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have slowed in Q2 FY2024 amid an 
anticipated dip in agricultural growth 
owing to the sub-par monsoons, and a 
modest easing in services

Uneven rainfall, narrowing commodity 
price differentials, potential slowdown 
in Government capex momentum, weak 
external demand and cumulative impact 
of monetary tightening are likely to 
translate into lower GDP growth in H2

ICRA maintains FY2024 GDP growth 

estimate of 6.5%

Growth in economic activity is expected to have slowed to 7.0% in Q2 FY2024, while remaining robust, amid an anticipated dip in
agricultural growth owing to the sub-par monsoons, and a modest easing in that for services, even as industrial growth is likely to have
risen aided by a pick-up in volume growth and an improvement in margins for some sectors. Although ICRA expects the GDP growth in
Q2 FY2024 to exceed the estimate of 6.5% for that quarter, the momentum is unlikely to sustain thereafter. Uneven rainfall,
narrowing differentials with year-ago commodity prices, the possible slowdown in momentum of Government capex as we approach the
Parliamentary Elections, weak external demand and the cumulative impact of monetary tightening are likely to translate into lower GDP
growth in H2 FY2024. As a result, ICRA maintains its FY2024 GDP growth estimate at 6.0%, lower than the projection of 6.5% for
the fiscal. The CPI inflation is expected to average at 5.3% in FY2024, slightly lower than the projection of 5.4%, even as food
inflation is projected to remain elevated, above the 6.0% mark. Given the domestic inflation-growth context, with geo-politics adding to 
uncertainty, ICRA foresees an extended pause from the MPC, until the beginning of a shallow rate cut cycle in Q2 FY2025. Concerns 

surpass the budgeted target of 5.9% and the 
latter likely to remain manageable at 1.8% of GDP.

Macroeconomic Variables FY2023 FY2024 ICRA Projections

GDP Growth (in real terms) 7.2% 6.0%

GVA Growth (in real terms) 7.0% 6.0%

CPI Inflation (average) 6.7% 5.3%

WPI Inflation (average) 9.4% -0.3%

Current Account Balance Deficit of $67.0 billion; 2.0% of GDP Deficit of $63-65 billion; 1.8% of GDP

Rs. 17.3 trillion (6.4% of GDP) 
Deficit is unlikely to exceed the BE of Rs. 17.9 

trillion or 5.9% of GDP

G-sec Yields 10-year G-sec yield expected to trade between 7.2-7.4% until the Union Budget for FY2025

Repo Rate
Further monetary tightening not warranted at the current juncture.

Earliest rate cut foreseen in Q2 FY2025, amidst shallow rate cut cycle of 50-75 bps

INR USD/INR pair to trade between 82.5/$ and 83.5/$ in the near term

OVERVIEW
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GDP growth forecast at 7.0% in Q2 FY2024, exceeding MPC's estimate of 6.5% for that quarter
While a normalising base is projected to modestly ease the servcies GVA growth in Q2 FY2024, agricultural GVA growth may be dampened by an 
expected decline in kharif output and yields, owing to the erratic monsoon. However, industrial GVA expansion is likely to have improved in Q2 
FY2024 compared to Q1 FY2024 amid a stronger growth in volumes and continued, albeit narrowing tailwinds from the commodity prices. 
Overall, ICRA estimates the GDP growth to modestly ease to 7.0% in Q2 FY2024 from 7.8% in Q1 FY2024 on a normalising base and weak agri 
performance. However, this would exceed the MPC's October 2023 estimate of 6.5% for that quarter.

A slew of headwinds may translate into lower GDP growth in H2 FY2024 vis-a-vis MPC's projection 
Looking ahead, uneven rainfall, narrowing differentials with year-ago commodity prices, the possible slowdown in momentum of Government 
capex as we approach the Parliamentary Elections, weak external demand and the cumulative impact of monetary tightening are likely to 
translate into a GDP growth of 4.5- -6.0%).

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

CPI inflation estimated at 5.3% in FY2024, even as food inflation may exceed 6.0%; WPI to display a mild deflation
Owing to a surge in vegetable inflation, the CPI inflation rose to a four-quarter high 6.4% in Q2 FY2024. However, the WPI recorded a deflation 
for the second quarter in a row in Q2 FY2024, led by lower commodity prices vis-a-vis year-ago levels. 
After a likely rise to 5.6% by Dec 2023, the CPI infation may print in a wide range in H1 CY2024. Thereafter, a particularly benign base effect 
would temporarily dampen the print in Q2 FY2025, when we expect the onset of a shallow rate cut cycle of 50-75 bps. While the CPI inflation is 
forecast at 5.3% in FY2024 with food inflation at above 6%, the WPI is likely to see a marginal 0.3% deflation on a high base (+9.4% in FY2023).

CAD to dip mildly to $63-65 billion in FY2024 (1.8% of GDP) from $67.0 billion in FY2023 (2.0% of GDP)
The increase in the service trade surplus is expected to outweigh the rise in the merchandise trade deficit, leading to a mild dip in the CAD to 
$63-65 billion in FY2024 from $67.0 billion in FY2023. As a proportion of GDP, the CAD is expected to remain manageable at 1.8%.
The USD/INR pair is likely to trade between 82.5-83.5/$ over the next couple of months, unless a ratcheting up of geo-political tensions leads to 
a sharp depreciation in the EM currencies. Thereafter, the Bond Index inclusion and a likely pivot to rate cuts in the US in H2 CY2024 are likely to 
favour the USD/INR pair in the next fiscal year.

GoI fiscal deficit in FY2024 may end up being similar to budgeted target of Rs. 17.9 trillion or 5.9% of GDP
The GoI's gross tax reveneus are likely to exceed the FY2024 BE by Rs. 0.5 trillion, with an expected boost from direct taxes outweighing a 
shortfall in union excise duty inflows. However, the disinvestment target appears likely to be missed by Rs. 200-300 billion.
Higher allocation for subsidies and MGNREGS may lead to an additional revenue spending of Rs. 0.8-1.0 trillion in excess of FY2024 BE, which can 
be matched by expenditure savings that have typically ranged between Rs. 1.1-2.3 trillion in the recent past. However, as we approach the 
General Elections, capex is likely to slow down. On balance, the fiscal deficit may print similar to the target of Rs 17.9 trillion in FY2024.






