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HIGHLIGHTS 
 

 The long-awaited revision of the base year of the Index of Industrial Production (IIP) to FY2012 from FY2005 indicates that volume 
growth in the industrial sector in the last five years has not been as anaemic as previously feared. Average monthly IIP growth in year-
on-year (YoY) terms between April 2013 and March 2017 was 4.0% according to the new series, higher than the 1.5% estimated under 
the old series. 

 The revision in the base has reduced the volatility in the IIP series, with a decline in the standard deviation in the IIP index to 2.3% 
from 2.8% for the old series. Moreover, the volatility of the capital goods sector has declined under the new series, with the standard 
deviation between April 2013 and March 2017 easing, while remaining considerable at 6.7%, from 13.5% under the old series. 

 The new IIP series has indicated a broad-based decline in growth to 2.7% in March 2017 (+2.5% on FY2005 base) from 6.5% in March 
2016 (-1.3% on FY2005 base). Five of the six use-based categories (except consumer non-durables) recorded a weaker YoY 
performance in March 2017 relative to March 2016. However, the initial print for March 2017 is stronger than our forecast of a +1.8% 
growth (on the FY2005 base).  

 The new IIP series with the FY2012 base has indicated an uptick in IIP growth to 2.7% in March 2017 (+2.5% on FY2005 base) from 
1.9% in February 2017 (-1.2% on FY2005 base). This pickup is in line with the trends available from several other early indicators, 
spanning mining, electricity, manufacturing, trade, transport and financing.  

 Early indicators present a mixed picture for industrial growth for April 2017, with contraction in coal output, decline in growth of 
electricity and an improvement in growth of automobile production. 

 

MAJOR REVISIONS IN METHODOLOGY 
 
The new IIP series with a revised base of FY2012, was released by the Central Statistics Office (CSO), with a coverage of 809 items (covering 
80% of items at 3-digit level of NIC-2008), compared to 620 items in the old FY2005 base, aimed at providing a more updated and accurate 
representation of the Indian economy. These products have been clubbed in 405 item groups (397 in FY2005 Base series) pertaining to the 
manufacturing sector, while mining and electricity sectors will be represented by a single item index. With in the manufacturing sector, 149 
new items (like steroids and hormonal preparations, cement clinkers, medical/ surgical accessories, pre-fabricated concrete blocks, refined 
palm oil) have been added in the FY2012 base series, while 124 items (such as Biaxially Oriented Polypropylene (BOPP) Films, calculators, 
Colour TV picture tubes, Gutka) have been removed in the new series. The basket of the mining sector will now comprise of 29 minerals as 
opposed to 62 minerals in the mining basket of FY2005 series. The weightage accorded to various categories has also been revised (refer 
Table 1), with the weight for manufacturing and mining sectors increasing by 2.1 percentage points (ppt) and 0.2 ppt, respectively, while the 
weight of electricity sector has been revised down by 2.3 bps, despite additional coverage of renewable energy.  
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Table 1: Change in sectoral weights under the new IIP series with FY2012 base  

 FY2005 Base FY2012 Base 

Sectors Weights (%) Item Groups Weights (%) Item Groups 

Mining 14.2% 1 14.4% 1 

Manufacturing 75.5% 397 77.6% 405 

Electricity 10.3% 1 8.0% 1 

Use Based Sectors   

Primary Goods 45.7% 88 34.1% 15 

Intermediate Goods 15.7% 106 17.2% 110 

Capital Goods 8.8% 73 8.2% 67 

Infrastructure/ 
Construction Goods 

NA NA 12.3% 29 

Consumer Durables 8.5% 43 12.8% 86 

Consumer Non-Durables 21.3% 89 15.3% 100 

Source: Central Statistics Office (CSO), ICRA research  

In the use based category, the classification has been reframed by replacing “Basic Goods” category with “Primary Goods” category and introducing a new 
“Infrastructure/ Construction goods” category. As a result, the weight of various use-based categories has undergone a significant change (refer Table 2), with share of 
primary goods (basic goods in FY2005 base), capital goods and consumer non-durables declining by 11.6ppt, 0.6ppt and 6.0ppt, respectively, while the share of 
intermediate goods and consumer durables has been increased by 1.5ppt and 4.4ppt, respectively. The weight of the newly added Infrastructure/construction goods 
category has been earmarked at 12.3%.  
 
