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Industrial growth retracted sharply to 11.5% in May’10: Below than
expectations, but no worries

Industrial growth for May 2010 came in at 11.5% from 16.5% in April 2010 (revised
down from 17.6% estimated earlier), primarily on account of a deceleration in
manufacturing and mining sectors. However, IIP numbers in May 2010 are much
better than 2.1% a year ago. While the nhumbers are below expectations, it should
not be mistaken as any serious problem in Indian economy. Investment driving
segments i.e. capital goods and consumer goods posted good numbers though the
same were lower than last month. Intermediate goods, in spite of high base,
managed to record double digit growth.

B IIP numbers weaken: Industrial output grew at 11.5% in May’10, the eight straight
month of double digit growth but lowest in the last seven months mainly due to the
wearing down of the low base effect. Numbers were also sharply below market
expectations. The number came in against a growth of ~16.5% in the previous month
and ~2.1% a year ago. IIP growth for April 2010 has been revised to 16.5% from
17.6% reported earlier.

® ‘Manufacturing’ clocked 12.3% growth in May’10 compared with 17.9% in April and
1.8% a year ago. Fifteen out of the 17 industry groups showed positive growth except
‘Wood products’ (-5.7%) and ‘Beverages’ (-3%). ‘Metal products’ and ‘Transport
equipment’ continued previous month’s trend and posted a growth of 39.8% and 25.2%
respectively. However, growth was slower than the trends seen last month. Other
sectors witnessing strong growth included ‘Jute and Fiber textiles” (+26.9%),
‘Machinery equipment’ (+24.8%), '‘Rubber, Petro and Coal products’ (15.4%) and
‘Leather products’ (+12.9%). Textile segment which is the largest employment
generator in India after agriculture also maintained growth and came at 5.6%.

® Among the other major constituents of the IIP, *Mining’ and ‘Electricity’ grew at
8.7% and 6.1% against 3.4% and 3.3% in May’09 respectively.

INDUSTRIAL GROWTH (%)

May-10 Apr-10 May-09 Apr-May 10 Apr-May 09

Total industry output 11.5 16.5 2.1 14.0 1.6
Mining 8.7 11.7 3.4 10.2 3.4
Electricity 6.4 6.5 3.0 6.6 4.8
Manufacturing output 12.3 17.9 1.8 15.1 1.1
i. Basic good 7.9 8.7 3.8 8.5 4.1
ii. Capital Goods 34.3 69.9 -3.6 50.9 -4.7
iii. Intermediate Goods 10.2 10.6 6.6 10.4 7.3
Consumer Goods 8.2 11.9 -1.1 10.0 -2.9
i. Consumer Durables 23.7 32.8 13.2 28.1 15.3
ii. Consumer non Durables 2.4 4.5 -5.5 3.5 -8.0
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IIP growth at 11.5% for May 2010

May' 10 Industrial growth moderated to
11.5%, but managed to stay in double digits.. (%)
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B Capital Goods and Intermediate Goods suggested lower growth in IIP: Capital
goods, once again, acted as a major swing factor. In Apr'10, stellar growth of ~70% in
capital goods led IIP number to post a growth of 16.5%. Whereas in May’10, IIP growth
eased on the back of a relatively moderation in capital goods growth at ~34%. Growth
in intermediate goods continued to soften for the fourth straight month from 21.9% in
Jan’10 to 10.2% in May’10. High base effect in intermediate goods is likely to play out

June onwards.

High Base effect likely to play a crucial

®m Dynamics of the Base Effect: IIP growth (Y-0-Y)
in last few months was exaggerated by low base
effect which is likely to drop June’l0 onwards. A
reversal from low base to high base is likely to
bring overall IIP growth to high single digits by
June, thus exhibiting slower growth. It is also
expected that in the coming six month IIP growth
would witness a more steady state and a
sustainable path. But this decelerated growth in
industrial production should not be understood as

role June onwards......
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a slowdown.

IP Srneral

Outlook: Previous eight months in a row saw a double digit growth in IIP which is a big
cyclical uptick and seems over now. Going ahead, IIP is expected to calm down to high single

digits in coming months but should not be mistaken for a slowdown.
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Disclaimer: This document has been prepared by Bajaj Capital Centre for Investment Research (BCCIR), a unit of
Bajaj Capital Limited (BCL).

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an
official confirmation of any transaction.

The information contained herein is from publicly available data or other sources believed to be reliable. We do not
represent that information contained herein is accurate or complete and it should not be relied upon as such. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigations as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved). The
investment discussed or views expressed may not be suitable for all investors.

Affiliates of BCL may have issued other reports that are inconsistent with and reach to a different conclusion from the
information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of
or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use

Bajaj Capital Centre For Investment Research 3




IIP growth at 11.5% for May 2010

would be contrary to law, regulation or which would subject BCL and affiliates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to
inform themselves of and to observe such restriction.

In no event shall BCL, any of its affiliates or any third party involved in, or related to, computing or compiling the
information herein have any liability for any damages of any kind. Any comments or statements made herein are those
of the analyst and do not necessarily reflect those of BCL and affiliates.

This Document is subject to changes without prior notice and is intended only for the person or entity to which it is
addressed and may contain confidential and/or privileged material and is not for any type of circulation. Any review,
retransmission, or any other use is prohibited.

BCL will not treat recipients as customers by virtue of their receiving this report.
BCL, its directors, employees and/or its associates/affiliates or their employees may have interest and/or hold

position(s), financial or otherwise in the securities mentioned in this service.
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