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Investment slide to continue
5-year low utilisation rate thwarts capex revival
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5-year low utilisation rate thwarts capex revival 
 

Private investments to see hat-trick of declines, fall 8% this fiscal: CRISIL Research 

 

CRISIL Research’s analysis of capital investments across 22 large sectors shows that the slide in 

investments continues and we expect a 2% decline in the current fiscal. What’s more worrying is that private 

investments – on skid row since the last couple of years – are expected to decline another ~8% this fiscal. 

 

Utilisation rates in 10 out of 12 large industrial sectors are wallowing at 5-year lows causing new project 

announcements to dry up. Consequently, fresh investments (projects announced / awarded in past 1 year) 

are expected to account for a mere 20 per cent of total investments. 

 

As a result, we believe that a meaningful recovery in capital investments will only be visible from fiscal 2017 -

- when we expect to see a 7% increase. 
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Industrial sectors will be the drag 

Industrial capex, which accounts for close to 30% of aggregate capital investments, is expected to decline 

sharply by 16% this fiscal, mainly due to low utilisation rates. On the other hand, infrastructure investments 

will grow at a moderate 4% helped by favourable policy changes and higher budgetary allocations (there was 

a 50% increase in allocation towards infrastructure in the last budget.).  

 

Investment split by infra and industrial sectors 
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Source: CRISIL Research 

 

The chart below provides a sector-wise snapshot of investments. As evident, large sectors such as power 

generation, aluminium, steel, cement and refining & marketing are weighing on investments, while the 

infrastructure segments such as urban infrastructure, national highways and renewable energy are 

preventing a bigger decline in overall investments.  
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Sector-wise investment expectation 
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Source: CRISIL Research 

 

Utilisation rates at 5-year lows 

Low capacity utilisation is the key challenge faced by most industrial sectors. For 10 out of 12 large industrial 

sectors analysed, current capacity utilisation is lower than their 5-year average. For instance, in the metals 

space – particularly steel and aluminium – India has created surplus capacities in the last few years and is 

turning into a net exporter from being a net importer. In addition, sectors such as refining & marketing and 

petrochemicals are also being affected due to the global decline in commodity prices.  

 

Apart from paper, most sectors are very close to their 5-year lows in term of capacity utilisation (see chart 

below), and still some time away from their peak utilisation rates. Till the gap narrows, it very difficult to 

envisage a broad-based pick-up in the capex cycle. 
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Utilisation rates across sectors 
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Source: CRISIL Research 

 

New project announcements have dried up completely for these sectors. As a result, fresh investments 

(projects announced or awarded in the last one year) are expected to account for a mere 20% of total 

investments in the next couple of years with the rest flowing towards ongoing or legacy projects.  

 

Probably the two exceptions among industrial sectors are automobiles and fertilisers, where we expect 

investments to witness a healthy increase. In the case of fertilisers, private announcements have increased 

after a long lull as the new urea investment policy provides a higher upside to project returns. For 

automobiles, especially the passenger cars segment, the demand outlook has improved with a drop in fuel 

prices and interest rates. 

 

Infrastructure to benefit from the government push 

In case of infrastructure, the scenario is quite the reverse – with power generation being the only segment 

expected to see a decline in investments. Thermal power capacity additions are expected to decline from 

40,000 mw in the last two years to 36,000 mw in the next two. No new project announcements are being 

made because of stretched financials of private developers and lack of fresh power purchase agreements on 

account of the weak financial health of discoms. 

 

On the other hand, road building, renewable energy and urban infra are expected to benefit from sharper 

government focus and policy changes. For national highways, the pace of execution has picked up 

significantly following a slew of policy changes that ease rules regarding environmental clearances. Similarly, 

renewable energy (wind and solar) benefits from the fiscal incentives and favourable policies that are 

expected to result in a doubling of capacity additions in the next two years  from about 6,000 mw to 11,000 

mw. 
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While the government is putting all its muscle to improve infra creation in the country, private participation 

remains lacklustre; the poor financial health of infra developers and construction companies is the limiting 

factor. Average gearing for infra and construction companies has doubled in the last five years to 2.2 times 

as of March 2015. At the same time, their interest coverage has come down to just about 1.9 times in fiscal 

2015 from 5.6 times in 2010. 

 

Gearing and interest coverage for infra and construction companies 

1.1

2.2

5.6

1.9

0.0

1.0

2.0

3.0

4.0

5.0

6.0

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15*

Gearing Interest coverage

(times)

 
Note: Based on aggregate financials for 40 infrastructure development and construction companies. 2014 -15 numbers 

are based on unaudited financials.  

Source: Company reports, CRISIL Research 

 

As a result, developers are looking to deleverage balance sheets by selling operational projects. We believe 

it will take about a year to clean up and private participation to begin, which would be the real propeller of the 

investment cycle. 
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(Please note that the views expressed here are those of CRISIL Research and not of CRISIL’s Ratings 

division. CRISIL Research operates independently of and does not have access to information obtained by 

CRISIL's Ratings Division.).  
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