Moreover, the new series will now capture data in terms of ‘work in progress‘ for the capital goods sector, to better represent growth and to avoid reporting of 
production figures in bulk after the completion of production. This is aimed at reducing the volatility in growth for this sector, and is a welcome development.  
 
In addition, the CSO has announced the establishment of an institutional mechanism for facilitating dynamic revision of list of products and the panel of factories, through 
a Technical Review Committee. This Committee will meet at least once a year for identifying new items that need to be included in the item basket and removing those 
that have lost its relevance in the industrial sector or are no longer being produced. This is a significant improvement over the existing system, and would aid in providing 
an accurate assessment of the evolving characteristics of Indian industry.  
 
 

KEY TRENDS REVEALED BY NEW SERIES 
 
The new IIP series indicates that volume growth in the industrial sector in the last five years has not been as anaemic as previously feared. Average monthly IIP growth in 
YoY terms between April 2013 and March 2017 stood at 4.0% according to the new series, higher than the 1.5% estimated under the old series. In particular, average 
monthly growth for the manufacturing sector has increased to 3.9% under the FY2012 series, from the paltry 0.9% growth under the FY2005 series. Similarly, average 
monthly growth for mining and electricity sub-sectors has increased to 2.0% (from 1.3%) and 8.2% (from 6.3%), respectively, under the new series. Nevertheless, annual 
growth of manufacturing and mining remained sub 5.5% from FY2013 to FY2017. While mining and manufacturing recorded a meaningful improvement in growth in 
FY2017 relative to FY2016, volume expansion remained moderate. Electricity has remained the fastest growing sector since FY2014.  
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For the use based categories, average monthly growth for all the sub-categories, except primary goods sector, increased during the period from April 2013 to May 2017, 
namely, capital goods (to +0.1% from -2.5%), intermediate goods (to +3.8% from +2.3%), consumer goods (to +5.2% from -1.7%) and consumer non-durables (to +5.0% 
from +0.8%). However, average monthly growth for the primary goods sub-sector declined to 4.0% during the period under consideration under the new series, from 
4.3% growth under the old series.  
 
Compared to the old IIP series, the volume growth indicated by the new IIP series appears to be more closely aligned to the GVA expansion for industry (less construction) 
on the common FY2012 base year, which has addressed the issues that arose on account of the difference in composition (refer Chart 1). For example, in FY2013, while 
GVA - industry less construction expanded by 4.6%, IIP growth under the new series was 3.3%. In contrast the IIP series with the FY2005 base had estimated a lower 1.1% 
growth for that year. In FY2015 and FY2016, the divergence between the GVA growth for industry less construction and IIP growth (under FY2012 series) was substantial, 
which is likely to be on account of the fact that IIP records volumes and GVA focuses on value addition. 
 
Chart 1: Growth of IIP and GVA of Industry excluding Construction                    Chart 2: Number of months of contraction for IIP and sub-sectors: April 2013-March 2017 

 
 
Source: CSO, ICRA research 
 
Moreover, the revision in the base has reduced the volatility in the IIP series, with a decline in the standard deviation in the IIP index to 2.3% for the new series, from 2.8% 
for the old series, led by the manufacturing sector (to 2.5% from 3.4%). However, the mining and electricity sectors witnessed an increase in standard deviation under the 
new series, compared to old series. Furthermore, the volatility of the capital goods sector has declined under the new series, with the standard deviation between April 
2013 and March 2017 easing, while remaining considerable at 6.7%, from 13.5% under the old series, attributable to above mentioned work in progress category. In 
particular, the capital goods sector has witnessed a significant revision in growth during the months from November 2015 to November 2016 under the new series; 
average monthly growth during this period is estimated at 4.9% by the new series, in stark contrast to the 17.6% contraction reported by the old-series. Similarly, the 
standard deviation for capital goods during the said period declined to 6.6% under the new series, compared to 11.2% under the old series.  
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In addition, the number of months of contraction for the IIP has declined significantly between old and new IIP series (refer Chart 2). Between April 2013 and March 2017, 
the new series indicates only once instance of the IIP having contracted (in June 2013), compared to 16 such instances under the old series. Similarly, all the sub-
sectors/use-based industries of the IIP (except mining; and primary goods) witnessed a significant decline in number of months of contraction under the new series.  
 
