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PRESS RELEASE 

February 20, 2026 

GDP growth projected at a robust 7.2% in Q3 2025-26, albeit lower than H1 print: ICRA 

Rating agency ICRA has projected the year-on-year (YoY) GDP expansion to ease to 7.2% in Q3 2025-26 from 8.2% 

in Q2 2025-26. Lower expansion in the services (+7.8% in Q3 2025-26 against +9.2% in Q2 2025-26) and agriculture 

(+3.0% in Q3 2025-26 against +3.5% in Q2 2025-26) sectors is likely to outweigh a pick-up in the performance of the 

industrial sector (six-quarter high of +8.3% in Q3 2025-26 against +7.7% in Q2 2025-26).  

Aditi Nayar, Chief Economist, Head-Research & Outreach, ICRA said: “An estimation of GDP growth as per the new 

base year is challenging at present. We have anchored the outlook for Q3 to the existing GDP dataset across the 

sectors of the economy, based on which we project the GDP growth to have eased to 7.2% in Q3 2025-26 from 8.0% 

in the first half of the fiscal. The reasons for the estimated sequential slowdown include an unfavourable base effect, 

contraction in Government capital spending, subdued state government revenue expenditure, and weak 

merchandise exports. Nevertheless, healthy demand during the festive season, boosted by GST rationalisation, likely 

kept the pace of growth above 7% in the said quarter.” 

ICRA estimates the YoY growth in the services gross value added (GVA) to moderate to 7.8% in Q3 2025-26 from 

9.2% in Q2 2025-26, dampened by lower expansion in Government spending and services exports. After the 

frontloading seen in H1 2025-26 (+40.0% YoY), the Government of India’s (GoI’s) gross capital expenditure 

contracted by 23.4% in Q3 2025-26 (+47.7% in Q3 2024-25), albeit on a high base. In absolute terms, capex dipped 

to Rs. 2.1 trillion in Q3 2025-26 from Rs. 3.1 trillion in Q2 2025-26. In contrast, the available data for 24 state 

governments* reveals that their aggregate capital outlay and net lending expanded by a robust 21.9% in Q3 2025-

26 after having contracted by 1.1% in Q2 2025-26. The absolute capex for these states rose to Rs. 2.1 trillion in Q3 

2025-26 from Rs. 1.8 trillion in Q2 2025-26, similar to the GoI’s capex level. Taken together, the Central and state 

capex declined by 5.7% to Rs. 4.2 trillion in Q3 2025-26 from Rs. 4.4 trillion in Q3 2024-25, against the 16.7% growth 

recorded in Q2 2025-26. 

Further, the YoY contraction in the GoI’s non-interest revex narrowed to 3.5% on a YoY basis in Q3 2025-26 from 

11.2% in Q2 2025-26. However, the YoY growth in the combined non-interest revex of the aforementioned 24 state 

governments eased to 2.7% in Q3 2025-26 from 7.3% in Q2 2025-26. Taken together, the Central and state non-

interest revenue spending inched up marginally by 0.3% on a YoY basis in Q3 2025-26, as opposed to the 0.6% 

decline seen in Q2 2025-26. 

EXHIBIT: Trends in expenditure of the GoI and 24 state governments 

 Rs. Trillion YoY (%) 

 Q2 2024-25 Q3 2024-25 Q2 2025-26 Q3 2025-26 Q2 2025-26 Q3 2025-26 

Non-interest revenue expenditure 

GoI 6.6 5.6 5.8 5.4 -11.2% -3.5% 

States* 8.7 9.1 9.3 9.3 7.3% 2.7% 

Total  15.2 14.6 15.1 14.7 -0.6% 0.3% 

Capital expenditure 

GoI 2.3 2.7 3.1 2.1 30.7% -23.4% 

States* 1.8 1.7 1.8 2.1 -1.1% 21.9% 

Total  4.1 4.4 4.9 4.2 16.7% -5.7% 
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*Available data has been compiled for 24 state governments excluding Arunachal Pradesh, Manipur, Nagaland, and 
Goa; There is some overlap in the spending of the GoI and the States and hence the aggregate numbers should be 
interpreted with caution; Source: Controller General of Accounts (CGA), Comptroller and Auditor General of India 
(CAG), GoI, ICRA Research  

The YoY expansion in India’s services exports eased slightly to a seven-quarter low of 7.5% in Q3 2025-26 ($111.2 

billion) from 8.7% in Q2 2025-26 ($101.6 billion), mainly due to an unfavourable base.  

