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ICRA expects India’s GDP growth to ease
to 6.5% in Q2 FY2025 from 6.7% in Q1
FY2025, doused by excess rains and
weak margins.

The outlook for H2 FY2025 appears
healthy, with upbeat early estimates for
kharif output to support rural
consumption and a back-ended surge in
Government’s capex amid the large
headroom available as per the budget.

However, slowing personal loan growth
and potential fallout of geopolitical
developments and tariff decisions on
exports act as headwinds, and require
monitoring.

ICRA continues to foresee the GDP and

GVA expansion at 7.0% and 6.8%,
respectively, in FY2025.
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India’s GDP and GVA growth is anticipated to dip to 6.5% and 6.6%, respectively, in Q2 FY2025 from 6.7% and 6.8%, respectively, in Q1
FY2025, with bountiful rains and weak margins offsetting the buoyancy injected by the turnaround in the Government’s capital
expenditure and healthy trends in kharif sowing. Several sectors faced headwinds on account of excess rainfall, that affected mining
activity, electricity demand and retail footfalls, and the contraction in merchandise exports in Q2 FY2025. However, the outlook for H2
FY2025 is buoyant, with a likely improvement in rural demand owing to the robust kharif output and upbeat outlook for rabi crops amid
replenished reservoir levels, as well as expectations of a back-ended pick up in Gol’s capital spending amid the significant headroom to
meet the budgeted target for FY2025. While economic activity displayed a strong growth in October 2024, boosted by the festive demand,
ICRA remains watchful of the impact of a slowdown in personal loan growth on private consumption as well as geopolitical developments
on commodity prices and external demand. On balance, ICRA expects the back-ended pick up in economic activity to boost the GDP and
GVA growth in H2 FY2025, resulting in a full-year expansion of 7.0% and 6.8%, respectively. The CPI inflation is projected to ease to 4.7%
in FY2025 from 5.4% in FY2024, albeit higher than the MPC'’s forecast of 4.5% for the fiscal. Besides, we foresee that the Committee will
raise its H2 inflation forecasts after the higher-than-expected print for October 2024. This leads us to believe that the MPC is unlikely to
vote for a rate cut in the December 2024 policy. We foresee the shallow rate cut cycle of 50 bps to commence in the February 2025 policy
or later. While the fiscal deficit is expected to print in line with or trail the FY2025 RBE of 4.9% of GDP, amid a miss on capex target, India’s
CAD-to-GDP ratio is likely to rise to 1.0% in FY2025 from 0.7% in FY2024, albeit remaining manageable.

Macroeconomic Variables FY2024 FY2025 ICRA Projections
GDP Growth (in real terms) +8.2% +7.0%
GVA Growth (in real terms) +7.2% +6.8%
CPI Inflation (average) +5.4% +4.7%
WPI Inflation (average) -0.7% +2.5%

Current Account Balance Deficit of $26.0 billion; -0.7% of GDP Deficit of $39-42 billion; -1.0% of GDP

To print in line with or mildly undershoot the BE

Sl i of Rs. 16.1 trillion (4.9% of GDP)

Rs. 16.5 trillion (5.6% of GDP)

G-sec Yields 10-year G-sec yield (6.79% GS 2034) to range between 6.75-6.90% in the near term
Repo Rate Shallow rate cut cycle of 50 bps likely to commence in February 2025 or later
INR INR to trade between 84.0/$ and 85.0/S in the near term
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India's GDP and GVA growth to moderate to 6.5% and 6.6%, respectively, in Q2 FY2025

*Q2 FY2025 saw tailwinds in terms of a pick-up in capex after the Parliamentary Elections as well as healthy expansion in sowing of major kharif
crops. However, this was partly offset by the impact of heavy rainfall on mining activity, electricity demand and retail footfalls, as well as the
contraction in merchandise exports in that quarter. Moreover, margins appear to have weakened for corporates across a number of sectors.

eQverall, ICRA projects a slight dip in the GVA and GDP growth in Q2 FY2025 to 6.6% and 6.5%, respectively from 6.8% and 6.7%, respectively, in
Q1 FY2025. The wedge between the growth in GDP and GVA will remain negative for the second consecutive quarter.

Back-ended pick up in economic activity to boost GDP and GVA growth in H2 FY2025

*The benefits of a healthy monsoon, upbeat kharif output and replenished reservoirs are likely to lead to an improvement in rural sentiment in H2
FY2025. In addition, there is substantial headroom for the Gol’s capex, which needs to expand by ~52% YoY in H2 FY2025 to meet the FY2025 BE.

eHowever, we remain watchful of the impact of a slowdown in personal loan growth on private consumption as well as geopolitical developments
and tariff considerations on commodity prices and external demand. Overall, ICRA expects the GDP and GVA growth to pick up in H2 FY2025,
resulting in an expansion of 7.0% and 6.8%, respectively, in FY2025.

CPIl inflation print for Q3 FY2025 to exceed MPC's estimate; Committee unlikely to cut rates before Q4 FY2025

*Given the October 2024 print (+6.2%) and ICRA's estimates for November 2024 (5.5-5.7%), the CPI inflation is set to exceed the MPC's estimate
for Q3 FY2025 by at least 60-70 bps. Overall, we project the CPI inflation to average at 4.7% in FY2025.

eWith the Q3 FY2025 CPI inflation print expected to overshoot the MPC's projection, the Committee is likely to remain vigilant and keep the repo
rate unchanged at 6.50% in the December 2024 policy, even as the Q2 FY2025 GDP growth may undershoot the MPC'’s forecast of 7.0%. ICRA
believes that the rate cut cycle is likely to be fairly shallow, limited to 50 bps, which is expected to commence in February 2025 or later.

CAD to remain manageable at 1.0% of GDP in FY2025, with mild upside risks stemming from volatility in crude oil prices

eIndia's merchandise imports (5-7%) are expected to grow at a sharper pace than such exports (1-3%) in FY2025, amid expectations of a relatively
healthier domestic demand vis-a-vis external demand, leading to a widening in merchandise trade deficit. Consequently, the CAD is projected to
rise to $39-42 billion (-1.0% of GDP) in FY2025 from $26.0 billion (-0.7% of GDP) in FY2024, while remaining manageable as a proportion of GDP.

eWhile a sharp rise in oil prices in the remaining part of the fiscal would pose an upside risk to ICRA's CAD forecast for FY2025, this is unlikely to
be material. ICRA expects the INR to range between 84.0-85.0/S in the near term.

Gol's fiscal deficit unlikely to surpass the FY2025 target of Rs. 16.1 trillion or 4.9% of GDP

*The Gol's fiscal deficit declined sharply to Rs. 4.7 trillion in H1 FY2025 from Rs. 7.0 trillion in H1 FY2024, owing to the rise in revenue receipts on
account of the record RBI dividend pay-out and robust growth in personal income tax collections, along with a compression in capital spending.

*While the Gol's gross tax revenues are expected to surpass the FY2025 BE, disinvestment proceeds are likely to undershoot the full-year target.
However, this will be offset by the miss in the capex target by atleast Rs. 0.7 trillion in FY2025. Accordingly, ICRA expects the fiscal deficit to print
in line with or undershoot the FY2025 RBE of Rs. 16.1 trillion or 4.9% of GDP, at the current juncture.




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,
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programme, the agreement provides for Moody’s advising ICRA on Rating-products strategy, and the Ratings
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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;

* 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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