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ABBREVIATIONS

AE: Advance Estimates

AIAHL: Air India Asset Holding Ltd.

ATF: Aviation Turbine Fuel

BE: Budget Estimates

BMTPC: Building Materials and Technology
Promotion Council
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CAD: Current Account Deficit
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FDI: Foreign Direct Investment
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OVERVIEW

ICRA maintains its estimate of real GDP
growth for FY2023 at 7.2%

The rise in oil and commodity prices have
heightened macrostability risks; we
expect a deterioration in the CAD (to
2.7% of GDP) and CPI inflation (to 6.5%)
and a mild overshooting in the fiscal
deficit (to 6.5% of GDP as against the BE
of 6.4% of GDP) in FY2023

Our base case pencils in repo rate hikes
of 40 bps in the June 2022 review and 35
bps each in the Aug 2022 and Sep 2022
reviews followed by a pause

ICRA LIMITED

The fiscal year 2023 has begun on a sombre note, in the backdrop of global challenges such as the Russia-Ukraine conflict, the surge in
crude oil and commodity prices and renewed lockdowns in China. However, the high frequency data for India for April 2022 and early-
May 2022 suggests that the aforementioned factors have not dented volume growth so far. Nevertheless, business margins are likely to
be compressed, amidst an incomplete pass-through of input price pressures, while higher inflation would constrain demand growth, both
of which would dampen the expansion in value added in FY2023. We maintain our estimate of real GDP growth for FY2023 at 7.2% at the
current juncture, amidst expectations of slowing external demand, a gradual increase in capacity utilisation levels through the year, and
a recovery in contact-intensive services. The rise in oil and commodity prices have also heightened macro stability risks for the Indian
economy; we expect a deterioration in the CAD (to 2.7% of GDP) and the CPI inflation (to 6.5%) and a mild overshooting in the Gol’s fiscal
deficit (to 6.5% of GDP as against the BE of 6.4% of GDP) on account of a larger-than-budgeted subsidy burden in FY2023. The recent
excise duty cut on fuels has mitigated some upside risks to the CPI inflation projection and has distinctly lowered the probability of highly
front-loaded rate hikes. We foresee the MPC to hike the repo rate by 40 bps in the June 2022 review and 35 bps each in the August 2022
and September 2022 reviews, followed by a pause to assess the robustness of growth.

FY2022 FY2023

ICRA’s Macroeconomic Projections

GDP Growth (in real terms) 8.5% 7.2%
GVA Growth (in real terms) 7.8% 7.0%
CPI Inflation (average) 5.5% 6.5%

- WPI Inflation (average) 13.0% 9.5%

%_t Current Account Balance Deficit of US$41.5-43.5 billion; 1.3% of GDP Deficit of US$95-100 billion; 2.7% of GDP
o In line with the RE of Rs. 15.9 trillion; modest upside to Rs. 17.6 trillion (6.5% of GDP) in FY2023,
éﬁi\l‘ Gol’s Fiscal Deficit tax revenues and undershooting of capex can offset a slightly higher than 6.4% of GDP indicated in
potential missing of disinvestment target FY2023 BE
=, . 10-year G-sec yield to trade with an upward bias, due to rising inflationary pressures and a large borrowing
= G-sec Yields . . o
programme for FY2023; overall, it is likely to be capped at 8.0% in CY2022
Repo rate 40 bps rate hikes in Jun-22 and 35 bps rate hikes in Aug-22 and Sep-22 policies each, respectively, followed
by a pause
INR 75-79/USS in H1 FY2023
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Real GDP growth to moderate to 3.5% YoY in Q4 FY2022 but print well above pre-Covid levels: ICRA expects the YoY growth in GDP to have moderated to 3.5% in Q4 FY2022 from 5.4% in Q3
FY2022 on account of the impact of higher commodity prices on margins, decline in wheat yields and the hiccups in the recovery of the contact-intensive services attributable to the third wave
of Covid-19 in India, as well as the high base. We expect both agriculture and industry to post a sub-1% GVA growth in Q4 FY2022, whereas services growth is expected to print at around 5.4%
in that quarter. Encouragingly, relative to the corresponding pre-Covid quarter of FY2019, growth in GDP is expected to remain healthy in Q4 FY2022 at 8.6%, as against 9.4% in Q3 FY2022. We
forecast the YoY expansion in real GDP at 8.5% in FY2022 (as against the NSQO’s projection of 8.9%), exceeding the FY2020 levels by a muted 1.3%.

