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OVERVIEW   

 
While the overhang of an unfavourable monsoon is yet to lift, a nascent albeit uneven pickup in Indian economic activity has started to emerge. Although India is not immune to 
the worsening global headwinds of weak growth, faltering sentiment and currency volatility, it is expected to weather such concerns better than several other emerging markets. 
In addition to the improved domestic macroeconomic fundamentals following the moderation in inflation, an easing of external account vulnerability and healthy fiscal trends, the 
continued fall in global commodity prices particularly benefits India, which has a high intensity of commodity imports.   
 
Growth of economic activity expected to improve in 2015-16: A nascent albeit uneven pickup in economic activity has started to emerge in the first quarter of this fiscal year, 
following the easing of growth in H2FY15. Growth of gross value added (GVA) at basic prices is estimated to improve to 7.0% in Q1FY16 from a muted 6.1% in Q4FY15, led by a pickup 
in the pace of execution in some infrastructure sectors, Government spending as well as other services. ICRA expects an improvement in growth of the services sector (~10.1% in 
Q1FY16; 9.2% in Q4FY15) and a marginal uptick in industrial growth (~5.8% in Q1FY16; 3.5.6% in Q4FY15) in Q1FY16 relative to the previous quarter. With the Fourth Advance 
Estimates of crop production indicating a decline in rabi output of foodgrains and oilseeds with crops damaged by excessive rainfall, agricultural output is expected to record a year-
on-year (y-o-y) de-growth of 1.5% in Q1FY16.  
 
Higher Government capital spending, as well as efforts to facilitate clearances and simplify approvals are expected to boost execution in some infrastructure sectors going forward. 
Healthy urban consumer confidence, moderation in inflation, upward revision in minimum wages and transmission of monetary easing are likely to buffer consumption demand in the 
ongoing fiscal. While ICRA will continue to monitor the incoming data on crop production, pickup in Government expenditure and broad-basing of investment impulses, at present the 
unfavourable outlook for rural demand and exports suggests that economic growth in FY16 would print at the lower end of our forecast band of 7.4-7.6%. Availability of cheaper 
imports and moderate capacity utilisation in some sectors, high indebtedness of various Corporate groups, and weak asset quality of the Banking system remain constraints to a faster 
pickup in economic activity. 
 
Diminishing inflation risks expected to create room for further Repo rate cuts of 25 bps over the remainder of 2015: Despite lingering monsoon-related uncertainties, the hardening 
of inflationary expectations and the recent depreciation of the Rupee relative to the US dollar, risks to the inflation trajectory have diminished with the global easing of commodity 
prices, near-normal sowing and modest increases in minimum support prices (MSPs) of crops. Nevertheless, effective food management remains vital, including ensuring adequate 
stocks of imported items to lessen the potency of supply-demand mismatches and dampen inflation expectations. Even though the favourable base effect for CPI inflation would wane 
after a few months, ICRA expects CPI inflation to average a moderate 5.0% in CY15, and undershoot the RBI’s projection of 6.0% for January 2016, suggesting adequate room for 
further monetary easing of 25 basis points (bps) in 2015. However, the Reserve Bank of India (RBI) may choose to await further transmission of past easing and signs of stability in 
currency markets before undertaking additional rate cuts. 
 
External sector concerns to remain muted in FY16: Despite the considerable benefit from lower crude oil prices, the improvement in the merchandise trade deficit in Q1FY16 relative 
to Q1FY15 is expected to be marginal, on account of the decline in non-oil exports and rise in non oil imports. With the services trade surplus declining to USD 16.5 billion in Q1FY16 
from USD 17.2 billion in Q1FY15, ICRA expects a marginal improvement in the current account deficit to ~USD 7.0-7.5 billion in Q1FY16 from USD 7.8 billion in Q1FY15. 
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In line with the pattern in April-July 2015, ICRA expects annual merchandise imports and exports to record a y-o-y contraction in FY16. The sluggish outlook for global demand, the 
loss of competitiveness following the appreciation of the INR on an REER basis and the decline in prices of Indian commodity exports (particularly petroleum products) would 
constrain merchandise exports, while the positive impact of the Government’s Make in India program and focus on improving ease of doing business are likely to be visible with a lag.  
 
A strengthening of the nascent recovery in domestic demand and investment conditions is expected to expand import volumes going forward. While some sectors may face 
competitive pressure from cheaper Chinese imports despite custom duty hikes, the adverse impact of the same on the Indian current account deficit is likely to be cushioned by the 
recent fall in commodity prices. For instance, with a reduction in our forecast of the average price of the Indian crude oil basket for FY16 to USD 55/barrel from USD 60/barrel, our 
baseline projection of net oil imports in the current year has declined to ~USD 60 billion from ~USD 65 billion. Despite the unfavourable monsoon turnout, imports of agricultural 
items other than pulses and onions are unlikely to rise sharply. Overall, the current account deficit is likely to ease to ~1.1% of GDP in FY 2016 from 1.3% of GDP in FY 2015, and be 
comfortably financed by healthy inflows related to foreign direct investments (FDI), external commercial borrowings (ECB) and NRI deposits. 
 
Notwithstanding the changes anticipated in the investments foreign portfolio investors’ (FPI) are permitted to make in debt securities, the broader improvement in Indian 
macroeconomic conditions and the persistence of ample global liquidity, ICRA continues to expect a substantial dip in the extent of FII inflows into India in 2015-16 from the USD 45.7 
billion recorded in 2014-15, on account of concerns related to the recent international developments, trend in Corporate earnings and valuations, as well as the space for further 
monetary easing. Moreover, a delay in domestic reforms may further dampen sentiments.    
 
The depreciation of the Chinese Yuan relative to the US Dollar has been echoed by several emerging market currencies including the Rupee, which has weakened to a two-year low 
relative to the USD. This is likely to increase the cost of servicing external debt. Going forward, the eventual commencement of the rate hike cycle by the US Federal Reserve is 
expected to trigger currency volatility as well as some FII outflows. However, ICRA expects the INR to displayed greater resilience to such global events as compared to other emerging 
market currencies, based on the improvements in Indian macroeconomic fundamentals, particularly a cooling of inflation, muted external sector concerns and rise in foreign exchange 
reserves, and the expectation that India’s economic growth will outperform most peers.   
 
Fiscal metrics record modest improvement in Q1FY16: Healthy indirect tax inflows, spectrum revenues in April 2015 and lower fuel subsidy outgo narrowed Government of India’s 
(GoI’s) fiscal deficit to Rs. 2.9 trillion in Q1FY16, 4% below the level in Q1FY15. Although GoI’s fiscal deficit in Q1FY16 was equivalent to a substantial 51.6% of the full-year budget 
estimate (BE), this was nevertheless an improvement relative to the performance in Q1FY15 (59.3% of 2014-15 provisional accounts). Moreover, the quality of the fiscal deficit 
improved somewhat in Q1FY16, with the share of the revenue deficit in the total fiscal deficit declining to 81% from 84% in Q1FY15. However, the limited progress (Rs. 32.9 billion 
upto July 2015) against the 2015-16 BE targets of Rs. 410.0 billion as receipts from disinvestment of GoI’s stake in public sector undertakings (PSUs) and Rs. 285.0 billion from strategic 
divestment, poses a concern.  
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