Similar to the trend in the old IIP series, the capital goods sector has remained the weakest performing use-based category in the new IIP series, in each year since FY2013 
(refer Table 2). Moreover, capital goods output contracted in FY2014 and FY2015, the only use-based category to record a YoY de-growth since FY2013. As a result, 
average monthly growth for the sector is marginal at 0.1% over April 2013-March 2017. Overall, these trends are consistent with the weak investment activity in the 
economy, as alluded to by several other indicators. The healthier growth displayed by consumer durables and non-durables, particularly in FY2017, also highlights that 
Indian economic growth in recent quarters has been driven by consumption.  
 
Table 2: Trend in IIP Growth under new series 

  Sectoral Use-Based Classification 
 IIP Mining Manufacturing Electricity Primary Capital Intermediate Infrastructure/ 

Construction 
Durables Non-Durables 

Weight 100. 0% 14.4% 77.6% 8.0% 34.0% 8.2% 17.2% 12.3% 12.8% 15.3% 

Month           

FY2013 3.3% -5.3% 4.8% 4.0% 0.5% 0.4% 5.1% 5.4% 5.0% 6.1% 

FY2014 3.3% -0.2% 3.6% 6.0% 2.3% -3.6% 4.5% 5.7% 5.7% 3.7% 
FY2015 4.1% -1.3% 3.8% 14.8% 3.7% -0.8% 6.2% 5.0% 4.0% 4.1% 
FY2016 3.4% 4.3% 3.0% 5.7% 5.0% 2.1% 1.6% 2.8% 4.3% 2.7% 
FY2017 5.0% 5.3% 4.9% 5.8% 4.9% 1.9% 2.9% 3.9% 6.1% 9.1% 

           

Feb-16 7.4% 11.3% 6.7% 9.5% 10.5% 3.9% 5.3% 11.1% 10.2% 1.4% 
Mar-16 5.5% 4.7% 5.0% 11.9% 9.7% 0.4% 5.3% 11.3% 4.8% -3.4% 

           

Feb-17 1.9% 4.6% 1.4% 1.2% 0.8% -3.1% 2.2% -2.0% -2.9% 12.4% 
Mar-17 2.7% 9.7% 1.2% 6.2% 5.7% -1.0% -1.4% 0.8% -0.8% 7.6% 

Source: Central Statistics Office (CSO), ICRA research  

 
 
PERFORMANCE IN MARCH 2017  

 
The new IIP series with the FY2012 base has indicated a broad-based decline in growth to 2.7% in March 2017 (+2.5% on FY2005 base) from 6.5% in March 2016 (-1.3% on 
FY2005 base). However, the initial print for March 2017 is stronger than our forecast of a 1.8% growth (on the FY2005 base). Five of the six use-based categories recorded 
a weaker YoY performance in March 2017 relative to March 2016, namely primary goods (+5.7%; +9.7%), infrastructure/ construction goods (+0.8%; +11.3%), 
intermediate goods (-1.4%; +5.3%), consumer durables (-0.8%; +4.8%) and capital goods (-1.0%; +0.4%). In contrast, output of consumer non-durables recorded a healthy 
growth of 7.6% in March 2017, after having contracted by 3.4% in March 2016. 
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In sequential terms, the new IIP series has indicated an uptick in IIP growth to 2.7% in March 2017 (+2.5% on FY2005 base) from 1.9% in February 2017 (-1.2% on FY2005 
base). This pickup resonates the trends available from several other early indicators, spanning mining, electricity, manufacturing, trade, transport and financing. The 
sequential uptick in IIP growth in March 2017 was led by primary goods, infrastructure/construction goods, consumer durables and capital goods. The de-growth in capital 
goods narrowed to 1.0% in March 2017 from 3.1% in February 2017. Moreover, the pace of growth of IIP excluding capital goods improved to 2.7% in March 2017 from 
0.6% in February 2017. Similarly, the de-growth in consumer durables eased to 0.8% in March 2017 from 2.9% in February 2017. Moreover, the pace of growth of primary 
goods increased considerably to 5.7% in March 2017 from 0.8% in February 2017, whereas infrastructure/construction goods rose by 0.8% following the 2.0% de-growth 
in February 2017. However, the intermediate goods production contracted by 1.4% in March 2017 after having expanded by 2.2% in February 2017, while growth of 
consumer non-durables slowed sharply, albeit to a healthy 7.6% in March 2017 from 12.4% in February 2017. The sequential improvement in the IIP growth in March 
2017 was nevertheless weaker than the pickup in core sector growth (to +5.0% in March 2017 from +1.0% in February 2017).  
 
