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OVERVIEW   

 
Several growth-boosting measures have been announced by the Government of India (GoI) in recent months, sustaining the improvement in sentiments of Indian businesses. 
Nevertheless, Indian economic growth momentum appears to have eased in the second half of 2014, on account of a sluggish farm sector; persisting weakness in consumption 
demand in spite of a fall in inflation; and slowdown in growth of exports. Moreover, a favourable base effect, and to a smaller extent, moderation in global commodity prices and fall 
in domestic fuel prices, have contributed to a decline in consumer price index (CPI) inflation, which is the nominal anchor for monetary policy. While these trends have boosted calls 
for an early Repo rate cut, ICRA expects monetary policy to retain an anti-inflationary stance in 2014-15. Concerns related to the twin deficits remain muted. Lower value of 
commodity imports following globally softer prices, is expected to offset the recent surge in gold imports and a weaker export outlook. In light of the weak growth of GoI’s tax 
collections, some expenditure pruning may be needed to prevent a slippage relative to the fiscal deficit target of 4.1% of GSDP included in the Budget Estimates (BE) for 2014-15. 
While the magnitude of such cuts is unlikely to be alarming, the nature of the same would impact the quality of fiscal consolidation in 2014-15. 
 
GDP growth expected to ease to 5.0% in Q2FY15: ICRA expects the pace of growth of real GDP at factor cost to print at a lower ~5.0% in Q2FY15 as compared to 5.7% in Q1FY15, on 
account of factors such as an unfavourable kharif harvest, sluggish manufacturing performance, slowdown in export growth and moderation in the pace of expansion of Central 
Government spending. In terms of the sectoral components, GDP growth would be dampened by a slowdown in agriculture (~0.5% in Q2FY15; 3.8% in Q1FY15) and industry (~2.6% in 
Q2FY15; 4.2% in Q1FY15), offset to a small extent by a slight uptick in the services sector (~6.9% in Q2FY15; 6.8% in Q1FY15). The Index of Industrial Production (IIP) indicates that 
manufacturing output rose by a negligible 0.1% in Q2FY15, inferior to the 3.9% growth in Q1FY15, with a perceptible moderation across capital goods, intermediate goods, consumer 
durables and consumer non-durables. Additionally, growth eased in Q2FY15 relative to the previous quarter for mining output and electricity generation. Lead indicators of service 
sector performance indicate a mixed trend for Q2FY15. The performance of air traffic (cargo and passengers), tourist arrivals and systemic deposits of the Banking sector improved in 
Q2FY15 as compared to Q1FY15. However, the pace of growth non food credit growth of the Banking sector, revenue expenditure of GoI and services exports declined in Q2FY15.   
 
Economic growth to pickup to 5.3-5.5% in FY15 from 4.7% in FY14: With business sentiments improving, new project announcements picked up in Q2FY15. Moreover, the Cabinet 
Committee on Infrastructure (CCI) has facilitated clearances for 181 existing projects entailing a cost of Rs. 6.4 trillion. However, the high concentration of power sector projects in the 
total cost of new projects and clearances facilitated by the CCI suggests that the pace of implementation may remain slow in light of continuing issues related to coal linkages and 
financial health of State Discoms.   
 
While the delayed kharif harvest has slowed the pace of rabi sowing in 2014-15 relative to 2013-14, we expect the same to catch up subsequently. Nevertheless, current rainfall 
trends do not augur well for a substantial improvement in agricultural growth in Q4FY15. On balance, agricultural growth in 2014-15 is expected to remain below 1.5%, which in 
conjunction with modest rise in MSP is expected to keep rural consumer sentiment in check. Improvement in consumer sentiments post the stable verdict in the Parliamentary 
Election as well as pent up demand following the sustained contraction in FY14, contributed to a pickup in growth of automobile production and sales in Q2FY15 as compared to 
Q1FY15, although the momentum reversed in October 2014. Despite the moderation in headline inflation, a broad-based revival in consumption demand is yet to set in. With interest 
rates remaining largely sticky, we expect the manufacturing sector to record a mild growth in FY15. Given that various adverse developments over the last quarter (unfavourable 
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kharif harvest and knock on impact on consumption, weakening growth of exports, fall in automobile production post waning of base effect) are largely in line with ICRA’s 
expectations, we maintain our forecast of GDP growth of 5.3-5.5% in 2014-15.  
 
