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EXHIBIT: YoY GDP growth trends (2022-
23 prices)

EXHIBIT: YoY CPI inflation trends*

*CPI inflation data for FY2024-2026 is as per the 
2011-12 series, while for FY2027 is as per 2022-23 
series; P: Projected; Source: NSO; ICRA Research

Macroeconomic Variables FY2026 FY2027 ICRA Projections

GDP Growth (at constant 2011-12 prices) 7.7% <6.5%

CPI Inflation 2.1% ~5.0%

Current Account Balance (% of GDP) -0.6% of GDP -1.7% of GDP

4.4% of GDP 4.7% of GDP

G-sec Yields 10-year G-sec yield to range between 6.85-7.00% in the near term

Policy Repo Rate Expect back ended rate hike(s) in 2026, post monsoon clarity

USD/INR USD/INR pair to trade between 94.0 and 96.0 in the near term

Given the uncertainty around the duration of the ongoing West Asia crisis, elevated energy prices for an extended period poses a key 
downside risk to growth in the near term, including muted prospects for investment demand, negative impact on corporate profitability 
and dampening consumer sentiments. Besides, the onsoon season and 
potential development of strong El Nino conditions have dulled the agricultural outlook and rural demand prospects for H2 FY2027. ICRA 
currently assumes crude oil prices to average at ~$95/bbl in FY2027, amid the ongoing stickiness in prices amid the stalemate in West 
Asia. This presumes that oil prices will remain elevated in H1 FY2027 before moderating to around $80/bbl in H2 FY2027. Consequently, 
ICRA expects the GDP growth (at constant 2022-23 prices) to slip below 6.5% in FY2027 from the 7.7% seen in FY2026 PE.

On the inflation front, risks remain tilted to the upside owing to the below-normal monsoon forecast triggered by El Nino and elevated 
energy prices. ICRA expects the CPI inflation to average at 5.0% in FY2027, similar to the forecast (+5.1% YoY). While the next move 
on policy rates is likely to be a hike, its timing would depend on how geopolitical and macro developments, including the severity of the 
El Nino, transmit to a generalisation of inflationary pressures. ICRA believes that the October and December 2026 policy meetings could 
be live for potential rate hike(s), after there is some clarity on the monsoon impact. Additionally, ICRA expects the current account deficit 
(CAD) to more than double to 1.7% of GDP in FY2027 from 0.6% of GDP in FY2026, owing to likely surge in net oil import bill and higher 
commodity prices, amidst the West Asia conflict. On the fiscal front, the West Asia crisis is likely to necessitate the Government of India 
(GoI) to make additional allocations for fertiliser and LPG subsidy, while excise duty cut on auto fuels and some hit to direct taxes may 
dampen its revenues. Overall, ICRA estimates the FY2027 fiscal deficit to print at 4.7% of GDP, ~40 bps higher than the budgeted target. 
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ICRA expects GDP growth to slip below ~6.5% in FY2027, with downside risks emerging from sustenance of the West Asia crisis

Given the uncertainty around the timeline of the resolution of the West Asia conflict, elevated energy prices for an extended period present a 
near term downside risk to growth, with potential consequences, including muted prospects for investment demand, negative impact on 
corporate profitability and subdued consumer sentiments. 
Besides, the likely development of El Nino conditions and weak monsoon forecast for 2026 have dulled the agricultural outlook and rural 
demand prospects for H2 FY2027, while rising inflation risks and expectations of a rate hike in late-2026 may weigh on urban consumption 
demand. Based on these factors and assuming an average crude oil price of $95/barrel, ICRA pegs the GDP growth to moderate to sub-6.5% in 
FY2027 from 7.7% in FY2026, entailing lower growth outcomes in H1.

CPI inflation expected to average at ~5% in FY2027; ICRA expects back-ended rate hike in 2026
The YoY CPI inflation print is expected to cross the 4%-mark in May 2026, crossing the mid-point of the MPC's band for the first time in the new 
series, owing to the impact of the fuel price hike, rising commercial LPG prices, and higher import duty on precious metals. Overall, ICRA 
expects the CPI inflation to average at 5.0% in FY2027 (in line with the MPC's estimate: +5.1%), amid upside risks from a sub-par monsoon as 
well as elevated energy prices and prolonged supply disruptions owing to the West Asia conflict.

t range of 2-6%, 
ICRA believes that the next move on rates is likely to be a hike, as any premature policy easing would only hit near-term growth outcomes. We 
believe that the Oct and Dec 2026 policy meetings are live for potential rate hike(s), after there is some clarity on the monsoon turnout.

India's CAD to enlarge to ~1.7% of GDP in FY2027 from 0.6% of GDP in FY2026
ICRA expects the value of merchandise exports to rise by 7-8% YoY to $478-480 billion in FY2027 ($446.1 billion in FY2026; on a BoP basis), 
aided by a low base as well as the jump in commodity prices owing to the West Asia crisis. Additionally, merchandise imports are projected to 
grow by a much sharper 12-13% YoY to $878-880 billion in FY2027 ($783.4 billion in FY2026).  
Consequently, the MTD is estimated to widen to ~$400 billion in FY2027 from $337 billion in FY2026 (on a BoP basis). This is likely to be only 
partly offset by a healthy growth in the service trade surplus (+7%; $231-233 billion in FY2027 vs. $217 billion in FY2026). Con
CAD is expected to widen to ~1.7% of GDP in FY2027 from 0.6% of GDP in FY2026. The recent measures by the GoI and the RBI to attract capital 
flows are likely to offer respite, and aid in financing the CAD to a large extent in FY2027, preventing a sharp drawdown of reserves in the fiscal.

GoI's fiscal deficit to exceed the target of 4.3% of GDP by ~40 bps in FY2027
ICRA currently es, and 
some hit to OMC dividends, excise and direct tax/GST collections. However, these would be partly offset by higher collections on account of 
customs duty hike on gold and silver and allocation towards the ESF. This is estimated to entail a fiscal slippage of ~30 bps, along with the ~10 
bps estimated on account of a lower nominal GDP vis-à-vis that given at the time of the Union Budget FY2027 presentation. Accordingly, ICRA 
projects the fiscal deficit to print at ~4.7% of GDP in FY2027, as against the Budget Estimate (BE) of 4.3%. 

-sec demand to some extent and help 
cool yields. ICRA now expects the 10-year G-sec yield to trade between 6.85-7.00% in the near term.
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