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India’s GDP growth is projected to have
moderated to 6.7% in Q4 FY2024 from
8.4% in Q3 FY2024

While signs of revival in rural demand
have emerged, headwinds such as a
slowdown in Gol spending during
Elections and monsoon period are likely
to weigh on growth in H1 FY2025

Nevertheless, a pick up in growth is
likely in H2, owing to back-ended rise in
Gol spending and private capex,
improvement in rural demand if
monsoons are favourable, and recovery
in export growth

ICRA foresees GDP expansion at 6.5% in
FY2025 after 7.8% projected for FY2024

ICRA LIMITED

India’s GDP growth is projected to ease to a four-quarter low of 6.7% in Q4 FY2024, owing to lower industrial volume growth coupled
with diminishing gains from commodity prices dampening the profitability of some sectors, as well as the impact of unfavourable
monsoon rains in 2023 on agri output. While the signs of a nascent revival in rural demand have emerged towards the end of FY2024,
headwinds owing to the slowdown in Government capex during the General Elections and monsoon period, persistent weakness in export
growth, and dissipation of the benefit of deflation in global commodity prices are likely to weigh on growth in H1 FY2025. However, the
momentum is likely to improve in H2 FY2025, amid expectations of a back-ended pick-up in capex, pick up in rural demand if the monsoon
turns out to be favourable, and some recovery in export growth. At present, ICRA projects the GDP growth to moderate to 6.5% in FY2025
from the 7.8% expected in FY2024. The CPI inflation is likely to soften to 4.6% in FY2025 from 5.4% in FY2024, based on the assumption
of a normal monsoon in 2024, even as any agro-climatic shocks could adversely impact the food inflation trajectory. We believe that the
earliest rate cut is only likely in Q3 FY2025, amid a shallow rate cut cycle limited to 50 bps at best. Additionally, the surprisingly large
dividend surplus transfer of Rs. 2.1 trillion by the RBI in FY2025 could enhance the Centre’s capital expenditure or enable a sharper fiscal
consolidation than estimated earlier. At the current juncture, ICRA expects the Gol’s fiscal deficit to print at par or slightly lower than the
BE of 5.1% of GDP. While India’s CAD/GDP ratio is likely to rise to 1.2% in FY2025 from 0.8% in FY2024, it will remain manageable.

Macroeconomic Variables FY2024 FY2025 ICRA Projections
GDP Growth (in real terms) +7.8% +6.5%
GVA Growth (in real terms) +7.0% +6.2%
CPI Inflation (average) +5.4% +4.6%
WPI Inflation (average) -0.7% +3.3%
Deficit of $27-30 billion; -0.8% of GDP

Current Account Balance Deficit of $45-48 billion; -1.2% of GDP

Gol’s Fiscal Deficit Rs. 17.3 trillion (5.9% of GDP) Rs. 16.0-16.9 trillion (4.9-5.1% of GDP)

G-sec Yields 10-year G-sec yield to range between 6.80-7.15% in H1 FY2025
Repo Rate Earliest rate cut likely in Q3 FY2025, amid a shallow rate cut cycle limited to 50 bps at best

INR INR to trade between 82.5/$ and 84.0/$ through the remaining part of H1 FY2025
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GDP growth anticipated to decelerate to a four-quarter low of 6.7% in Q4 FY2024 from 8.4% in Q3 FY2024

eLower volume growth and diminishing gains from commodity prices on the profitability of some of the industrial sectors are expected to dampen
industrial GVA growth in Q4 FY2024 vis-a-vis Q3. While services GVA growth is expected to ease slightly in Q4 FY2024, agri-GVA is likely to
decline for the second consecutive quarter, amid weak estimates of rabi output (barring wheat), concerns around yields and an adverse base.

*|CRA expects the GDP and GVA growth to moderate to 6.7% and 5.7%, respectively, in Q4 FY2024 from 8.4% and 6.5% in Q3 FY2024, with the
wedge between the two estimated to narrow to ~100 bps from the peak of 185 bps, amid a likely dip in net indirect tax growth.

ICRA expects GDP growth to slow to 6.5% in FY2025 from the 7.8% in expected in FY2024

*GDP growth is expected to dip to 6.5% in FY2025 from the 7.8% estimated in FY2024 owing to a slowdown in Gol’s capex and construction
activity and continued weakness in export growth during the first half of the fiscal.

eHowever, rural demand may improve in the second half of FY2025, once there is some visibility around the farm cash flows from rabi
procurement, monsoon volume and distribution, and outcomes for the next kharif crop. Likewise, both capex and exports are likely to witness a
back-ended pick-up in FY2025, with the latter beneffiting from a likely improvement in global demand after rate cuts begin in major economies.

CPIl inflation to soften to 4.6% in FY2025 assuming a normal monsoon; rate cuts unlikely before Q3 FY2025

eHotter-than-usual temperatures and heatwaves, amid dwindling reservoir levels, pose risks to food inflation in the immediate term, while the
IMD's forecast of an above normal monsoon and La Nina conditions offers hope of disinflation in food items. Based on the assumption of a
normal monsoon with limited agro-climatic disruptions, ICRA expects the CPI inflation to soften to 4.6% in FY2025 from 5.4% in FY2024.

eThe policy rates and stance are likely to remain unchanged in the upcoming June 2024 MPC review, given the lingering uncertainity around food
inflation trajectory in the near term. We foresee 50 bps of rate cuts at best, with the earliest cut only likely in Q3 FY2025.

CAD projected to inch up to 1.2% of GDP in FY2025, albeit remain at manageable levels

eIndia's CAD is projected to rise to $45-48 billion in FY2025 from $27-30 billion projected in FY2024, owing to a wider merchandise trade deficit
amid a sharper rise in merchandise imports as compared to such exports, based on the premise of a stronger growth in domestic demand vis-a-
vis external demand. Nevertheless, as a proportion of GDP, it is likely to remain manageable at 1.2% in FY2025 (-0.8% in FY2024).

*The impending inclusion of Indian Government Bonds in global bond indices is expected to augur well for the USD/INR pair during FY2025. ICRA
expects the INR to trade between 82.5-84.0/$ through the remaining part of H1 FY2025.

Gol's fiscal dynamics appear favourable for FY2025 amid significantly high dividend payout by RBI, healthy GST inflows

*The Gol's fiscal dynamics appear favourable for FY2025, amid continued resilience in GST collections and a large leeway of ~Rs. 1.0 trillion
stemming from the unexpectedly large dividend payout of Rs. 2.1 trillion by the RBI. This windfall can facilitate an increase in expenditure or a
sharper fiscal consolidation than what was pencilled in the Interim Budget for FY2025 (ICRA exp: 4.9-5.1% of GDP vs. BE of 5.1% of GDP).

*The Bond Index inclusion-led FPI inflows, reduction in planned T-bill issuances, buyback of G-secs, and a potential cut in market borrowings amid
the RBI's dividend payout would support bond yields. India's 10-year yield is likely to trade between 6.80% and 7.15% in the rest of H1 FY2025.
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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

e 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;

e Provide intermediaries with a tool to improve efficiency in the funds raising process.
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