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EXHIBIT: Annual GDP growth trends

EXHIBIT: Trends in policy repo rate

Source: NSO, RBI, ICRA Research

tax growth 
amid compressed subsidy outgo, compared to Q3 FY2025, even as the GVA growth is expected to only see a marginal uptick to 6.3% from 

for the 
fiscal, while also entailing a sharp dip from 9.2% in FY2024. While FY2026 has begun with heightened uncertainty around global trade 
policies, the outlook for domestic drivers of growth, including private consumption and Government investment appears largely resilient, 
given the personal income tax cuts, monetary easing, and the healthy growth in budgeted capex. The outlook for merchandise and IT 
exports, and private capex, especially in export-oriented sectors, appears muted, although the relative tariff scenario will evolve as the 
year progresses. At present, ICRA forecasts GDP growth to dip slightly to 6.2% in FY2026 from 6.3% estimated for FY2025. Additionally, 
the CPI inflation is projected to cool to a 7-year low of 3.5% in FY2026 from 4.6% in FY2025, amid the benign outlook for food inflation 
owing to healthy crop output in the last two seasons, and an above-normal monsoon forecast for 2025. This would provide space for 
additional rate cuts of 75 bps, spread over the June, August and October 2025 policies, aided by a relatively higher focus by the MPC on 
growth over inflation, amid limited risks to the latter.
FY2025, amid widening in non-oil non-

-out of Rs. 2.7 trillion 
would provide some buffer against a miss in receipts or higher expenditure in FY2026 and support the fiscal deficit target of 4.4% of GDP.

Macroeconomic Variables FY2025 ICRA Estimates FY2026 ICRA Projections

GDP Growth (in real terms) +6.3% +6.2%

GVA Growth (in real terms) +6.2% +6.0%

CPI Inflation +4.6% +3.5%

Current Account Balance Deficit of $35.0 billion; -0.9% of GDP Deficit of $45.0 billion; -1.1% of GDP

4.8% of GDP FY2026 BE: 4.4% of GDP

G-sec Yields 10-year G-sec yield (6.79% GS 2034) to range between 6.0-6.4% in CY2025

Repo Rate Additional rate cuts of 75 bps in CY2025, including 25 bps cut in June 2025 policy

INR INR to trade between 85.0/$ and 87.0/$ in remaining part of CY2025
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India's GDP growth projected to print at 6.9% in Q4 FY2025, limiting FY2025 expansion to 6.3%
25 from 6.2% in 

Q3 FY2025. This is likely to have been led by YoY surge in net indirect taxes amid a mild uptick in GVA growth (to +6.3% from +6.2%). 
While the robust increase in the output of most rabi crops is likely to have supported the agri-GVA growth in Q4 FY2025, the tepid pace of 
expansion in industrial volumes as well as the deterioration in the performance of several service-sector indicators is expected to have weighed 
on the GVA growth of these segments.

Domestic demand drivers remain intact, amid looming tariff uncertainity; FY2026 GDP growth forecast at 6.2% 
The FY2026 outlook for domestic consumption and Government investment remains largely resilient. While rural demand appears healthy, 
prospects for urban consumption have improved amid income tax cut, lower borrowing costs and benign outlook for food inflation.
Given the heightened uncertainty around trade policies and the associated disruption in trade and sentiment, the outlook for merchandise, as 
well as IT exports and private capex, especially in export-oriented sectors, appears muted. The relative tariff scenario is going to continue to 
evolve as the year progresses. At present, ICRA forecasts GDP growth to dip slightly to 6.2% in FY2026 from 6.3% estimated for FY2025.

CPI inflation estimated at 7-year low 3.5% in FY2026, amid benign outlook for food inflation
ICRA projects food and beverage inflation to cool down significantly to ~3.0-3.5% in FY2026 from 6.7% in FY2025, supported by ample 
(kharif+rabi) agri output in the recent cropping seasons, and IMD's outlook for above normal monsoon season in 2025. Our average inflation 
forecasts for Q1 (3.3%) and Q2-Q3 FY2025 (3.0-3.5%) are lower than MPC's estimates, published in the April 2025 policy, to the tune of 30 bps 
and 30-80 bps, respectively.
ICRA estimates additional repo rate cuts of 75 bps, spread equally between June, August and October 2025 policies. 

India's CAD to rise to 1.1% of GDP in FY2026; adverse tariff hikes pose a risk to forecast
Amid intensifying uncertainity related to global trade and tariff policies, ICRA currently expects merchandise exports of India to decline by 1-2% 
YoY in FY2026. While merchandise imports are expected to rise, the growth may be constrained at ~2-3%, stemming from lower oil and gold 
imports, even as non-oil non-gold segment would be supported by domestic demand, high import dependency for certain items, and potential 
round-tripping of goods via India in early-FY2026. We expect the CAD to rise mildly to 1.1% of GDP in FY2026 from 0.9% of GDP in FY2025 
(estimate), albeit remain at manageable levels, aided by healthy growth assumption for service trade surplus. 

GoI may have met FY2025 fiscal deficit target of 4.8% of GDP; record RBI dividend brightens FY2026 outlook
ICRA believes that the upside to non-tax revenues over the FY2025 RE is likely to compensate for shortfall in disinvestment receipts, while 
subsidy outgo may exceed the RE, after factoring in 2nd SDG. Nevertheless, higher-than-estimated nominal GDP creates fiscal space to the tune 
of Rs. 300 billion over the FY2025 RE of Rs. 15.7 trillion, without breaching the target of 4.8% of GDP.
While the personal income tax target appears optimistic after considering the tax cut, dividend of Rs. 2.7 trillion by the RBI would provide some 
buffer against a miss in receipts or higher expenditure in FY2026 and support the fiscal deficit target 4.4% of GDP.  
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