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India GDP: GDP growth surprises positively 
 
• Q4 GDP surprised positively at 7.4% YoY (est: 7% YoY) led by subsidies (lower) and government capex. 

GVA too did better than estimate at 6.8% YoY (est: 6.4% YoY) led by agri and construction 
• While Q4 GDP has driven FY25 growth to 6.5% YoY it is lower than last year (9.2% YoY). GVA growth 

now stands at 6.4% YoY which is again far below last year (8.6% YoY) and below potential 
• There are a few one-offs which have supported growth in Q4. Government capex was concentrated in 

Q4 which supported GFCF at 9.4% YoY (FY25: 7.1% YoY) along with much lower subsidy payout. Imports 
in real terms too are sharply lower. Thus sustainable growth momentum is a tad lower 

• Private consumption was lower in Q4 at 6% YoY (FY25: 7.2% YoY) with weak urban demand when rural 
is outperforming. Monetary easing by RBI and tax cuts should help in reviving urban demand 

• Rural demand is getting a leg-up from buoyant food output and with an above normal monsoon 
projected this year, rural economy should do well. Construction activity too should remain buoyant on the 
back of higher government spending and real estate upcycle 

• Lower energy prices and gradual improvement in corporate margins is also likely to support growth in 
FY26. On the other hand, weak external demand may impinge on exports, in particular goods exports to 
US which have grown by 27% YoY in April 

• Given the one-off factors, it is best to look at growth over the year which at 6.5% is below potential. Even 
with positive factors outlined above, we expect FY26 growth at 6.4% YoY (6.2% ear lier) 

• With fiscal consolidation continuing in FY26, monetary support (additional 50bps) would be an important 
driver of growth with message to do more if growth is impacted by external headwinds 
 

FY25 growth at 6.5% YoY is in line with SAE 

 
Source: CEIC, ICICI Bank Research; Note: SAE: second advance estimates, FY26 (F): Forecast 
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Retail inflation:  Softening food prices driving inflation lower 
 
• CPI inflation fell to a 75-month low of 2.82% YoY in May (our est: 3.04%) from 3.16% YoY in Apr, driven by 

easing food inflation at 1.0% YoY (1.8% in Apr), while core inflation inched up to 4.2% YoY (4.1% in Apr)  
• Within food, veggies (-35.5% CYTD) and pulses (-12.4% CYTD) are driving food inflation lower. Prices of 

cereals too have started to moderate. Only edible oils, fruits and sugar are seeing any significant upward 
pressure. In case of edible oils, reduction in custom duties should lead to reduction in prices 

• Core inflation increased primarily because of elevated gold prices. Excluding gold, core inflation is far more 
benign and is symptomatic of weak urban demand as well as limited pricing power on the back of China’s 
excess capacity 

• Normal monsoon and thus higher food output bodes well for outlook on food inflation. Given the current 
trend of veggie prices, we have revised our inflation estimates lower to 3.3% in FY26 (3.6% earlier, RBI: 
3.7%). But FY27 inflation goes up to 4.5% (same as RBI) due to unfavourable base 

• Current trajectory implies significant undershoot on the inflation front during H1 led by lower vegetable 
and pulses prices. Heavier than usual rainfall during monsoon season can push prices of few food items 
higher. In addition, prices should discourage production and thus imply higher prices later 

• Given a neutral stance, RBI is now data dependent and the current inflation trajectory is lower than 
projected by RBI. Low near-term prints are likely to drive inflation higher next year on the back of a low 
base and negative supply impulse. Given monetary policy is forward looking, a durable decline in inflation 
could open up room for limited easing later 
 

 
Note : Protein items includes meat and fish, eggs, milk and pulses; Source : CEIC, ICICI Bank 

Research 
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India trade:   Lower imports driving deficit lower 
 
• India’s goods exports fell by 2.2% YoY at USD 38.7bn in May, driven by a sharp fall in oil exports (-30% 

YoY), while non-oil exports expanded by 5.1% YoY. Net services exports were marginally lower at USD 
15.3bn (USD 15.9bn in Apr) 

• Exports to US grew by 17% YoY in May (front-loading), a trend seen over last three months, while that to 
non-US countries fell (-6.7% YoY) underscoring the impact of lower oil exports as well as weaker demand 
• Goods imports contracted by 1.7% YoY at USD 60.6bn in May, driven by lower oil imports (-26% YoY) 
and gold imports (-12.6% YoY). Non-oil non-gold imports rose signaling strong domestic demand (11.7% 
YoY). Goods deficit narrowed to USD 21.9bn (USD 26.4bn in Apr) 

• While India has managed to grow its exports in the initial phase of trade war, lower global demand is a 
risk for goods exports. The escalation of Israel-Iran conflict is driving oil prices higher and may impact 
trade (exports and imports) with Middle East thus imparting uncertainty for India’s external account 

• We believe trade deficit should widen to around USD 300bn (7.1% of GDP) in FY26, while CAD could be 
manageable at USD 30bn (0.7% of GDP). However, a prolonged conflict could have an impact on goods 
trade as well as remittances from Middle East 

• FPI outlook is likely to improve given improvement in India’s growth in coming months assuming settling 
down of global uncertainties and India’s domestic growth drivers (rural demand and policy stimulus). A 
significant pick-up in inflows to EMs could benefit EM currencies, including INR. For now, we believe higher 
oil prices should cap any upside for INR. Medium-term trajectory to be driven by DXY and movement of 
Yuan as well  
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MPC Review:  Full of surprises and growth supportive 