In recent months, the Government has made several announcements that would boost domestic production (Make in India, defence project approvals, early coal block auctions) and 
improve ease of doing business (simplification in labour compliance, launching of online clearances for environmental and forest approvals). However, these are likely to impact 
growth with a lag. In ICRA’s view, a number of additional measures need to be introduced to ensure an early pickup in growth.  Key reforms and events that are awaited in the near 
term include clarifications related to land acquisition; broader labour reforms; resolution of Centre-State differences related to the goods and services tax (GST) to ensure 
implementation by April 1, 2016; successful resolution of coal block auctions paving the way for wider energy sector reforms; fleshing out of proposals announced by GoI such as 
Smart Cities, investment in rail and highways etc. as well as adequate allocations for the same in the 2015-16 Budget. Such factors would critically impact the strength and 
sustainability of a capex revival in India as well as the pace of GDP growth in FY16, which we currently expect to be in the range of 6.0-6.5%. 
 
Repo rate cuts unlikely in FY15: Benefitting from a favourable base effect, CPI inflation moderated to 5.5% in October 2014, below the medium term objective of 6.0% as per the glide 
path announced by the Reserve Bank of India (RBI). Although CPI inflation in January 2015 is expected to be well below the initial target of 8.0%, it is expected to print at a 
considerable 7.0% in February-March 2015. With the RBI having indicated that it would look through such base effects, we expect a low likelihood of Repo rate cuts in the next two 
policy meetings. A firm anti-inflationary stance over the remainder of FY15 would help to rein in expectations as the economy adjusts towards the medium term inflation target of CPI 
inflation at 4+/-2%. We expect the Central Bank to embark on a rate easing cycle in Q1FY16, with Repo rate cuts of upto 50 bps, if the monsoon forecast for 2015 is normal, crude oil 
prices average sub-USD 95/barrel and exchange rate volatility remains contained.  
 
ICRA expects the RBI to refrain from premature monetary easing in a bid to support growth, despite the lag associated with policy transmission. With continuing excess capacities in a 
number of sectors, a cut in interest rates in unlikely to spur a revival in the capex cycle in the near term. Moreover, a fall in interest rates is unlikely to revive projects that are stuck on 
account of issues related to land acquisition, availability of feedstock, clearances etc. A concerted effort by the Central and State Governments to remove such impediments is likely to 
produce a more durable revival in growth than an early rate cut by the RBI.   
 
Lower value of commodity imports to offset recent surge in gold imports and weaker export outlook: A rise in gold and non-oil non-gold imports and subdued growth of exports are 
expected to have widened the merchandise trade deficit to a five quarter high USD 38.8 billion in Q2FY15 from USD 33.3 billion in Q2FY14 (on a Balance of Payments or BoP basis). 
Despite an improvement in the services trade surplus to USD 18.7 billion in Q2FY15 from USD 17.8 billion in Q2FY14, the current account deficit is likely to print at a larger USD 10.0-
11.0 billion in Q2FY15 as compared to USD 5.2 billion in Q2FY14 (and USD 7.8 billion in Q1FY15).   
 
Going forward, non-oil non-gold import growth is expected to ease somewhat in H2FY15 from ~11% in Q2FY15, on account of the decline in commodity prices, dampening the 
pressure on the overall import bill. Following the sharp correction in the price of the Indian crude oil basket, we expect net oil imports to decline to ~USD 90-92 billion in 2014-15 from 
~USD 101 billion in 2013-14, barring a price spike on account of factors such as resurgence in geopolitical tensions. Notably, gold imports surged in September-October 2014 spurred 
by the impending festive season and falling prices, despite the optical moderation in inflation and weak kharif harvest. Based on the prevailing import norms and assuming gold prices 
in the range of USD 1,100-1,200 per ounce in the remainder of FY15, it appears that the gold import bill in FY15 be similar to the level of USD 29 billion in FY14, which has increased 
the likelihood of a tightening of gold import norms by the GoI and the RBI. On balance, we expect merchandise imports to record a low rise from USD 466 billion in 2013-14 to ~USD 
470-475 billion in 2014-15. The chief risks that may inflate the import bill include a sharp revival in domestic consumption or investment demand in Q4FY15, although the likelihood of 
the same is receding, and higher agricultural imports following the weak monsoon.  
 
