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OVERVIEW

The demand for contact-intensive
services is likely to remain upbeat in the
near term with the onset of wedding
and holiday seasons

Sustenance of demand for goods post
the festive season remains unclear

Early sowing has brightened the
prospects of rabi crops in FY2023; kharif
output may be revised down following
the untimely excess rains

ICRA maintains GDP growth forecast at
7.2% in FY2023, with downside risks
emanating from a deepening external
slowdown

ICRA LIMITED

The contact-intensive segment of the services sector displayed a robust recovery in Q2 FY2023, benefitting from the pent-up demand for
leisure travel, resumption of corporate travel, and rising confidence levels amongst households. The demand for such services is likely to
remain upbeat in the near term with the onset of wedding and holiday seasons, auguring well for associated sectors such as
transport/mobility, hotels, and restaurants. We estimate GDP growth to record a base effect-led halving to 6.5% in Q2 FY2023 from 13.0%
in Q1 FY2023. Moreover, a healthy demand for goods during the festive season is likely to have aided the manufacturing sector, although
the sustenance of the same post the festive season remains to be seen. While kharif output may see a downward revision owing to the
excess rainfall during Sep-Oct 2022, the prospects of rabi output are favourable with an early pick-up in sowing. At present, we maintain
our FY2023 GDP growth forecast at 7.2%, with downside risks posed by the potential impact of the deepening external slowdown on
India’s exports. We project the CPI inflation at 6.6% for FY2023, with risks emanating from supply disruptions for perishables owing to
excess unseasonal rains and a robust demand for services. Nevertheless, with an easing in the Oct 2022 CPI inflation and expectations of
a further dip in Nov 2022, the quantum of the next rate hike is likely to be limited to 35 bps in the MPC’s Dec 2022 policy meeting, vis-a-
vis 50 bps in the last three reviews. The MPC’s decision is likely to be non-unanimous, which may lend itself to a neutral tone regarding
the pace and timing of future rate hikes.

ICRA’s Macroeconomic Projections FY2022 FY2023
GDP Growth (in real terms) 8.7% 7.2%
GVA Growth (in real terms) 8.1% 7.0%
CPI Inflation (average) 5.5% 6.6%
WPI Inflation (average) 13.0% 9.7%

Deficit of US$38.7 billion; 1.2% of GDP Deficit of US$105-110 billion; 3.2% of GDP

Fiscal deficit at Rs. 15.87 trillion (6.7% of GDP) as per Fiscal deficit to overshoot the budgeted Rs. 16.6
prov. estimates, below RE of Rs. 15.91 trillion (6.9% of trillion by Rs. 1.0 trillion or less, but print at 6.4%
GDP) of GDP, in line with the BE
10-year G-sec yield to trade between 7.2-7.6% in the rest of CY2022, amidst the expectation of another
repo hike in Dec 2022
Rate hike to continue in the Dec 2022 policy, with CPI inflation remaining above MPC’s 6% tolerance level in
Oct 2022; however, quantum of hike to ease to 35 bps, lower than the 50 bps seen in the last three reviews

INR USD/INR pair to trade between 80.5-83.0/USS till end-March 2023

Current Account Balance

Gol’s Fiscal Deficit

G-sec Yields

Repo Rate
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YoY GDP growth set to halve to 6.5% in Q2 FY2023 on a normalising base: Economic activity in Q2 FY2023 benefitted from a robust demand for services, healthy capital spending by the Gol
and pre-festive season stocking of goods. The downsides arose from the mixed crop output trends revealed by the advance estimates of kharif production, adverse input cost movements for
certain sectors with a higher fuel intensity, as well as the impact of flagging external demand on India’s non-oil merchandise exports (YoY: -0.3%). On balance, we project the YoY growth of the
GDP in Q2 FY2023 at 6.5%, a base effect-led halving from the 13.5% seen in Q1 FY2023, albeit somewhat higher than the MPC'’s forecast of 6.3% for that quarter. However, the growth in the
GDP over the respective pre-Covid levels of 2019 is expected to double to around 8% in Q2 FY2023 relative to the 3.8% seen in Q1 FY2023, with a widening of the economic recovery.

