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OVERVIEW   

 
The pickup in Indian economic activity in the recent quarters is yet to become broad-based. In particular, some highly visible sectors such as steel, real estate and construction, are 
continuing to experience stress, which is disproportionately dampening sentiment. Stronger consumption impulses after the implementation of the pay revision and the expected 
pickup in kharif output are expected to boost volume growth in the coming quarters, even as the input cost-led push to growth of gross value added (GVA) at basic prices fades. 
The Parliamentary approval of the Constitutional Amendment Bill to introduce the Goods and Services Tax (GST) is a major milestone, boosting sentiment as well as the medium-
term growth prospects, even as a lengthy legislative procedure remains for the GST regime to start. With merchandise exports once again recording contraction post-Brexit, we 
maintain our forecast of GVA growth of 7.7% in FY2017. Even as the monetary policy setting would now shift to the Monetary Policy Committee (MPC), the retention of the 
inflation target and the appointment of one of the incumbent Deputy Governors, Dr. Urjit Patel, as the next Governor of the Reserve Bank of India (RBI), signal continuity in the 
Central Bank’s monetary policy stance. Notwithstanding the recent flare-up in CPI inflation, there is a low likelihood that the RBI’s March 2017 target of 5.0% would be missed by 
a wide margin, suggesting additional monetary easing of 25 basis points (bps) during 2016. While the current account balance is likely to record a surplus in Q1 FY2017, the 
Government of India’s (GoI’s) fiscal deficit recorded some deterioration. 
 
Growth of GVA at basic prices to ease marginally in Q1 FY2017 in sequential terms: ICRA expects a pickup in growth of industry to 7.1% in Q1 FY2017 from 6.7% in Q1 FY2016, which 
would offset a decline in growth of services (to 8.5% from 8.8%) and agriculture & allied activities (to 2.2% from 2.6%). Accordingly, growth of GVA at basic prices is expected to 
remain steady at 7.2% in Q1 FY2017, in line with the print for Q1 FY2016, albeit easing mildly from the 7.4% recorded in Q4 FY2016. 
 
ICRA expects industrial growth to improve in Q1 FY2017 compared to Q1 FY2016, led by the manufacturing and electricity sub-sectors. Corporate earnings for Q1 FY2017 suggest the 
full impact of increase in commodity prices is yet to be felt in the current fiscal. As a result, growth in earnings has been higher than revenue growth, and is also likely to have 
exceeded the volume trend revealed by the Index of Industrial Production (IIP). In addition, growth of electricity generation improved sharply to ~9.0% in Q1 FY2017 from 2.3% in Q1 
FY2016, led by a pickup in growth of thermal electricity generation. However, service sector growth is likely to report a dip to 8.5% in Q1 FY2017 from 8.8% in Q1 FY2016, following 
the moderation in growth of bank deposits and credit (including bank credit, bonds and commercial paper), and lead indicators of trade such as air cargo traffic and railway revenue 
carrying freight. Nevertheless, the turnaround in the performance of service sector exports and the pickup in growth of the GoI’s non-interest revenue expenditure, would have 
supported the overall service sector expansion in Q1 FY2017. Notwithstanding the boost from the aggregate rise in production of rabi crops (led by wheat), which were harvested in 
April 2016, the drought-like conditions that prevailed in Q1 FY2017 over much of the country, would have adversely impacted the performance of summer crops as well as the non-
crop sectors. 
 
Growth of economic activity expected to improve in FY2017: Stronger consumption impulses are expected to boost Indian economic growth in the coming quarters. The favourable 
monsoon turnout and the kharif sowing coverage portend a pickup in agriculture output and rural demand. This, in conjunction with the impending boost to urban demand from the 
implementation of the Seventh Central Pay Commission’s (SCPC’s) recommendations, would improve volume growth for manufacturing and services. Additionally, the impending 
transition to the long-awaited GST is likely to encourage the private sector to expand capacities, which would be crucial to ensure that the uptick in economic growth is durable.  
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However, merchandise exports faltered once again, post-Brexit, and are unlikely to emerge as a major growth driver in the near term. Additionally, fiscal constraints would prevent a 
sharp pickup in the GoI’s direct investment in infrastructure. Moreover, persisting asset quality and capital adequacy concerns for the public sector banks are likely to constrain their 
ability to fund a sharp revival of economic growth. On balance, ICRA continues to expect India’s GVA growth at basic prices to record an uptick of 50 bps to 7.7% in FY2017. 
 
