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India’s GDP growth is projected to have
dipped sharply to 6.0% in Q3 FY2024
from 7.6% in Q2 FY2024

Spillover of tepid rural demand in early-
FY2025, a likely slowdown in the Gol’s
capex during General Elections and
monsoon season and weakness in
export growth pose risks to GDP growth
in H1 FY2025

The pre-requisites for private capex take
off are in place, although we expect a
measured cycle rather than an
exuberant one

ICRA foresees GDP expansion at 6.2% in

FY2025, after an expected 6.6% print for
FY2024

ICRA LIMITED

The growth in India’s economic activity is anticipated to ease to 6.0% in Q3 FY2024 from 7.6% in Q2 FY2024, owing to lower industrial
volume growth, flagging momentum in investment activity, a sharp slowdown in Government spending growth, and the impact of an
uneven monsoon on agri output. Going forward, headwinds owing to the spillover of the ongoing tepid rural demand into early-FY2025,
a slowdown in Government capex and project execution during Parliamentary Elections and the monsoon period, and persistent
weakness in export growth are likely to weigh on economic growth in H1 FY2025. Encouragingly, the pre-requisites for the take off of a
private capex are in place, which offers hope for supporting investment demand in H2 FY2025. At present, ICRA projects the GDP
expansion at 6.2% in FY2025, after an expected 6.6% growth for FY2024. The CPI inflation is expected to soften to 4.6% in FY2025 from
5.3% in FY2024, assuming a normal monsoon turnout in 2024, and expectations of core inflation to remain benign in the first half of the
next fiscal. We expect a shallow rate cut cycle of 50-75 bps to begin from the August 2024 policy, with a change in stance in the preceding
policy, if the outlook for the monsoon appears favourable. Additionally, the Gol is likely to meet its revised target of 5.8% of GDP for
fiscal deficit in FY2024, and most of the tax and expenditure assumptions seems credible for FY2025. Moreover, while India’s CAD/GDP
ratio is expected to rise to 1.6% in FY2025 from 1.2% in FY2024, it would remain at manageable levels.

Macroeconomic Variables

FY2024 ICRA Projections

FY2025 ICRA Projections

anl GDP Growth (in real terms) +6.6% +6.2%
GVA Growth (in real terms) +6.6% +6.1%
/‘f CPI Inflation (average) +5.3% +4.6%
- WPI Inflation (average) -0.7% +2 to +4%
o1 Current Account Balance Deficit of $41-43 billion; 1.2% of GDP Deficit of $59-62 billion; 1.6% of GDP
gﬁii‘ Gol’s Fiscal Deficit Rs. 17.3 trillion (5.8% of GDP) Rs. 16.9 trillion (5.1% of GDP)

10-year G-sec yield expected to trade between 7.00-7.20% over the next few months

- G-sec Yields

Earliest rate cut foreseen in Q2 FY2025, amidst shallow rate cut cycle of 50-75 bps, with a stance change in
the preceding meeting

USD/INR pair to trade between 82.5/S and 83.5/$ in the near term
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GDP growth to ease to 6.0% in Q3 FY2024 from 7.6% in Q2 FY2024, led by agriculture and industrial sectors

¢|n addition to the dip in yields of kharif crops, ICRA remains apprehensive around the prospects for rabi yields and output. We expect the agri
GVA growth to witness a marginal 0.5% rise in Q3 FY2024, following the 1.2% growth seen in Q2 FY2024, on an elevated base.

eThe industrial GVA expansion is estimated to dip to 8.8% in Q3 FY2024 from 13.2% in Q2 FY2024, partly reflecting the dissipation of a favourable
base, amid a broad-based easing in growth across sectors. Services GVA, on the other hand, is expected to witness an uptick to 6.5% in the
quarter from 5.8% in Q2 FY2024, led by the THTCS segment. Overall, GDP growth is projected to ease to 6.0% in Q3 FY2024 from 7.6% in Q2.

GDP growth expected to ease to 6.2% in FY2025 from 6.6% in FY2024 amid continued headwinds

*|CRA expects the GDP growth to ease to 5.3% in Q4 FY2024 from the expected 6.0% in Q3 FY2024. This translates to a full-year growth of 6.6% in
FY2024 (+7.2% in FY2023), marginally higher than our earlier estimate of 6.5% stemming from better-than-anticipated prospects for the Q3 print.
eHeadwinds owing to the spillover of the ongoing weakness in rural demand in early-FY2025, a slowdown in Gol’s capex and construction activity
during the first half of the fiscal and a continued weakness in export growth, are expected to weigh on the growth in economic activity in
FY2025. At the current juncture, we estimate the YoY expansion in real GDP at ~6.2% in FY2025.

CPl inflation to average at 5.3% in FY2024, ease to 4.5% in FY2025; shallow rate cut cycle likely to start in Aug 2024

oThe CPl inflation witnessed a broad-based moderation to 5.4% in Q3 FY2024 from 6.4% in Q2 FY2024, before easing to 5.1% in January 2024. It is
expected to soften further to sub-5.0% each in February-March 2024, resulting in an average inflation of 5.3% for FY2024.

eTherafter, ICRA expects the CPI inflation to ease to 4.6% in FY2025 based on the assumption of a normal monsoon in 2024. We foresee a rate
cut cycle of 50-75 bps to commence in the August 2024 policy meeting, with a stance change in the preceding review, after there is some
visibility around the monsoon turnout.

CAD to narrow to 1.2% of GDP in FY2024 before rising to 1.6% in FY2025, while remaining at comfortable levels

*An increase in the services trade surplus along with the decline in the merchandise trade deficit is expected to lead to a dip in the CAD to $41-43
billion (1.2% of GDP) in FY2024 from $67 billion (2.0% of GDP) in FY2023. Therafter, a widening in the merchandise trade deficit on the back of a
stronger growth in domestic vis-a-vis external demand, is expected to lead to an increase in the CAD to $59-62 billion (1.6% of GDP) in FY2025.

eWhile the USD/INR pair will be influenced by trends in the DXY and any untoward depreciation in EM currencies in the event of an escalation in
geopolitical conflicts, the extent of volatility in the pair is likely to be contained. ICRA expects the INR to trade at 82.5-83.5/$ in the near term.

Gol's fiscal deficit revised to 5.8% of GDP in FY2024; budgeted to ease further to 5.1% in FY2025

*The Gol revised its fiscal deficit target target for FY2024 to Rs. 17.3 trillion (5.8% of GDP) from Rs. 17.9 trillion (5.9% of GDP), amid a lower
revenue deficit and a cut in the budgeted capex.

eThereafter, the fiscal deficit is budgeted to ease mildly to Rs. 16.9 trillion in the FY2025 BE, with the sharp compression in the revenue deficit
partly offset by a sharp ~17% expansion in capex. Relative to GDP, the fiscal deficit is pegged at 5.1% in the Interim Budget for FY2025, midway
through the print of 5.8% in FY2024 and the medium-term target of sub-4.5% for FY2026.
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