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Has capacity utilization for India Inc. improved in H1?

Depressed sales in H1-FY24 has impacted the turnover to fixed asset ratio of India Inc. This ratio
is a closely used proxy for capacity utilization rate of the non-financial sector, in particular. Fixed
asset creation has still picked up in H1, with auto companies among others hinting at expanding
its total production capacity. Even crude oil and infrastructure companies have spoken of
balanced capex and growth mix, with former hinting at production augmentation plans.
However, what has been a concern is the muted growth in sales in comparison to the existing
stock of fixed assets. This held for industries such as chemicals and consumer durables where
some momentum was visible in H1FY23, but is now losing steam due to depressed sales. Some

core capital goods sectors such as infrastructure and iron and steel have held up well.

e Turnover to Fixed assets ratio of companies, which can be used as a proxy for capacity
utilization of the economy, has witnessed moderation in H1FY24 compared to H1FY23.
However, it was higher than that in 2019, 2020 and 2021.

e Excluding Banking and financial services (BFSI) the ratio has also come off, albeit higher
than the pre pandemic level.

o Depressed level of sales compared to pace of asset creation has resulted in the same.

e Sectoral data shows infrastructure, consumer durables and ship building were at the
top end of the spectrum. Major infra related sectors such as capital goods, auto and

ancillaries and chemicals were in the median range.

What H1 numbers reflect?

e A way of looking at capacity utilization in the economy is through the lens of ratio of
turnover to fixed assets ratio of India Inc. especially for the non-financial sector. Here
we analyzed balance sheets and P/L data of 1,982 companies for H1FY24. Excluding BFSI
companies, the count comes to 1,752 companies. For turnover, we have used the half
yearly net sales data and for fixed assets we have used the sum of fixed assets and
Capital work in progress.

e The H-1 data for the aggregate sample has moderated to 1.25 from 1.29, seen in the
corresponding period of previous year. Excluding BFSI sector, the turnover to fixed asset
ratio has come off to 1.04 from 1.14 in H1FY23, albeit remaining above the pre
pandemic level of 0.80, seen during H1FY19. Interestingly RBI data for Q1FY24 showed
capacity utilization rate of the economy moved down to 73.6% from 76.3% in Mar’23.
The main reason behind this is the softening of sales numbers which is visible since the
beginning of this financial year and the trend is continuing this quarter as well. Notably,
if we exclude the outlier industries (trading, diamond and jewellery and IT) which have
an inflated turnover to fixed assets ratio, due to their inherent way of functioning, the
ratio is below 1 at 0.98.



Industry wise picture:

Industries such as infrastructure, electricals and realty were at the top end of the
spectrum, posting a better ratio in HLFY24. Major infra related sectors such as capital
goods, auto and ancillaries and chemicals were in the median range while telecom,
power, construction materials, gas transmission and iron and steel were at the bottom.
Noticeably industries related to intermediate goods are the ones where fixed asset
creation happens at a faster pace than consumer centric industries where focus is on
sales. Thus these industries have a tendency of depressed turnover to asset ratio.

Fig 1. Turnover to Fixed asset ratio of industries in H1FY24
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18 of the 32 industries captured in this analysis registered a decline in turnover/assets
ratio in H1-FY24. But interestingly, with the exception of alcohol, FMCG, consumer
durables and ship building (albeit a very small sample size), all other industries had
higher ratios compared with pre-pandemic times.

If we compare the H1-FY24 ratio with H1-FY23, 92.5% of companies in our sample have
registered a drop in turnover, while only 45% of the industries have noted drop in their
pace of fixed asset creation in H1-FY24 compared to H1-FY23. This has brought down
the overall turnover to asset ratio of the sample. Only for infra, the ratio has shown
some degree of momentum in H1-FY24 compared to H1-FY23 (+52bps increase in ratio).
This was driven by improvement in ratio of companies related to Transmission
Towers/Equipment. Other than infrastructure, Automobile & Ancillaries also showed
15bps increase in the ratio largely driven by lower pace of creation in fixed assets rather
than improvement in sales numbers.

For sectors such as chemicals, industry gas and fuels and consumer durables, the drop
in ratio was more on account of sharp drop in sales compared to that of fixed assets. In
case of crude oil, increase in pace of asset creation as is the trend historically, has led to
a lower ratio of the sector. For Iron and Steel sector, despite an improvement in fixed
asset creation, fairly stable sales numbers have supported the ratio.

However, what comes as a comfort is that despite some moderation in the overall ratio,
68% of companies have shown a ratio which is higher than the aggregate sample. So

there is some in-built momentum that is prevalent. These companies were in sectors



such as automobiles, capital goods, consumer durables, crude oil and infrastructure.
However, Power, Telecom and construction materials due to their inherent nature

disappoint on this front.

Table 1: Turnover to Fixed Assets Ratio of companies (non-financial)

Sectors cg:\l;:;?:s Sep-19 Sep-20 Sep-21 Sep-22 Sep-23

Agri 67 0.92 0.91 0.92 1.01 1.02
Alcohol 11 5.03 3.58 4.92 5.67 4.95
Automobile & Ancillaries 126 1.58 1.03 1.53 1.98 213
Capital Goods 139 1.87 1.35 1.97 2.46 247
Chemicals 141 1.23 1.08 1.39 1.82 1.50
Construction Materials 53 0.52 0.43 0.57 0.64 0.68
Consumer Durables 24 4.94 3.19 4.13 4.78 4.32
Crude Oil 18 1.09 0.73 1.13 1.69 1.33
Diamond & Jewellery 15 9.52 4.72 9.82 15.26 13.60
Electricals 25 1.94 1.42 2.10 2.83 3.06
Ferro Manganese 3 1.22 1.13 1.94 2.67 1.88
FMCG 103 1.74 0.95 1.13 1.35 1.30
Gas Transmission 2 0.62 0.39 0.50 0.82 0.77
Healthcare 120 0.99 1.04 1.04 1.02 1.1
Hospitality 37 0.45 0.10 0.27 0.54 0.56
Inds. Gases & Fuels 7 1.10 0.71 1.04 1.76 1.36
Infrastructure 47 4.20 2.90 3.82 4.41 4.93
Iron & Steel 73 0.48 0.40 0.69 0.78 0.79
IT 94 5.08 5.17 6.20 6.78 7.81
Logistics 28 0.36 0.30 0.38 0.55 0.50
Media & Entertainment 43 0.75 0.67 0.92 1.24 1.02
Mining 8 0.36 0.24 217 1.42 1.21
Non - Ferrous Metals 20 0.46 0.43 0.72 0.87 0.82
Paper 28 0.65 0.37 0.57 0.87 0.75
Plastic Products 68 0.97 0.79 1.21 1.32 1.12
Power 26 0.19 0.18 0.20 0.25 0.27
Realty 71 2.29 1.59 2.31 2.93 2.84
Retailing 9 2.08 0.67 1.46 2.91 2.64
Ship Building 2 4.60 2.31 1.93 217 3.23
Telecom 20 0.17 0.20 0.22 0.22 0.23
Textile 182 0.92 0.67 1.31 1.53 1.32
Trading 95 12.88 8.84 14.66 22.18 15.81
Miscellaneous 47 0.98 0.68 0.91 1.15 0.93
Industry 1,752 0.80 0.61 0.87 1.14 1.04

Source: Ace Equity, Bank of Baroda Research, Note: Core capital goods sectors are highlighted in yellow and sectors which have
noted drop in their ratio compared to H1FY23 have been marked in red
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