Expectation of moderation in CPI inflation to allow for further 25 bps of Repo rate cut in 2016: CPI inflation for July 2016 rose to 6.1%, crossing the upper tolerance level of the 
inflation target band of 2.0-6.0%.  A favourable base effect as well as the improved monsoon and kharif sowing dynamics would dampen inflation in the coming months. Higher global 
food prices and the anticipated improvement in domestic demand after the implementation of revised scales for the Central Government employees and pensioners pose modest 
risks to the inflation trajectory. Even as the monetary policy setting would now shift to the MPC, the retention of the inflation target at 4% +/-2% and the appointment of one of the 
incumbent Deputy Governors, Dr. Urjit Patel, as the next Governor of the RBI, signal continuity in the Central Bank’s monetary policy stance. With a low likelihood that the RBI’s 
target of reducing inflation to 5.0% by March 2017 would be missed by a wide margin, additional monetary easing of 25 bps is expected during 2016, irrespective of the composition 
of the MPC. 
 
While lower food inflation would dampen CPI inflation, WPI inflation is expected to rise to as much as 4.5% in the coming months, as higher prices of imported commodities as well as 
domestic inputs such as cotton, push up core inflation. The gap between WPI inflation and CPI inflation would narrow considerably in H2 FY2017. On an average, CPI inflation is likely 
to rise to ~5.1% in FY2017 (without taking into account the impact of the eventual increase in house rent allowance on the housing sub-index, the timing of implementation of which 
is unclear at present) from 4.9% in FY2016. Moreover, WPI inflation is expected to average +3.3% in FY2017, as compared to a 2.5% year-on-year (YoY) decline in FY2016. Accordingly, 
the GDP deflator would be positive in FY2017. Nominal GDP growth is likely to rise to 11.5-12.0% in FY2017 from 8.7% in FY2016, and be substantially higher than real GDP growth. 
 
Current account deficit likely to print at US$20-25 billion in FY2017: The collapse in gold imports and continuing benefit from a lower oil import bill, suggest a high likelihood of a 
mild current account surplus in Q1 FY2017, despite a narrower surplus of services trade and stagnant non-oil exports. In addition to the existing weak global growth outlook, 
uncertainty post-Brexit and in the run up to US Presidential elections, may curtail fresh orders for merchandise and services exports. ICRA expects merchandise exports to rise by a 
muted 1% to ~US$268 billion in FY2017 and merchandise imports to contract by 1% to ~US$395 billion, leading to a narrowing of the merchandise trade deficit to ~US$127 billion 
from US$130.1 billion in FY2016. The services trade surplus is unlikely to record significant improvement from the level of US$69.7 billion in FY2016. ICRA expects the current account 
deficit to print at US$20-25 billion in FY2017 compared to ~US$22 billion in FY2016. However, a considerable revival in gold imports during the remainder of this fiscal may widen the 
current account deficit relative to our baseline forecast. 
 
Easy global liquidity and growth concerns would keep interest rates low in the overseas markets. However, the RBI’s growing emphasis that borrowers must hedge their external 
commercial borrowings, brings their effective cost of funding at par with the base rates of domestic banks and higher than the rates offered in debt capital markets. While a good 
beginning has been made for masala bonds, where the borrower does not bear the exchange rate risk, their volumes may not ramp up appreciably in the near term and investor 
interest may well turn out to be restricted to higher rated Corporates, much in line with the corporate bond market in India. 
 
Magnitude of the Central Government's fiscal deficit worsened in Q1 FY2017: With the considerable rise in its revenue expenditure and the discomfiting YoY decline in its capital 
spending, GoI’s fiscal deficit printed at Rs. 3.3 trillion in Q1 FY2017, 13.8% above the level in Q1 FY2016. The fiscal deficit in Q1 FY2017 was equivalent to a significant 61.1% of the BE 
for this fiscal, given the seasonal trend of low revenue accumulation in the first quarter, as opposed to a relatively even spread of the expenditure outgo. The impending revision of 
salaries and pensions, following the implementation of the SCPC’s recommendations, will increase the GoI’s revenue spending in the coming months. Accordingly, the receipts 
realised from the tax revenues, the spectrum auction proceeds and the disinvestment in the remainder of the year would crucially affect the fiscal turnout in FY2017. 
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