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OVERVIEW

assessed to have 
improved to 6.4% in Q3 FY2025 from 
seven-quarter low of 5.4% in Q2, 
bolstered by Government spending.

Our baseline growth estimate for 
GDP/GVA growth for FY2026 is placed 
at 6.5%/6.3%, underpinned by uptick in 
domestic consumption and investment, 
even as outlook for external trade is 
clouded by heightened global 
uncertainty around protectionist trade 
policies.

Macroeconomic Variables FY2025 ICRA estimates FY2026 ICRA Projections

GDP Growth (in real terms) +6.4% +6.5%

GVA Growth (in real terms) +6.5% +6.3%

CPI Inflation (average) +4.8% +4.2%

WPI Inflation (average) +2.4% +3.0%

Current Account Balance Deficit of $33-36 billion; -0.9% of GDP Deficit of $39-42 billion; -1.0% of GDP

Rs. 15.7 trillion (4.8% of GDP) BE: 4.4% of GDP; Budget math seems credible, 
barring a tad optimistic tax revenue target

G-sec Yields 10-year G-sec yield (6.79% GS 2034) to range between 6.50-6.80% in the near term

Repo Rate High likelihood of another rate cut of 25 bps in April 2025 policy

INR INR to trade between 86.5/$ and 88.0/$ in the immediate term

economic activity improved in Q3 FY2025, with the seasonal pick-up in some consumer-led sectors during the festive period,
healthy trends in kharif output aiding rural consumption demand, as well as some recovery in mining and electricity sectors after the
withdrawal of monsoons. ICRA estimates GDP growth to rise to 6.4% in Q3 FY2025 from the seven-quarter low of 5.4% in Q2, while 
printing below the 6.7% expansion seen in Q1 FY2025. Based on these initial estimates, GDP growth is projected at 6.4% in FY2025, 
entailing a further acceleration in Q4 FY2025 underpinned by hopes of ramping up of Government spending and project execution, and 
seasonally healthy exports, amid sustained rural consumption. For FY2026, ICRA has placed the baseline assumption for GDP and GVA 
growth at 6.5% and 6.3%, respectively, amid a likely uptick in domestic consumption and investment, aided by favourable announcements 

cies and 
shift in trade flows, which along with exchange rate volatility will pose headwinds to our growth estimates. These factors can also lead 
to adverse outcomes for current account deficit (CAD), which we peg at 1.0% of GDP in the base case, assuming a modest widening in the 
merchandise trade deficit. While upbeat rabi crop prospects limit upside risks to food inflation in the near term, high edible oil inflation 
poses a challenge. Considering a normal, evenly balanced monsoon, the CPI inflation is expected to come down to 4.2% in FY2026 from 
an estimated 4.8% in FY2025. Aided by a likely softening in the February 2025 CPI print, ICRA expects another rate cut of 25 bps in the 

although 
optimistic tax assumptions for FY2026 could pose a challenge to meet the fiscal deficit target of 4.4% of GDP.

Click to see full report

https://www.icra.in/Home/ViewFullReport?ReportType=Research&AuthKey=f803b8c3-72c8-4f07-909d-98f9babe1ee6
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India's GDP growth to rebound to 6.4% in Q3 FY2025 from 5.4% in Q2 FY2025, bolstered by Government spending
Q3 FY2025 witnessed a sharp ramp-up in aggregate Government spending (Centre + state) on both capital and revenue accounts, high growth in 
services exports, a turnaround in merchandise exports and healthy output of major kharif crops which would have buffered the rural sentiment. 
Some consumer-focussed sectors saw a pick-up during the festive season, even as urban sentiment dipped slightly, and other sectors such as 
mining and electricity saw an improvement in Q3 FY2025, after weather-related challenges in Q2. These trends are likely to have aided a revival 
in GDP and GVA growth to 6.4% and 6.6%, respectively, in Q3 FY2025, from seven-quarter low of 5.4% and 5.6%, reported in Q2 FY2025.

FY2026 GDP growth forecast at 6.5%, although global uncertainity around protectionist trade policy acts as a headwind 
ICRA remains hopeful of a pick-up in project execution and Government spending in Q4 FY2025, which combined with seasonal increase in 
exports and sustained rural consumption is likely to boost the GDP growth further; we currently foresee FY2025 growth at 6.4%. 
Our baseline projection suggests GDP and GVA growth at 6.5% and 6.3% in FY2026, with a normal monsoon. The GoI has provided an equivalent 
thrust towards capital spending and consumption (via the income tax relief) in the FY2026 Union Budget. However, global uncertainty remains 

growth.

CPI inflation to recede to 4.2% in FY2026; expect another rate cut of 25 bps in April 2025 policy
While the favourable rabi crop prospects limit upside risks to food inflation in the near term, the persistent hardening in edible oil inflation poses 
a challenge. In addition, a normal, evenly distributed monsoon remains key for inflation outcomes beyond H1 FY2026. 
At present, ICRA expects the CPI inflation to soften to ~4.2% in FY2026 from an estimated 4.8% in FY2025. With February 2025 CPI inflation 
projected to ease to 4.0% (MPC's medium term target), the odds for another rate cut of 25 bps in April 2025 policy have risen. Nevertheless, 
incoming data on growth and inflation, global developments, and the USD/INR trends would also play a role in the timing of the rate action.

India's CAD set to inch up to 1.0% of GDP in FY2026; redirection of global trade flows poses downside risks
Global output growth in 2025 is likely to remain vulnerable to protectionist trade policies and shift in trade flows, as well as potential supply 
chain issues. While these policies can favour India's export capabilities from a medium term standpoint, the short-term impact is uncertain. 
In our base case, the expected recovery in domestic consumption and investment is likely to support the growth in merchandise imports, even as 
such exports may remain sluggish amid uncertainity around global growth outlook. With a widening in merchandise trade deficit in conjuction 
with resilience in service exports, India's CAD/GDP is likely to rise to 1.0% in FY2026 from 0.9% in FY2025, albeit remain manageable. 

GoI's FY2025 fiscal deficit target of 4.8% of GDP seems achievable; tax assumptions a tad optimistic in FY2026 Budget
The FY2025 revised target for GoI's fiscal deficit of Rs. 15.7 trillion or 4.8% of GDP appears achievable, given limited upside risks to expenditure 
over the RE, a modest miss in disinvestment target, and realistic implicit assumptions for tax revenues for Q4 FY2025.
The FY2026 Budget placed reasonable assumptions for expenditure and disinvestment receipts, although the target for revenue receipts appear 
slightly optimistic, considering the tax revenue foregone is estimated at over Rs. 1.0 trillion. While the debt/GDP ratio is confirmed as a new 
fiscal anchor for the next five years, impending recommendations by the 8th Pay Commission and 16th FC need to be taken into consideration.



 

   




