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OVERVIEW   

 
A turnaround in the performance of agriculture and pickup in domestic consumption would boost economic growth in FY2017. Despite signs of a recovery in corporate 
performance and the impending domestic demand revival, the private sector is yet to commence widespread capacity expansion. As a result, we continue to expect growth of 
India’s gross value added (GVA) at basic prices to record an uptick of 50 basis points (bps) to 7.7% in FY2017 from 7.2% in FY2016. After the initial relief following the Indian 
Meteorological Department’s (IMD’s) forecast of an above-normal monsoon in 2016, the caution of a delay in the monsoon’s onset over the coast of Kerala has brought the 
spotlight back to the temporal and spatial spread of rainfall and its effect on inflation dynamics. A favourable monsoon would have a mixed impact on trade in various sectors, 
boosting agricultural exports and limiting imports of crude oil and coal while enhancing the demand for gold. Any sustained rally in commodity prices, particularly crude oil, would 
boost inflationary pressures as well as the import bill, while simultaneously counteracting the risk posed by lower remittances. 
 
Growth of GVA at basic prices to improve marginally in Q4 FY2016 in sequential terms: ICRA expects a marginal pickup in growth of GVA at basic prices to 7.2% in Q4 FY2016 from 
the initial 7.1% forecast by the CSO for Q3 FY2016, led by a smaller drag from agriculture, both on account of a mildly improved performance (+0.2% vs. -1.0%) and a lower weight in 
aggregate GVA in line with seasonal trends (16.5% in Q4FY2015 vs. 21.0% in Q3 FY2015). Notwithstanding the healthy improvement in earnings in Q4 FY2016 (in nominal terms) 
reported by Corporates in some sectors, ICRA expects real manufacturing growth to have declined to 9.0% in Q4 FY2016 from the high 12.6% in Q3 FY2016, based on the y-o-y decline 
in volumes revealed by the IIP and the narrower contraction of WPI inflation in Q4 FY2016 (-0.9%) as compared to Q3 FY2016 (-2.3%), which would impact the GDP deflator. Service 
sector growth is likely to have eased marginally to 9.3% in Q4 FY2016 from 9.4% in Q3 FY2016, following a contraction in services exports in Q4 FY2016 as well as a moderation in 
deposit and credit growth (including bank credit and commercial paper) at end-March 2016 relative to end-December 2015 in nominal terms. However, several lead indicators, such 
as air cargo traffic, tourist arrivals, diesel consumption and cargo handled at major ports, recorded an uptick in growth in Q4 FY2016 as compared to Q3 FY2016, which would support 
overall service sector growth. If the expected uptick in GVA growth in Q4 FY2016 materialises, it would be in contrast to the slowdown in growth recorded in Q4 relative to Q3 in 
FY2013, FY2014 and FY2015. The healthy growth in production of cement, construction equipment and commercial vehicles during Q4 FY2016, as well as the Government of India’s 
(GoI’s) capital spending in January-February 2016 are also encouraging. 
 
Growth of economic activity expected to improve in FY2017: The recent earnings season has provided signs of a recovery in corporate performance. Moreover, there is some 
evidence of an uptick in the Government infrastructure cycle, led by an upturn in the roads sector. Developments related to the National Investment and Infrastructure Fund (NIIF) as 
well as the investment by the LIC in the railways sector are also encouraging. Consumption demand is expected to improve after the implementation of the Seventh Central Pay 
Commission’s (SCPC’s) recommendations and the one-rank-one-pension (OROP) scheme for the defence services. In addition, an above-normal monsoon would contribute to a 
turnaround in the performance of the agricultural sector, boosting rural incomes and demand in H2 FY2017. Despite being on the cusp of a domestic demand revival, the private 
sector is yet to commence widespread capacity expansion, partly on account of the concern regarding dumping of goods in sectors that are globally experiencing sluggish demand. 
Moreover, the wealth effect is squeezing domestic consumption, given weak confidence in the real estate sector, sluggish gold prices and no sustained revival in the stock markets. In 
addition to the stress on the Public Sector Banks’ (PSBs’) balance sheets, the large Tier I capital requirement for FY2017 is likely to constrain their ability to fund a sharp revival of 
economic growth. The requirement to diversify corporates’ sources of funding may pose a challenge to their expansion plans going forward, unless the domestic bond markets 
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deepen for lower-rated issuers and alternatives like Masala Bonds gain acceptance. On balance, ICRA continues to expect growth of India’s GVA at basic prices to record an uptick of 
50 bps to 7.7% in FY2017 from 7.2% in FY2016.  
 
