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OVERVIEW

India’s economic activity remained
uneven in Q4 FY2023; ICRA projects YoY
GDP growth at 4.9% in Q4 FY2023

While India’s growth trajectory for
FY2024 is likely to be constrained by the
slowdown in external demand, the
outlook for domestic consumption and
investment demand appears buoyant

ICRA expects GDP growth to moderate
to ~6% in FY2024, with a downside risk
of up to 50 bps owing to the impact of
development of El Nino conditions

ICRA LIMITED

India’s economic activity remained uneven in Q4 FY2023, with domestic demand for services outpacing that for goods and surprisingly
robust exports of services amidst a decline in merchandise items. ICRA projects the GDP growth to improve modestly to 4.9% YoY in Q4
FY2023 from 4.4% in Q3 FY2023, amidst lower commodity prices, even as the unseasonal rains in March 2023 could weigh upon the agri
GVA. India’s growth trajectory for FY2024 will be constrained by the slowdown in external demand, although the outlook for domestic
consumption and investment demand appears buoyant. At present, ICRA expects the GDP growth to moderate to ~6% in FY2024 from
6.9% in FY2023, partly led by the base effect. However, the impact of rising EMIs on household budgets, export contraction on
employment, and a potential El Nino on crops, food prices and farm incomes pose challenges. ICRA estimates the downside risk to the
FY2024 GDP growth from the latter at up to 50 bps, even as frontloaded capex by the Gol and the States and a rapid execution of infra
projects could provide an upside. A bleaker outlook for merchandise exports vis-a-vis imports, amidst a relatively healthy domestic
demand, is expected to lead to a slight widening in the CAD to 2.2% of GDP in FY2024 from the 2.0% expected in FY2023. The CPI inflation
is estimated to ease to 5.3% in FY2024 from 6.7% in FY2023, amidst the impact of a potential El Nino on food prices. Nevertheless, with
the CPl inflation set to trail the MPC’s estimate for Q1 FY2024, it is likely to vote for another pause in the June 2023 policy meet.

Macroeconomic Variables FY2023 FY2024 ICRA Projections

GDP Growth (in real terms) 6.9% 6.0%
GVA Growth (in real terms) 6.6% 5.9%
CPI Inflation (average) 6.7% 5.3%
WPI Inflation (average) 9.4% 1.6%

Current Account Balance Deficit of $67-69 billion; 2.0% of GDP Deficit of $77-79 billion; 2.2% of GDP

Fiscal deficit unlikely to materially exceed the RE of Budget math seems credible, deficit may printin
Rs. 17.6 trillion (6.4% of GDP) line with the BE of Rs. 17.9 trillion (5.9% of GDP)
10-year G-sec yield expected to remain between 7.0-7.2% in the rest of Q1 FY2024; rise to 7.2-7.5%

Gol’s Fiscal Deficit

G-sec Yields
thereafter
Repo Rate With the CPI inflation set to trail the MPC’s estimate for Q1 FY2024, the MPC is likely to vote for another
5 pause in the June 2023 policy meeting
INR USD/INR pair to trade between 81.0 and 84.0 in H1 FY2024
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Real GDP expected to record a modest step-up in YoY growth to 4.9% in Q4 FY2023 from 4.4% in Q3 FY2023

eEconomic activity remained uneven in Q4 FY2023, with domestic demand for services outpacing that for goods and surprisingly robust exports
of services amidst a contraction in merchandise items. The softening of commodity prices offered relief for corporate margins in some sectors,
while trends in investment activity and Government spending were mixed.

eAlthough the third advance estimates of crop production has indicated a favourable YoY trend in the rabi output in AY2023, unseasonal rains
during March-April 2023 are expected to have affected the yield/quality of some crops, weighing on the agri GVA growth.

CPl inflation likely to soften to a four-year low 5.3% in FY2024

*The headline CPI inflation is likely to display a base effect-led dip to 4.7% in Q1 FY2024 from 6.2% in Q4 FY2023. ICRA estimates the CPI inflation
to moderate to 5.3% in FY2024 from 6.7% in FY2023, amid some tempering in core inflation given the high base of some services items.
Occurence of El Nino conditions could push up food inflation in H2 FY2024.

eAdditionally, the WPI inflation is expected to correct sharply to 1.6% in FY2024 from the elevated 9.4% in FY2023, largely on account of the high
base and the dip in global commodity prices.

CAD to widen slightly to 2.2% of GDP in FY2024, amid sharper fall in merchandise exports vis-a-vis imports

eIndia’s merchandise exports are projected to decline by ~8% to $415-425 billion in FY2024 ($451.0 billion in FY2023), owing to the impact of a
slackening global demand, softening of commodity prices, impact of feared-El Nino on agri output, and export ban on certain items.

eHowever, merchandise imports are expected to dip by a shallower 4-5% YoY to $690-695 billion in FY2024 amid a likely sustanence of domestic
demand and continued recovery in investment activity. Overall, ICRA projects the CAD to rise mildly to $77-79 billion (-2.2% of GDP) in FY2024
from $67-69 billion (-2.0% of GDP) in FY2023, amid a widening in the merchandise trade deficit.

FY2023 Gol fiscal deficit target unlikely to materially overshoot 6.4% of GDP; FY2024 budget math seems credible

*While there may have been some modest deviations from the revised estimates for corporation tax, disinvestment receipts and certain
categories of expenditures, the Gol's fiscal deficit in FY2023 is unlikley to sharply exceed the RE of 6.4% of GDP.

*The FY2024 budget math seems credible, with 10.4% growth forecast for gross tax revenues relative to FY2023 RE, and a robust 37% rise in
capex target amid some curtailment in revex. Higher-than-budgeted dividend surplus transfer of Rs. 874.2 billion from the RBI is likely to provide
some cushion to meet any undershooting in other revenues streams or overshooting in expenses, relative to respective budget estimates.
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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
Moody’s is supported by a Technical Services Agreement, which entails Moody’s providing certain high-value
technical services to ICRA. Specifically, the agreement is aimed at benefiting ICRA’s in-house research capabilities,
and providing it with access to Moody’s global research base. The agreement also envisages Moody’s conducting
regular training and business seminars for ICRA analysts on various subjects to help them better understand and
manage concepts and issues relating to the development of the capital markets in India. Besides this formal training
programme, the agreement provides for Moody’s advising ICRA on Rating-products strategy, and the Ratings

business in general.

The ICRA Factor

Our services are designed to

* Provide information and guidance to institutional and individual investors/creditors;

* Enhance the ability of borrowers/issuers to access the money market and the capital market for tapping a larger
volume of resources from a wider range of the investing public;

* Assist the regulators in promoting transparency in the financial markets;

* Provide intermediaries with a tool to improve efficiency in the funds raising process.
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