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OVERVIEW

India’s economic activity in Q1 FY2024
was bolstered by continued healthy
momentum of services demand,
improved investment activity and
margin expansion in some sectors

However, GDP growth in H2 FY2024
may moderate, with a likely slowdown
in pace of Govt capex ahead of General
Elections, erratic monsoons and
narrowing differentials with year-ago
commodity prices

ICRA maintains FY2024 GDP growth
forecast at 6.0%, lower than MPC’s

estimate of 6.5%, mainly stemming

from a lower print for H2

ICRA LIMITED

India’s economic activity in Q1 FY2024 was boosted by a continued catch-up in services demand as well as improved investment activity,
particularly the front-loading in the Government capital spending. Moreover, the YoY deflation in commodity prices supported margins
in some sectors during that quarter. ICRA expects GDP growth to print at 8.5% for Q1 FY2024, higher than MPC'’s forecast of 8.0% for the
quarter. However, we are circumspect that erratic rainfall, narrowing differentials with year-ago commodity prices, and possible
slowdown in momentum of Government capex as we approach the 2024 General Elections, could dampen GDP growth in H2 FY2024
below the MPC’s forecasts. Overall, ICRA maintains the FY2024 GDP growth estimate at 6.0%, lower than the MPC’s projection of 6.5%
for the fiscal. The CPl inflation is estimated at 5.4% for FY2024, amid a likely surge in Q2 print owing to vegetable price shock as well as
hardening in prices of cereals and pulses, although supply measures announced by the Gol are likely to offer some relief. Given the MPC’s
inflation forecast for Q1 FY2025, the possibility of the earliest rate cut appears delayed to Q2 FY2025, and ICRA continues to expect the
rate cut cycle to be limited to a shallow 50-75 bps. At present, the Gol’s fiscal concerns appear to be mild, and ICRA does not expect the
FY2024 fiscal deficit to exceed the target of 5.9% of GDP. On the external front, the CAD is projected to remain unchanged at 2.0% of GDP
in FY2024, as compared to FY2023, while the USD/INR pair may trade between 82.0-84.0/$ in the remainder of Q2 FY2024.

Macroeconomic Variables FY2023 FY2024 ICRA Projections

GDP Growth (in real terms) 7.2% 6.0%
GVA Growth (in real terms) 7.0% 5.9%
CPI Inflation (average) 6.7% 5.4%
WPI Inflation (average) 9.4% 0.5%

Current Account Balance Deficit of $67.0 billion; 2.0% of GDP Deficit of $70-72 billion; 2.0% of GDP

Deficit is unlikely to exceed the BE of Rs. 17.9
trillion or 5.9% of GDP
10-year G-sec yield expected to remain range bound at 7.1-7.3% over the next two months; yield curve will
remain flattish in the immediate term following the drain in liquidity owing to ICRR measure
Earliest rate cut foreseen in Q2 FY2025, amidst shallow rate cut cycle of 50-75 bps; inflation needs to
persist above MPC’s forecast for at least two consecutive quarters to set the stage for a rate hike

Gol’s Fiscal Deficit Rs. 17.3 trillion (6.4% of GDP)
G-sec Yields

Repo Rate

INR USD/INR pair to trade between 82.0/S and 84.0/S$ in the remainder of Q2 FY2024




EXECUTIVE SUMMARY




ICRA

ICRA LIMITED

GDP growth expected at 8.5% in Q1 FY2024, boosted by improved margins, continued catch-up in services demand

eEconomic activity in Q1 FY2024 was bolstered by a continued catch-up in services demand and improved investment activity, particularly the
frontloading in Government capital expenditure. Moreover, margins in some sectors improved further in the quarter amid prices of various
commodities sharply trailing the year-ago levels. ICRA estimates GDP growth at 8.5% in Q1 FY2024, higher than the MPC's forecast of 8.0%.

eHowever, unseasonal heavy rains in some regions, the lagged effect of the monetary policy tightening, and slowdown in services export growth
exerted a downward pressure on the GDP expansion in the quarter.

Erratic monsoon, likely dip in Government capex ahead of General Elections may dampen GDP growth in H2 FY2024

*While ICRA expects the GDP expansion in H1 FY2024 to exceed that of MPC's projections, the growth in H2 FY2024 may be dampened by the
impact of erratic rainfall distribution, a potential slowdown in the momentum of Government capex ahead of the General Elections, as well as
narrowing differentials with year-ago commodity prices. Accordingly, ICRA foresees the GDP growth in H2 FY2024 below the MPC's estimate of
~5.85% (Q3 FY2024: +6.0% and Q4 FY2024: +5.7%).

eOverall, ICRA maintains its GDP growth estimate for FY2024 at 6.0%, lower than the MPC's forecast of 6.5% for the fiscal.

CPl inflation estimated at 5.4% in FY2024, while a high base is likely to pull down WPI inflation to a mild 0.5%

e After a benign level seen in Q1 FY2024, the CPI inflation is expected to harden signifcantly in the ongoing quarter, given the sharper-than-
expected surge in July 2023 (+7.4%) amid the vegetable price shock. Moreover, inflation is anticipated to exceed 6.5% in August 2023, before
cooling off materially in September 2023 amid fresh arrivals and relief measures undertaken by the Gol on items like tomato, onion, rice, wheat,
etc. Overall, ICRA projects the CPI inflation at 5.4% in FY2024, in line with MPC's estimate for this fiscal.

*Owing to commodity price correction and a high base, the WPI is likely to see a marginal inflation of 0.5% in FY2024 (+9.4% in FY2023).

CAD likely to remain unchanged at 2.0% of GDP in FY2024; USD/INR pair to trade between 82-84/$ in Q2 FY2024

eIndia's merchandise trade deficit is projected to remain elevated at $270-275 billion in FY2024 ($265.3 billion in FY2023, in BOP terms), with
expectations of a sharper YoY moderation in merchandise exports (-8% to -9%) vis-a-vis imports (-3% to -5%). ICRA projects the CAD to rise mildly
to $70-72 billion in FY2024 from $67.0 billion in FY2023, while remaining unchanged in GDP terms at 2.0%.

eThe increase in crude oil prices and the strenghtening of the DXY have kept the USD/INR pair under pressure in the ongoing month. ICRA expects
the pair to trade between 82.0-84.0/S in the remainder of Q2 FY2024, influenced by the trends in DXY and the RBI's intervention.

Gol fiscal deficit in FY2024 unlikely to exceed target of 5.9% of GDP

*The 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 such as telecom receipts or overshooting in expenses in FY2024, relative to the respective BE, such as MGNREGS.

*Moreover, a sizeable miss on the disinvestment target could be offset via expenditure savings of Ministries/Departments, which have averaged
at Rs. 1.6 trillion/year since FY2018, as per ICRA's estimates. Overall, fiscal concerns in FY2024 appear to be limited at the current juncture. ICRA
does not expect the fiscal deficit to exceed the budgeted target of Rs. 17.9 trillion or 5.9% of GDP.
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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;

e 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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