Real GDP to rise by 7.2% in FY2023: This fiscal year has begun on a sombre note, in the backdrop of global challenges such as the Russia-Ukraine conflict, the surge in crude oil and commodity
prices and renewed lockdowns in China. However, the high frequency data for India for April 2022 and early-May 2022 suggests that the aforementioned factors have not dented volume
growth so far. Nevertheless, business margins are likely to be compressed, amidst an incomplete pass-through of input price pressures, while higher inflation would constrain demand growth,
although the excise duty cuts on petrol and diesel are likely to provide some respite to consumers in the second half of the quarter. Based on the early data for the first half of the quarter, ICRA
expects GDP growth to improve to ~12-13% in Q1 FY2023, aided by a low base. We maintain our estimate of real GDP growth for FY2023 at 7.2% at the current juncture, amidst expectations
of elevated inflation levels constraining household budgets in the low-to-mid income segments, compression in business margins, slowing external demand and lower rabi output impacting
rural farm sentiment. However, a recovery in demand for contact-intensive services, better income visibility for households dependent on the same and a back-ended pick-up in private capex
will support the recovery, although it will be uneven.

CPI Inflation to surge to 6.5% in FY2023: ICRA expects CPI inflation to average at 6.5% in FY2023 (as against the MPC’s projection of 5.7% indicated in the Apr 2022 meeting), a rise from 5.5%
in FY2022, with the broad basing of inflationary pressures, as seen in the recent inflation prints, imparting stickiness to the inflation trajectory in the near term. The May 2022 excise duty cut
on petrol and diesel has mitigated some upside risks to the CPI inflation projection and has distinctly lowered the probability of highly front-loaded rate hikes. We foresee the MPC to hike the
repo rate by a further 40 bps in the June 2022 review and 35 bps each in the Aug 2022 and Sep 2022 reviews, followed by a pause to assess the robustness of growth. As of now, we see the
terminal repo rate in the current rate hike cycle at 5.5%. We believe that overtightening is not warranted under the current circumstances as inflation is being fuelled by global supply side
factors and it may needlessly sacrifice domestic growth and sentiment.

Current account deficit to widen to 2.7% of GDP in FY2023: India’s merchandise exports are expected to rise by ~¥9% in FY2023, with expectations of a sharp slowdown in world trade volumes,
being partly offset by higher commodity prices during the duration of the Russia-Ukraine conflict. Merchandise imports, on the other hand, are set to expand by a faster ~¥16% in FY2023, as
domestic demand growth is likely to outpace external demand. Accordingly, we expect the trade deficit to widen to an all-time high of US$250-255 billion in FY2023, with a higher net oil
imports accounting for most of the increase. As a result, the CAD is expected to deteriorate to ~US$95-100 billion in FY2023 from ~US$41.5-43.5 billion in FY2022. The deterioration in the CAD,
monetary policy tightening across the globe and the risk aversion towards EM assets are expected to impart a depreciating bias to the INR. However, large forex reserves, narrower inflation
differentials and the likely stemming of Fll debt outflows would contain the further depreciation from the recent record low. We expect the INR to trade between 75.0-79.0/USS in the remainder
of H1 FY2023.

Fiscal deficit target of 6.4% of GDP for FY2023 to be overshot mildly: In the Union Budget 2022-23, the Gol had pencilled in a fiscal deficit of Rs. 16.6 trillion (6.4% of GDP) for FY2023. There
are several risks to the fiscal target emanating from the revenue loss to the Centre on account of the recently announced excise duty cut, lower-than-budgeted transfer of the RBI’s surplus and
the need for additional spending on food, fertilizer and LPG subsidies through the year. However, a part of this would be offset by higher taxes on account of a low growth embedded in the
FY2023 BE for taxes. While we expect the Gol’s fiscal deficit in FY2023 to overshoot the BE of Rs. 16.6 trillion by Rs. 1.0 trillion, a higher nominal GDP vis-a-vis the BE is likely to aid in containing
the expected fiscal deficit to 6.5% of GDP, only slightly higher than the 6.4% of GDP indicated in the Union Budget.
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ICRA Limited (formerly Investment Information and Credit Rating Agency of India 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.

Alliance with Moody’s Investors Service

The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder. The participation of
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