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OVERVIEW 

 

Normalising base to moderate YoY GDP 

expansion to 7.9% in Q2 FY2022 from 

20.1% in Q1 FY2022; Q2 FY2022 GDP to 

print a shade below the Q2 FY2020 level 

 

   

CPI inflation projected to average 5.5% 

in FY2022, despite cuts in fuel taxes 

 

 

GoI’s fiscal deficit could touch Rs. 15.8-

16.0 trillion (6.9-7.0% of GDP) in FY2022, 

if neither BPCL nor LIC disinvestment 

inflows are realised 

 

 

Current account balance to revert to a 

deficit of 1.0% of GDP in FY2022 

 
After the second wave of Covid-19 subsided, and rising vaccine coverage boosted confidence, economic activity gathered pace in Q2 

FY2022 amidst a pickup in government spending, robust exports and a resilient farm sector. ICRA projects the YoY real GDP growth (at 

constant 2011-12 prices) in that quarter at 7.9%, with the absolute level narrowly trailing the Q2 FY2020 GDP, dragged by the lagged 

revival in the contact-intensive sectors. While the data for October 2021 is healthy, the holidays in early November 2021 are obscuring 

signals about the durability of the demand revival. Additionally, even as Covid-19 cases in India remain low, the impact of the resurgence 

of infections in Europe and the new variant discovered in Africa warrant caution. Therefore, we are maintaining our forecast of a 9.0% 

expansion in real GDP in FY2022. Despite the recent fuel tax cuts, the CPI inflation is expected to average 5.5% in FY2022, higher than the 

forecast of 5.3% made by the MPC in its October 2021 review. We continue to expect policy normalisation to start in February 2022, with 

a change in the stance of the Monetary Policy to neutral from accommodative. Following the surge in imports, we expect the current 

account to revert to a deficit of US$30-35 billion or 1.0% of GDP in FY2022. If disinvestment missed its ambitious target, we estimate the 

GoI’s fiscal deficit at Rs. 15.8-16.0 trillion or 6.9-7.0% of GDP in FY2022, overshooting the budgeted amount of Rs. 15.1 trillion.  

ICRA’s Macroeconomic Projections FY2021 ICRA’s FY2022 Projections 

 GDP Growth (at constant 2011-12 prices) -7.3% 9.0% 

 GVA Growth (at constant 2011-12 prices) -6.2% 8.6% 

 CPI Inflation (average) 6.2% 5.5% 

 WPI Inflation (average) 1.3% 11.2% 

 Current Account Balance Surplus of US$24 billion Deficit of US$30-35 billion 

 INR 74.2/US$ 73.5-75.5/US$ in Q3 FY2022 

 G-sec Yields 6.2% 
6.3-6.45% in the remainder of Q3 FY2022 

6.4-6.7% in Q4 FY2022 

 GoI’s Fiscal Deficit Rs. 18.2 trillion; 9.2% of GDP            Rs. 15.8-16.0 trillion (6.9-7.0% of GDP) 

 
Repo rate 

Repo rate cut by 40 bps in May 

2020 

Hike in the repo rate of 25 bps each in the Apr 

2022 and Jun 2022 reviews 

 
Monetary Policy Stance Accommodative 

Stance change to neutral in the Feb 2022 policy 

review; to be accompanied by 15 bps reverse 

repo rate hike by the RBI 
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                                                                    EXECUTIVE SUMMARY 
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Real GDP in Q2 FY2022 to expand by 7.9% YoY; print a shade below Q2 FY2020 level: Economic activity in Q2 FY2022 was supported by a pick-up in industrial and service sector volumes 

after the second wave of Covid-19 subsided and rising vaccine coverage revived confidence. Additionally, healthy Central and state Government spending, robust merchandise exports and 

continuing demand from the farm sector supported economic activity in that quarter. Nevertheless, the YoY expansion in real GDP and GVA is projected to moderate to 7.9% and 7.4%, 

respectively, in Q2 FY2022 (-7.4% and -7.3%, resp., in Q2 FY2021) from 20.1% and 18.8%, respectively, in Q1 FY2022 (-24.4% and -22.4%, resp., in Q1 FY2021), on a normalising base. However, 

compared to the respective pre-Covid quarters, the performance of GDP and GVA is expected to improve substantially in Q2 FY2022 (-0.1% and -0.4%, resp., relative to Q2 FY2020) as opposed 

to Q1 FY2022 (-9.2% and -7.8%, resp., relative to Q1 FY2020). Accordingly, Q2 FY2022 GDP is likely to narrowly trail the Q2 FY2020 level, with a lagged revival in the contact-intensive sectors. 