Notwithstanding a broadly favourable trend in kharif output, the GVA growth of agriculture, forestry and fishing 

may moderate in Q3 2025-26 (+6.6% in Q3 2024-25) relative to 3.5% recorded in Q2 2025-26 (+4.1% in Q2 2024-

25), particularly on account of the high base (this may undergo a change in the new series). 

ICRA pegs the industrial GVA growth to record a broad-based improvement to a six-quarter high of 8.3% in Q3 

2025-26 from 7.7% in Q2 2025-26, supporting the overall expansion in the said quarter. As per India’s Index of 

Industrial Production (IIP) data, the YoY growth in manufacturing output rose to a nine-quarter high of 6.2% in Q3 

2025-26 from 5.1% in Q2 2025-26, reflecting the bump-up in production to cater to festive season demand, which 

was aided by reduction in GST rate, and re-stocking post the festive season, even though exports of some tariff-

impacted sectors weighed on production. The quarterly financial results of manufacturing companies revealed that 

the operating profit margin of the manufacturing sector remained healthy in Q3 2025-26, albeit slightly lower than 

Q2, given the pressure from raw materials costs and wage bill (likely stemming from the enforcement of the new 

Labour Codes – 2025 from mid-November 2025).  

India’s merchandise exports increased by a modest 1.7% on a YoY basis to ~$111 billion in Q3 2025-26, after a base 

effect surge in Q2 2025-26 (+8.3%; $108 billion). While petroleum shipments were down 5.9% on a YoY basis owing 

to softening in crude oil prices, non-oil exports rose by 2.7% in the quarter. Exports of electronic goods (+24.9%), 

drugs and pharmaceuticals (+6.3%), and engineering goods (+1.2%) expanded in Q3 2025-26 compared to Q3 2024-

25, whereas those for gems and jewellery (-5.8%), chemicals (-3.2%), rice (-25.9%), and cotton yarn/fabric (-4.9%) 

shipments contracted on a YoY basis, partly impacted by the steep 50% US tariffs that were in place during the 

quarter. Based on available trends, ICRA projects the manufacturing GVA to record a high-single digit growth in Q3 

2025-26 (+9.1% in Q2 2025-26).  

Among the other industrial sub-segments, mining output witnessed a YoY expansion of 3.8% in Q3 2025-26 after 

two consecutive quarters of contraction, partly reflecting the easing of disruptions caused by monsoons and 

unseasonal rainfall. Besides, construction-related indicators such as infrastructure/construction goods (+10.7% in 

Q3 2025-26 against +11.6% in Q2 2025-26) also posted a healthy rise in output, suggesting that construction GVA 

growth likely remained robust in the quarter (+7.2% in Q2 2025-26). 

Click here to read our previous releasee.  
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All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although reasonable 

care has been taken to ensure that the information herein is true, such information is provided 'as is' without any warranty of any kind, 

and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any 

such information. Also, ICRA or any of its group companies, while publishing or otherwise disseminating other reports may have 

presented data, analyses and/or opinions that may be inconsistent with the data, analyses and/or opinions presented in this publication. 

All information contained herein must be construed solely as statements of opinion, and ICRA shall not be liable for any losses incurred 

by users from any use of this publication or its contents. 

Disclaimer: 

This Press Release is being transmitted to you for the sole purpose of dissemination through your newspaper/magazine/agency. The 

Press Release may be used by you in full or in part without changing the meaning or context thereof, but with due credit to ICRA Limited. 

However, ICRA Limited alone has the sole right of distribution of its Press Releases for consideration or otherwise through any media 

including, but not limited to, websites and portals. 

About ICRA Limited: 

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and financial services companies as an 

independent and professional investment Information and Credit Rating Agency. Today, ICRA and its subsidiaries together form the ICRA 

Group of Companies (Group ICRA). ICRA is a Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National 

Stock Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder.   
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