Risks persist to the Central Bank’s target of reducing CPI inflation to 5.0% by March 2017: CPI inflation retreated below the Central Bank’s target of 5.0% one year ahead of schedule 
in March 2016 (4.8%), before rising hastily to 5.4% in April 2016, supporting the Reserve Bank of India’s (RBI’s) decision to limit monetary easing to 25 bps in its April 2016 policy 
review. The delay in the onset of monsoon rainfall presages a persistence of the seasonal hardening in prices of perishable foods that is already underway, as well as a postponement 
in sowing of the kharif crops, until rains cover a significant portion of the country. Nevertheless, the area sown under kharif crops is expected to rise in 2016 on the back of higher 
precipitation, particularly in the later portion of the monsoon season, which would eventually cool inflationary pressures.  
 
The renewed expectation of multiple rate hikes by the US Federal Reserve in the current year would impart strength to the dollar, weakening the INR in its aftermath. Moreover, the 
uncertainty related to global events such as the upcoming referendum in the United Kingdom on continuing membership of the European Union (“Brexit”) may weaken the INR. 
Although the ~US$ 34 billion raised under the two swap windows offered by the RBI, which will mature from September 2016 onwards, are adequately covered by its forward 
purchases, the potential outflow of NRI deposits after the maturing of the substantial FCNR(B) deposits, may result in some volatility. Depreciation in the INR, in conjunction with the 
recent rise in commodity prices would increase the landed prices of imports. For instance, the price of the Indian crude oil basket has averaged US$ 44/barrel so far in May 2016, 
higher than our baseline forecast of US$ 42/barrel for FY2017. The impact of the same on inflation and fiscal metrics would be influenced by whether some of the earlier excise hikes 
on petrol and diesel are reversed. 
 
The revision in pay scales of Central Government employees would offer succour to the manufacturing sector that has seen a contraction in volumes in four of the last six months. 
However, inflationary pressures arising from the expected boost to consumer demand cannot be written off, given the stickiness of services inflation. On balance, the RBI is likely to 
leave the policy rate unchanged in its upcoming policy review. Even if the eventual monsoon dynamics are successful in dampening food inflation, the space for further monetary 
easing in 2016 would be limited to 25 bps.    
 
Current account deficit likely to widen modestly to US$ 25 billion in FY2017: Even though the services trade surplus declined to a 14-quarter low in Q4 FY2016, the current account 
balance is expected to record a small surplus of US$ 0.5 billion in that quarter after a gap of 35 quarters, benefitting from the decline in gold imports in March 2016 after the 
jewellers' strike. As a result, the current account deficit for FY2016 is likely to be restricted to ~US$ 21 billion as compared to ~US$ 27 billion in FY2015. 
 
A meaningful recovery in merchandise exports is unlikely to set in during FY2017 given the sluggish outlook for global trade flows. A favourable monsoon after a gap of two years 
would have a mixed impact on trade in various sectors, boosting agricultural exports and limiting imports of crude oil and coal while enhancing the demand for gold. Any sustained 
rally in commodity prices, particularly crude oil would boost the import bill relative to our baseline forecast while simultaneously counteracting the risk posed by lower remittances, 
particularly from the Middle East. While the services trade surplus is expected to record an improvement, India's current account deficit is likely to widen modestly to US$ 25 billion in 
FY2017 from an estimated US$ 21 billion in FY2016, but the anticipated capital inflows should cover the same comfortably. 
 
Fuel subsidy burden to take a cue from whether price of crude sustains at higher levels: The allocation for fuel subsidy of Rs. 269.5 billion in the BE for 2016-17 appeared adequate 
in the scenario of crude oil price up to US$ 40-45/barrel. In line with the rising price of crude oil, the under recoveries on kerosene and LPG have started increasing, although these 
remain lower than the budgetary support that had been approved for FY2016 (Rs. 12/litre for PDS kerosene and Rs. 18/kg for domestic LPG). The adequacy of the fuel subsidy 
allocation for FY2017 would be determined by whether fuel prices sustain at higher levels, the extent of depreciation in the INR relative to the US$ and the amount of under-
recoveries to be borne by the upstream companies.  
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