Real GDP and GVA expansion maintained at 9.0% and 8.6%, respectively, for FY2022: The high frequency indicators were healthy in Oct 2021, and the festive season trends are broadly 

positive. We also anticipate a brisk pace of Central and state government spending in H2 FY2022, following improved revenue visibility. However, the early data for Nov 2021 is dull, with the 

holidays in the first fortnight obscuring whether pent-up demand has flagged post the festive season. We have lowered our estimate of the coverage of adults having received their first and 

second Covid-19 vaccine shots to ~90% and ~60%, respectively, by end-Dec 2021. While rising vaccine coverage and fuel tax cuts will boost confidence and re-invigorate demand, more 

sectors are likely to see producers passing through higher input and logistics costs, which will contain the demand recovery in H2 FY2022. Even as Covid-19 cases in India remain low, the 

impact of the resurgence of infections in Europe and the new variant discovered in Africa warrant caution, especially whether the available vaccines will offer protection against the latter. 

We continue to estimate the YoY growth in real GDP and GVA at basic prices in FY2022 at 9.0% and 8.6%, respectively, with real GDP in H2 FY2022 exceeding the pre-Covid level of H2 FY2020.  

CPI Inflation projected at 5.5% in FY2022, higher than the MPC’s Oct 2021 forecast: As the base effect wears off, and the pressures related to coal, metals and logistics costs come to the 

fore, the CPI inflation is likely to rise to an uncomfortable 5.5-6% in Dec-Mar FY2022. Nevertheless, we expect the MPC to remain growth-supportive until demand-side pressures start 

dominating the inflation outlook. We expect a status quo in the Dec 2021 policy review, amidst a shift in the tone to signal an upcoming change in the monetary policy stance to neutral in 

the Feb 2022 policy review. We expect this to be accompanied by a 15 bps hike in the reverse repo rate by the RBI in Feb 2022. Subsequently, we expect hikes of 25 bps each in the repo and 

reverse repo rates each in the Apr 2022 and Jun 2022 reviews, followed by a likely pause to reassess the durability of growth revival as monetary policy is normalised. 

Current account balance to revert to a deficit of US$30-35 billion in FY2022: ICRA expects merchandise exports and imports to rise by ~39% and ~48%, respectively, in FY2022 to ~US$410-

415 billion, and US$585-590 billion, respectively. However, rapid spread of Delta variant in Europe, recent surge in container freight rates, intermittent Covid-19 restrictions and supply side 

capacity constraints could moderate the exports outlook. The merchandise trade deficit is expected to widen to ~US$172-177 billion in FY2022 from US$102.2 billion in FY2021. The global 

economic recovery is likely to boost the services trade surplus by ~12% in FY2022 and secondary income by 8%, whereas the outflow of primary income may remain flattish, relative to 

FY2021. Following the sharp revival in imports in recent months, ICRA expects India’s current account balance to revert to a deficit of around US$30-35 billion or around 1.0% of GDP in 

FY2022, from the surplus of US$24.0 billion (+0.9% of GDP) in FY2021.  

Considerable shortfall in disinvestment target may overshoot the GoI’s fiscal deficit in FY2022, relative to the BE: Considering the likely revenue foregone from the excise and customs duty 

relief, the gross tax revenues of the GoI are likely to exceed the FY2022 BE by a significant Rs. 1.8 trillion, of which around Rs. 600 billion would be shared with the states. Adding the higher 

than budgeted surplus transfer by the RBI to the extra net tax revenues, we expect the GoI’s net revenue receipts to exceed the FY2022 BE by Rs. 1.7 trillion. Moreover, we estimate the total 

expenditure to overshoot the FY2022 BE by Rs. 1.3-1.5 trillion, based on the net outgo related to First Supplementary Demand for Grants, recent enhancement in food subsidy outgo towards 

the PMGKAY, increase in fertilizer subsidy for the rabi season, and the likely enhancement in the allocation for the MGNREGA and the new export benefit RoDTEP scheme. If the proceeds of 

the BPCL disinvestment and LIC IPO are both not realised in the current fiscal, the fiscal deficit may print at Rs. 15.8-16.0 trillion (6.9-7.0% of GDP), exceeding the FY2022 BE of Rs. 15.1 trillion. 



 

 



 

  