FY2023 GDP growth forecast maintained at 7.2%: With the onset of busy season for travel and availing of leisure services during the holiday period, demand for services, especially the contact-
intensive segment, is likely to remain upbeat in the near term, auguring well for the performance of transport/mobility, hotels, and restaurant segments. The output volumes of some industrial
sectors such as infra/construction are likely to pick-up sequentially in H2 FY2023 after the end of monsoon season. Manufacturing output is likely to be supported by festive demand for goods
in Q3 FY2023, boosting capacity utilisation, although the sustenance of this post the festive season is uncertain. While the excess rainfall during Sep-Oct 2022 may pose downside risks to the
kharif output, early sowing has brightened the prospects of the rabi crops. Moreover, state governments have ample fiscal space to push up their capex in H2 FY2023. At present, we have
retained our estimate of the real GDP growth for FY2023 at 7.2%, although a deepening of the external slowdown poses a risk. We will review our forecasts once the high frequency data for
full month of Nov 2022 is available, as the average trends for Oct-Nov would provide a better gauge to assess the growth momentum given the shift in festive calendar in 2022 vs. 2021.

CPI Inflation to surge to 6.6% in FY2023: ICRA expects the CPl inflation to average at 6.6% in FY2023 (marginally lower than the MPC's projection of 6.7%), as against 5.5% in FY2022, on account
of a broad-based uptick in inflation. The near-term outlook is clouded by emerging risks such as supply disruptions for certain perishables owing to excess rains, a robust demand for services
and some evidence of a transmission of elevated headline inflation into categories such as housing rentals. Nevertheless, CPI inflation is expected to moderate in H2 FY2023 vis-a-vis H1 FY2023.
With the CPI inflation remaining above the MPC’s 6% tolerance level in Oct 2022, we believe that another rate hike is certain in the Dec 2022 policy to prevent inflationary expectations from
un-anchoring. However, given the easing in CPI inflation in Oct 2022 and the anticipation of a further dip in Nov 2022, we expect the size of the hike to be restricted to 35 bps, lower than the
50 bps seen in the last three policy reviews. Moreover, we anticipate this vote to be non-unanimous, which may lend itself to a neutral tone regarding the pace and timing of future rate hikes.

CAD to touch 3.2% of GDP in FY2023: ICRA expects India’s merchandise exports to rise by ~6% in FY2023, with a normalising base and flagging external demand tempering the pace of growth
in H2 FY2023 vis-a-vis H1. Merchandise imports, on the other hand, are expected to rise by a relatively higher ~20%, as domestic demand growth is likely to appreciably outpace external
demand. Accordingly, the merchandise trade deficit is expected to rise considerably to ~US$285-290 billion in FY2023, from ~US$189.5 billion in FY2022, with more than half of the widening
stemming from the non-oil trade deficit. Consequently, we project the CAD to widen to an all-time high of US$105-110 billion (-3.2% of GDP) from US$38.7 billion (-1.2% of GDP) in FY2022,
with an expected moderation in H2 FY2023 relative to the levels expected in H1 FY2023. A moderation in financial flows coupled with the large increase expected in the CAD will result in a
substantial drawdown of reserves during H1 FY2023, followed by some respite in H2 FY2023. We expect the USD/INR pair to trade between 80.5-83.0/5 till end-March 2023.

Overshooting in FY2023 fiscal deficit of the Gol expected to be limited under ~Rs. 1 trillion: While the Gol’s spending would sharply exceed the budgeted level for FY2023, driven by fertiliser
and food subsidy, and excise revenues will be dampened by the cess reduction on petrol and diesel undertaken in May 2022, we expect the extent of the overshoot in the fiscal deficit to be
modest at ~Rs. 1 trillion for FY2023, given the considerable upside seen in non-excise tax revenues (direct taxes and CGST revenues) as well as expected savings under some expenditure heads.
As a proportion of GDP, the fiscal deficit in FY2023 is unlikely to exceed the budgeted 6.4%, on a higher nominal GDP (ICRA exp.: +15.0%) vis-a-vis what was indicated in the budget (+9.1% over
the FY2022 provisional estimate of GDP). With limited fiscal concerns, we expect yield movements to be dominated by expectations around monetary tightening. We foresee the India’s 10-
year G-sec yield to trade between 7.2-7.6% in the rest of CY2022, amidst the expectation of another policy rate hike in December 2022.
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