In terms of the sectoral classification, the performance of all the sectors, except for mining weakened in March 2017 relative to March 2016. Manufacturing output 
growth slowed considerably to 1.2% in March 2017 from 5.0% in March 2016, exerting the key drag on the industrial performance in that month. Moreover, the pace of 
expansion of electricity generation nearly halved to 6.2% in March 2017 from 11.9% in March 2016. In contrast, mining output growth improved to 9.7% in March 2017 
from 4.7% in March 2016, led by the sharp rise in coal output.  
 
 

PERFORMANCE IN FY2017 

 
IIP growth improved to 5.0% in FY2017 (+0.6% on FY2005 base) from 3.4% in FY2016 (+2.4% on FY2005 base), led by consumer non durables (to +9.1% from +2.7%), 
consumer durables (to +6.1% from +4.3%), infrastructure/construction goods (to +3.9% from +2.8%) and intermediate goods (to +2.9% from +1.6%), whereas primary 
goods (to +4.9% from +5.0%) and capital goods (to +1.9% from +2.1%) recorded a mild dip in growth. 
 
In terms of the sectoral classification, the performance of all the sectors improved in FY2017 relative to FY2016. Manufacturing output growth increased to 4.9% in 
FY2017 from 3.0% in FY2016, whereas mining output growth rose to 5.3% from 4.3%. Moreover, the pace of expansion of electricity generation inched up to 5.8% from 
5.7%, exceeding the other sectors in both years.    
 
Quarterly growth provides a somewhat disconcerting trend, with a slowdown in IIP growth over the course of FY2017, from 7.8% in Q1 (+1.2% in Q1 FY2016) to 5.3% in 
Q2 (+2.3% in Q2 FY2016) to 4.4% in Q3 (+4.3% in Q3 FY2016) and further to 2.8% in Q4 (+5.8% in Q4 FY2016), reflecting an unfavourable base effect. This slowdown in 
quarterly growth was led by manufacturing, whereas mining and electricity recorded a mixed trend.  
 
Moreover, IIP growth slowed from 6.2% in April-November 2016 to 2.8% in December 2016-March 2017, partly on account of the impact of the note ban, as well as an 
unfavourable base effect, with growth having risen from 2.5% to 5.2%, in the corresponding periods of the previous fiscal.   
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OUTLOOK 

 
The pickup in industrial growth to 2.7% in March 2017 from 1.9% in February 2017 can partly be attributed to the recovery engendered by remonetisation, which is likely 
to prove relatively sustainable. However, an attempt to meet year-end targets may have resulted in channel stuffing in some sectors in March 2017, given the somewhat 
weak performance in February 2017. Such sectors may record a slide in growth in April 2017. For instance, the output of Coal India Limited (CIL) contracted by 4.1% in 
April 2017 after expanding by a sharp 11.6% in March 2017, which is likely to adversely impact mining growth in the just-concluded month.  
Initial data released by the CEA indicates a deterioration in YoY growth of electricity generation to 3.9% in April 2017 (+14.7% in April 2016) from 5.8% in March 2017 
(+11.8% in March 2016), partly attributable to an unfavourable base effect. The sequential downtrend in April 2017 was led by a slowdown in expansion of thermal 
electricity generation to 1.7% in April 2017 from 5.2% in March 2017, which more than offset the improvement in the pace of growth of hydro electricity generation to a 
sharp 30.9% in April 2017 from 13.3% in March 2017.  
 