• MPC surprised with a jumbo rate cut of 50bps (5:1 majority) with one external member voting for a 25bps 
cut. Stance too was changed to neutral from accommodative. For supporting transmission, CRR was cut 
by 100bps to 3% which will inject INR 2.5tn of durable liquidity (Sep onwards) 

• Growth projections for the year (6.5%) and each quarter are unchanged given favourable domestic factors 
(monsoon, rural demand, tax cuts, services exports, travel demand, monetary easing) 

• However, FY26 inflation estimate was revised lower to 3.7% (4% in April). Lower-than-expected food 
prices have resulted in downward revision of near-term projections (H1FY26: 3.2% vs 3.8% earlier). Q4 
inflation estimate has not been revised lower from 4.4% and FY27 inflation projection is now around 4.5% 

• The current growth and inflation trajectory explains the rationale behind moving stance to neutral from 
accommodative. In a data dependent stance, a positive surprise on inflation and/or negative surprise on 
growth can lead to further monetary easing 

• With a CRR cut from September, ceterus paribus, the requirement of OMO purchases to inject durable 
liquidity is limited in H2. However, foreign inflows and extent of reduction in RBI’s forward short position 
would determine the room for OMO purchases to inject durable liquidity 

• RBI has now turned data dependent and we don’t see any rate move in next policy. Growth trajectory and 
external factors (US Fed, trade negotiations) would determine the policy response beyond this 

 
RBI measures and record dividend have led to a 
surge in core liquidity 

Given inflation at 4.5 from Q4 onwards, real rate 
of ~1.6% implies limited room for cuts 

  
Source : CEIC, RBI, ICICI Bank Research 
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Nothing contained in this publication shall constitute or be deemed to constitute an offer to sell/purchase or  
 
as an invitation or solicitation to do so for any securities or financial products/ instruments  
of any entity.  
 
This document is intended solely for customers of ICICI Bank and may contain proprietary, confidential or 
legally privileged information. No part of this report may be copied, disseminated or redistributed by any 
recipient for any purpose without ICICI Bank’s prior written consent. If the reader of this message is not the 
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Economic Research Group, E-mail: erg@icicibank.com or by telephone at +91-22-2653-7233 and delete 
this message from your system.  
 
Please also note that ICICI Bank (including its branches, and affiliates) is unable to exercise control or 
ensure or guarantee the integrity of/over the contents of the information contained in e-mail transmissions 
and / or attachments and that any views expressed in this e-mail and / or attachments are not endorsed 
by/binding on ICICI Bank. Before opening any attachments please check them for viruses and defects and 
please note that ICICI Bank accepts no liability or responsibility for any damage caused by any virus that 
may be transmitted by this email and/ or attachments thereto.  

DISCLAIMER FOR DUBAI INTERNATIONAL FINANCIAL CENTRE (“DIFC”) CLIENTS:  
This marketing material is distributed by ICICI Bank Limited., Dubai International Financial Centre (DIFC) 
Branch, a category 1 Authorized Firm and regulated by the Dubai Financial Services Authority. This 
marketing material is intended to be issued, distributed and/or offered to a limited number of investors who 
qualify as ‘Professional Clients’ pursuant to Rule 2.3.3 of the DFSA Conduct of Business Rulebook, or where 
applicable a Market Counterparty only, and should not be referred to or relied upon by Retail Clients and 
must not be relied upon by any person other than the original recipients and/or reproduced or used for any 
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DISCLOSURE FOR RESIDENTS IN THE UNITED ARAB EMIRATES (“UAE”):  
Investors should note that any products mentioned in this document, any offering material related thereto 
and any interests therein have not been approved or licensed by the UAE Central Bank or by any other 
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DISCLOSURE FOR RESIDENTS IN HONGKONG  
This document has been issued by ICICI Bank Limited in the conduct of its Hong Kong regulated business 
(i.e. type 1 license) for the information of its institutional and professional investor (as defined by Securities 
and Future Ordinance (Chapter 571 of Laws of Hong Kong) (the “SFO”)) customers; it is not intended for 
and should not be distributed to retail or individual investors in Hong Kong.  Any person who is not a 
relevant person should not act or rely on this document or any of its contents. This document has not been 
reviewed, authorized or approved by any regulatory authority. 
 
ICICI Bank and/or its affiliates are full service financial institutions engaged in various activities which may 
include securities trading, commercial and investment banking, financial advice, investment management, 
principal investment, hedging, financing and brokerage activities. As a result, you should be aware that a 
conflict of interest may exist. In accordance with the regulatory requirements and its own conflicts of 
interest policies, ICICI Bank has in place arrangements, internal policies and procedures to manage conflicts 
of interest that arise between itself and its clients and between its different clients. Where it does not 
consider that the arrangements under its conflicts of interest policies are sufficient to manage a particular 
conflict, it will inform you of the nature of the conflict so that you can decide how to proceed.  
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ICICI Bank Limited, India (“ICICI India”) is incorporated under the laws of India and is regulated by the 
Reserve Bank of India. ICICI Bank Limited, Singapore branch (“ICICI”) is regulated by the Monetary 
Authority of Singapore.  
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