Notwithstanding improved growth in the US, a bleak growth outlook for the Euro Zone and Japan and a y-o-y strengthening of the INR against a broad range of currencies, suggest a 
muted real growth of Indian exports in the remainder of this fiscal, dulling a key engine of India’s growth for the previous four quarters. 



  

ICRA Limited                                                                                                                                                                                                                                                                        P a g e  | 5                           

The average monthly trade deficit is expected to narrow from USD 13.8 billion in September-October 2014 to USD 10-12 billion per month in the remainder of FY15, reflecting the 
easing of commodity prices and a normalisation of gold imports post the festive season. Assuming that gold imports in FY15 will not be allowed to exceed the level in FY14, we expect 
a current account deficit of ~USD 35-37 billion or ~1.7-1.8% of GDP in 2014-15, which would be comfortably financed by capital inflows. 
 
The outlook for global liquidity remains benign following the Bank of Japan’s decision to augment its purchases of Japanese Government Bonds. In this context, the recent 
announcements by the Indian Government, such as the deregulation of diesel prices, the finalisation of a new pricing formula for natural gas, an ordinance related to the cancelled 
coal blocks etc. are likely to support foreign institutional investors (FII) flows into India in the near term. Moreover, disinvestment issuances and a revival in the IPO market going 
forward would attract equity inflows and strengthen the INR. While there have been sharp FII inflows into higher-rated Corporate bonds in recent months, we expect the same to 
moderate going forward. Additionally, with investment in Government securities (G-sec) closing in on the sub-limit of USD 25 billion for FII, Qualified Foreign Investors (QFI) and 
Foreign Portfolio Investors (FPI), further inflows in this segment would be limited unless these limits are modified. In the absence of the same, we expect average monthly flows in the 
remainder of 2014-15 to be smaller than in April-October 2014, and equity inflows to outpace debt inflows in November 2014-March 2015.  
 
The expectation that the new Government would roll out various big-ticket reforms and ease constraints to doing business, thereby resulting in a pickup in the investment cycle, 
would support the INR over the coming quarters. Moreover, the moderation in commodity prices is likely to boost sentiment for the INR, as India remains a large net importer of 
commodities such as crude oil and coal, as opposed to certain other emerging markets. Additionally, concerns regarding India’s external sector are likely to remain muted in FY15, 
with capital inflows expected to comfortably cover the current account deficit and an easing in refinancing risk related to external debt in the near term. However, the anticipation of 
interest rate hikes by the US Federal Reserve in mid-2015 is likely to impart secular strength to the USD going forward. In this context, India’s relatively high inflation would exert 
added pressure on the INR. At present, we expect the INR to remain the range of Rs. 60-63/USD over the near term.  
 
Sharp slippage in GoI’s fiscal performance unlikely: With tax revenue growth substantially underperforming the budgeted target in H1FY15, we remain concerned regarding the 
likelihood of either the direct or indirect tax targets being met in FY15, notwithstanding the increase in excise levied on petrol and diesel from mid-November 2014 as well as the 
possibility that the outgo for tax refunds may be relatively muted in H2FY15 and economic growth may revive in Q4FY15. In this context, revenue buoyancy will crucially hinge upon 
the success of the telecom auction and disinvestment offerings in the remainder of this fiscal. The recently announced fiscal prudence measures and savings related to the budgetary 
allocation for food subsidy (following the extension in the deadline for State Governments to identify eligible households under the National Food Security Act to April 1, 2015) and 
fuel subsidies (related to the expected moderation in under-recoveries with the fall in crude oil prices and deregulation of diesel prices) would ease the pressure on non plan revenue 
expenditure in H2FY15. Nevertheless, some further expenditure pruning may be needed to prevent a slippage relative to the fiscal deficit target of 4.1% of GSDP in the BE for 2014-15. 
While the magnitude of such cuts is unlikely to be alarming, the nature of the same would impact the quality of fiscal consolidation in 2014-15. Based on the expectation that a sharp 
slippage relative to the fiscal deficit target for 2014-15 is unlikely, ICRA does not anticipate an enhancement of GoI’s dated borrowing programme for the current fiscal.   
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