Encouragingly, the data released by the Society of Indian Automobile Manufacturers (SIAM) showed that growth in aggregate auto production improved to 5.9% in April 
2017 from 5.0% in March 2017, which would support manufacturing growth. The pickup in growth of auto production was led by improvement in production of 2-
wheelers, especially motorcycles, which increased to 4.6% in April 2017 from 0.6% in March 2017. However, the output of commercial vehicles contracted by 28.8% in 
April 2017, after having expanded by 2.8% in March 2017. In addition, the pace of growth of passenger vehicles output declined to +5.9% in April 2017 from +10.3% in the 
previous month.  
 
Overall, early indicators present a mixed picture for industrial growth for April 2017, with contraction in coal output, decline in growth of electricity and an improvement 
in growth of automobile production. In our view, IIP growth may ease in April 2017 relative to the healthy 6.5% recorded in April 2016.  
 
With the goods and services tax (GST) to be implemented from July 1, 2017, ICRA expects industry to pare inventory levels during the transition, mildly dampening 
production in Q1 FY2018. Moreover, Q2 FY2018 and Q3 FY2018 are likely to witness some adjustment, as the assessees get used to the new compliance procedures. The 
positive impact of the GST on economic activity is likely to be visible from Q4 FY2018 onwards.  
 
The improved monsoon prospects, a likely rise in minimum support prices for various crops and automatic stabilisers such as the rural employment guarantee scheme, 
would support rural consumption to some degree. Urban consumption would benefit from pay revision for state government employees and pensioners, which should 
bolster volume growth for consumer goods. A rise in capacity utilization to healthier levels would set the stage for a revival of private sector investments in the second 
half of this fiscal, which would support the performance of other sectors such as capital goods, infrastructure/construction goods and primary goods. 
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ANNEXURE A  
 

            
Chart 3: YoY Growth in IIP (new series)                                                                              Chart 4: YoY Growth in Sectoral Indices (new series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research  
 
 
 
Chart 5: Comparison of IIP growth (FY2012 and FY2005 series)                                   Chart 6: Comparison of mining growth (FY2012 and FY2005 series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research  
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Chart 7: Comparison of manufacturing growth (FY2012 and FY2005 series)               Chart 8: Comparison of electricity growth (FY2012 and FY2005 series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research  
 
 
 
 
Chart 9: Comparison of primary goods growth (FY2012 and FY2005 series)           Chart 10: Comparison of capital goods growth (FY2012 and FY2005 series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research  
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Chart 11: Comparison of intermediate goods growth (FY2012 and FY2005 series) Chart 12: Comparison of consumer durables growth (FY2012 and FY2005 series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research  
 
 
  
Chart 13: Comparison of consumer non-durables growth (FY2012 and FY2005 series) Chart 14: Infrastructure/construction goods growth (new series) 

 
Source: CSO; ICRA research                                                                                                      Source: CSO; ICRA research   
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ANNEXURE B  
 

            

Source Index of Eight Core Industries, Ministry of Commerce and Industry, Office of the Economic Advisor; ICRA research  

 

 

 

 

 

  

 
 

  

Growth in Index of 
Core Industries   

Index of Core 
Industries 

Coal Crude Oil Natural Gas Refinery 
Products 

Fertilizers Steel Cement Electricity 

Weight 37.9% 4.4% 5.2% 1.7% 5.9% 1.2% 6.7% 2.4% 10.3% 

Month          
Jan-16 5.7% 7.9% -4.7% -15.2% 8.9% 8.2% 0.0% 9.2% 11.6% 
Feb-16 9.4% 3.3% 0.7% 1.2% 10.9% 18.3% 6.1% 13.5% 15.8% 
Mar-16 9.3% 2.5% -5.1% -10.5% 10.8% 22.9% 7.8% 12.9% 17.9% 

                    
Jan-17 3.4% 4.8% 1.3% 11.8% -1.5% -1.6% 11.4% -13.3% 4.8% 
Feb-17 1.0% 7.1% -3.4% -1.7% -2.3% -5.3% 8.7% -15.8% 1.5% 
Mar-17 5.0% 10.0% 0.9% 8.3% -0.3% -0.8% 11.0% -6.8% 5.9% 
                    
FY2016 4.0% 4.5% -1.4% -4.2% 4.3% 12.5% -0.1% 5.0% 8.3% 
FY2017 4.5% 3.6% -2.5% -1.1% 5.4% 1.8% 9.3% -1.3% 5.1% 
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