Amongst commodities, price of chemicals, energy, textile, food
products and metals continued to trail higher. The sustained increase in input costs
led producers in some sectors to pass on the additional cost pressures to end
consumers. The concerns over rising inflation led business confidence to also fall fo a

two-year low level.

On the other hand, PMI services rose to 53.6 in Mar-22 from 51.8 in Feb-22 recording
the strongest pace of expansion since Dec-21. The improvement was led by a revival
in the contact intensive services on the back of normalization of consumer mobility,
upftick in new business orders and strengthening demand conditions. The improving
demand was primarily from the domestic market, while demand from the overseas
market continued to decline. The narrative on the price front is similar to that of
manufacturing sector. The service providers have been facing increased price
pressures amidst the creation of global supply shock due to the ongoing standoff
between Russia and Ukraine. This resulted in the sharpest upturn in input costs which
rose to more than a decade high in Mar-22. Service providers also confinued to
transfer additional cost burdens to customers as higher prices have started to impact

operating margins of the firm.

In essence, business confidence across manufacturers and service providers
remained subdued led by continued rise in inflationary pressures. The amplifying
hostilities between Russia and Ukraine has resulted in a sharp rise in prices of certain

commodities such as crude oil, gas, wheat, fertilizers, coal, edible oils etc. which is
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expected to gradually feed into India’s inflation basket. The imposition of
unprecedented levels of sanctions on Russia by the western nations, have cast a fresh
uncertainty on the global growth outlook and is set to pose a downside risks to the
domestic growth prospects given the disruption in the global commodity markets and
the global supply chain of some products. The adverse impact of inflation and supply
chain concerns on business sentiments may however be partly offset by several
government initiatives and fiscal incentives that will help create a paradigm shift in
manufacturing sector over the medium to long term. Some of these include the rollout

of the PLI schemes for the manufacturing sector, extension of ECLGS scheme for MSME

sector and introduction of a new law for ushering in reforms for SEZs.

Annexure

Chart 1: PMI manufacturing eases, PMI services improves marginally in Mar-22
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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 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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