
 

India Economy Update: July 2025  

July, 2025                   Please see important disclaimer at the end of this report  

Retail inflation:  Inflation at over six-year low 
• CPI inflation softened to more than six-year low at 2.10% YoY in June from 2.82% in May. Food inflation 

contracted by 1.1% YoY (+1.0% in May), while core inflation inched up to 4.4% YoY (4.2% in May)  
• Within food, veggies (-19.0% YoY), pulses (-11.8% YoY), spices (-3.0% YoY), meat and fish (-1.6% YoY), 

and cereals (3.7% YoY) are driving the softening trend. But edible oils (+17.8% YoY) and fruits (+12.6% 
YoY) are moving in the other direction 

• Core inflation is driven by higher precious metals (35% YoY) with core excluding precious metals 
relatively muted at 3.4% YoY (3.3% in May). Even as core is ticking higher, weak global and urban 
demand implies it shouldn’t go up much from here 

• Normal rainfall and higher kharif acreage bodes well for food inflation outlook. While a skewed rainfall 
distribution could lead to a temporary spike in veggies prices, a favourable base (FY25: +20% YoY) should 
keep food inflation benign 

• Inflation continues to undershoot RBI’s trajectory, with Q1 inflation at 2.7% (RBI: 2.9%) and with next 
month’s inflation print seen below 2%, it is likely to undershoot RBI trajectory till December and is likely to 
be lower than our estimate of 3.3% (RBI: 3.6%) in FY26 

• However, inflation outcome for Q4FY26 and FY27 are likely to be very different on a low base thus 
ensuring inflation is around 4.5% in FY27 (RBI: 4.5%) driven by unfavourable base and agri supply 
response to low prices 

• While near-term prints suggest room for easing, medium term trajectory points otherwise given that 
monetary policy is forward-looking. However, if growth is weaker than anticipated trajectory then room 
for further easing opens up. As of now, HFIs are showing weak growth, but front-loaded government 
spending should be supportive. RBI would know the impact of its front-loaded rate cut cycle with a lag in 
H2 via credit channel. If growth trajectory upto H2 and beyond is below RBI’s baseline and Fed is also 
seen easing, it can open up room for another 25bps rate cut 

 
Note : Protein items includes meat and fish, eggs, milk and pulses; Source : CEIC, ICICI Bank 
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Wholesale price inflation: Primary articles, fuel drags WPI inflation to a 20-month 
low 
• Wholesale inflation came in at -0.13% YoY in June 2025, the lowest print in twenty months. With this, 

average WPI inflation in Q1FY25 now stands at 0.4%  
• Out of the three main components of the index, two components (viz. primary articles, and fuel and power) 

accounting for 35% of the basket continued to record deflation. Manufactured products prices rose by 2% 
YoY with core WPI increasing by 1% YoY  

• Primary articles index deflated at 3.4% YoY with a similar decline seen around eight years back which was 
on the back of a high base. Within primary articles, veggie prices contracted -22.7% YoY, sharpest fall 
since December 2022  

• Fuel and power inflation recorded third consecutive deflationary print of -2.7% YoY on the back mineral 
oils (-5.8% YoY). With oil prices stabilizing around USD 70/bbl in the near term, an uptick in fuel and power 
index is expected 
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India trade: Goods deficit narrowed due to weak imports 
• India’s goods exports were largely flat YoY at USD 35.1bn, driven by lower oil exports (-16% YoY), while 

non-oil exports were higher (2.9% YoY). Net services exports were marginally lower at USD 15.3bn (USD 
15.8bn in May) 

• Exports to US grew by 24% YoY in June and 22% YoY in Q1FY26 but exports to other countries were lower 
(-5.6% YoY in June and -2.7% YoY in Q1FY26) underscoring the impact of lower oil exports as well as 
weaker demand 

• Goods imports fell by 3.7% YoY at USD 53.9bn, driven by lower gold imports (-26% YoY) and oil imports (-
8.4% YoY) when non-oil non-gold imports were flat (-0.5% YoY). Thus, goods deficit narrowed to a 4-
month low of USD 18.8bn (USD 21.9bn in May) 

• Global demand is likely to remain sluggish on the back of US tariffs now close to those announced in April. 
Even services exports could face headwinds from a slowing world and US economy 

• We see goods deficit expanding to USD 300bn, with CAD at USD 30bn (0.7% of GDP) in FY26 from 0.6% 
of GDP in FY25. While current account deficit is manageable, capital inflows into India are muted. While 
buoyant equity markets are driving FDI outflows because of repatriation, equity and debt FPI inflows are 
not meaningfully improving. As a result, INR is likely to see limited appreciation bias, and could remain 
range-bound even when Dollar could be weakening  
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India BoP: Current account registers a surplus led by lower goods deficit 
• India’s current account deficit recorded surplus of USD 13.5bn (1.3% of GDP) in Q4FY25 as against a 

deficit of USD 11.3bn (1.1% of GDP) in Q3, led by lower trade deficit at USD 59bn (USD 79bn in Q3) and 
higher invisible receipts at USD 73bn (USD 68bn in Q3) 

• Services exports (net) rose by 25% YoY at USD 53bn (USD 51bn in Q3), while remittances increased by 
9.7% YoY at USD 32bn in Q4 (USD 33bn in Q3). Services exports are expected to stabilize given weaker 
global growth outlook, in particular US 

• Capital account recorded deficit of USD 5.6bn (deficit of USD 26.6bn in Q3), driven by muted foreign 
investments. Banking capital outflows of USD 9.0bn (USD 9.8bn in Q3) added to pressure on BoP. 
However, ECB inflows remained positive at USD 5.5bn (USD 9.1bn in Q3) along with other capital inflows 
of USD 3.4bn (-USD 11.7bn in Q3) 

• Trade deficit widened to USD 287bn in FY25 (USD 245bn in FY24) driven by higher imports (+6.2% YoY). 
Global trade uncertainties and lower oil prices to weigh on this year’s exports as well. But imports should 
remain stronger due to relatively stronger domestic growth 

• We see goods deficit widening to USD 300bn (7.0% of GDP) in FY26. But steady inflows in case of services 
exports and remittances should ensure a CAD of USD 30bn (0.7% of GDP). More importantly, FPI and FDI 
inflows should see improvement as the domestic growth cycle is improving. Overall BoP to see a mild 
surplus 

 

 
Source : CEIC, RBI, ICICI Bank Research 
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be construed as an offer, invitation, solicitation, solution or advice of any kind to buy or sell any securities, 
financial products or services offered by ICICI Bank) or any other entity, unless specifically stated so. The 
contents of this document do not take into account your personal circumstances. Before entering into any 
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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 
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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) 
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qualify as ‘Professional Clients’ pursuant to Rule 2.3.3 of the DFSA Conduct of Business Rulebook, or where 
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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. 
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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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