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After the Covid-19 pandemic shock of 2020 the world economic growth recovery continued in
2021 with continuous fiscal support by most of the countries and ultra accommodative
monetary policy followed by global central banks. Large scale vaccination drive helped to
normalize economic activities. However, since early 2022 the global economy met with
multiple jolts that thwarted the growth momentum. The Russia-Ukraine war caused
significant supply side constraints with inflation reached multi-decadal high levels in many
countries. The synchronized monetary policy tightening my major central banks of the globe
will have its effect on growth slowdown in 2023. The recent surge in Covid-19 inflections in
some of the geographies pose renewed threat to global growth recovery. Overall, the global
growth is expected to remain muted in 2023 with some countries go into recession.
India on the other hand; remains a “bright spot” in this clouded global environment with
strong domestic fundamentals despite external headwinds. During H1FY23 growth expanded
by 9.7% driven by higher private consumption and fixed capital formation. For the current
fiscal the economy is on a firm footing to register a growth of about 7% and should maintain
the growth momentum in FY24 with higher domestic consumption and investment. The
government remained focused on capex which will crowd in private investment. This will
facilitate demand for infra financing as corporates will focus on capacity expansion with
improved margin due to lower inflation in 2023. The financial sector remains resilient with
healthy bank balance sheets and higher capital levels of NBFCs. Bank lending is witnessing a
broad based growth and will sustain the traction amid higher demand from businesses and
consumers. We expect the corporate bond market to see higher issuances in 2023 as most
of the rate hiking cycle in behind us. Inflation will moderate with rate hikes and expected to
remain at 5.1% in FY24.
Credit remains the engine of growth and we will work relentlessly to deepen the corporate
bond market and unlock the credit potential of the country to help usher the target of
achieving a $5 trillion economy.
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The global economy is facing significant headwinds with multiple factors bolstering
concern of a slowdown in a broad scale as many economies will go through
recession in 2023. Indian economy is linked to the global economy through various
channels such as trade, capital flows, etc. and will bear spillover impact of global
volatilities. However, Indian economy remains a bright spot with strong structural
parameters that are providing fillip to macro economic growth outlook. Healthy
balance sheets of financial and non-financial companies are providing resilience
and financial stability in the system.
Retail inflation measured in terms of consumer price index (CPI) remained stubbornly
high and above 6% which is the upper tolerance band of monetary policy committee
for 10 straight months from January to October 2022 before moderating below 6% in
November and December. Inflation moderated to 6.12% in Q3FY23 vis-à-vis 7.04% in
Q2FY23. To tame inflation; the Monetary Policy Committee had raised the policy repo
rate cumulatively by 225 basis points in 2022 since its off-cycle rate hike of 40 basis
points in May. We expect the RBI to take the terminal repo rate to 6.50% by delivering
another rate hike. Going ahead inflation is expected to cool off with decline in food
prices during winter. Inflation is expected to stay below 6% during Q4FY23. For Full year
of FY23 we expect the CPI inflation to be about 6.6%. For FY24 we project inflation to
average at 5.1%. Overall the banking system liquidity remained in surplus although
stayed marginally in deficit during last week of December. RBI has been mopping up
excess liquidity that led to sharp increase in short-term rates which caused flattening
of yield curve. The RBI is expected to maintain system liquidity at a level that is about
0.5-1% of net demand and time liabilities. G-Sec yield curve will remain steeper at the
short-end as excess liquidity will come down going forward but the long-end of the
curve including 10-year benchmark can remain flat or even soften as inflation has
moderated and most of the rate hiking is over. The Union Budget FY24 is expected to
maintain a fiscal glide path and may target fiscal deficit as percentage of GDP at
about 6%. Indian companies sold bond through private placements worth INR 5.6tn
during April-December FY23. The spread on corporate bond over G-Sec of same
tenor came down in 2022; however, with increase in issuance of corporate bonds in
2023 we expect the spreads to increase. Indian banking system now stays at a sweet
spot with improved balance sheet on account of multi-year low non-performing
assets and augmented capital base. Bank lending accelerated and became broad
based with double digit bank credit growth across various segments. Bank credit is
expected to maintain impressive growth in 2023 despite higher rates.
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On growth; the economy will get impacted by external headwinds that will impact
GDP through trade channels. However, domestically private consumption is peaking
up with recovery in contact intensive services that will aid urban consumption amid
higher interest rates. Service sector will drive growth of the economy with recovery in
discretionary spending on travel, tourism and hospitality. Resilient agriculture sector
will provide fillip to rural consumption. On investment, FDI inflows remained robust
with strong domestic fundamentals. Import of non-oil, non-gold items remained high
during FYTD23. Central government capex has remained higher and production of
capital goods is up during April-November FY23. Union Budget FY24 is expected to
keep its focus on capex. Investment outlook will remain bright in 2023 led by
government capex, softening commodity prices which will lead to healthier corporate
balance sheet.
For FY23; GDP is estimated to grow by 7% and for FY24 growth is projected at 6.5%.



www.go-yubi.com 4

Retail inflation measured in terms of consumer price index (CPI) remained stubbornly high and
above 6% which is the upper tolerance band of monetary policy committee for 10 straight
months from January to October 2022 before moderating below 6% in November and December.
Food inflation remained high as it had to go through various supply side constraints due to
global factors. However, CPI inflation moderated to 5.72% YoY in December 2022 from 5.88% in
November (5.66% in December 2021). Consequently, inflation moderated to 6.12% in Q3FY23 vis-
à-vis 7.04% in Q2FY23. Food inflation moderated to 4.58% in December from 5.07% in November.
Among food items, vegetable prices contracted by double digit to 15.1% from -8.1% the month
before. Prices of oil and fats remained muted at 0.5% in December from a contraction of 0.6%.
Cereal prices continued to remain elevated at 13.79%. Prices of spices increased by 20.35%. Prices
of pan, tobacco and intoxicants increased by 2.55% in December from 2.07% in November. Fuel
and light remained elevated at 10.97% in December.

Core inflation remained sticky at 6.08% in December. Among the core items, prices of Clothing
and footwear moderated to 9.58% from 9.83% in November. Housing inflation moderated to
4.47% in December from 4.63% in November. Prices of household goods & services, healthcare
and personal care & effects stayed above 6% in December. While inflation in transport &
communication, recreation & amusement and education stayed below 6%.

Going ahead, decline in food prices during winter will have ebbing impact on inflation. Inflation is
expected to stay below 6% during Q4FY23. For Full year of FY23 we expect now the CPI inflation to
be about 6.6%. For FY24 we project inflation to average at 5.1%.

Inflation
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Monetary policy and G-Sec

The RBI’s Monetary Policy Committee had raised the policy repo rate cumulatively by 225 basis
points in 2022 since its off-cycle rate hike of 40 basis points in May. Before that, in April 2022, it
narrowed the Liquidity Adjustment Facility (LAF) corridor by introducing the Standing Deposit
Facility as the floor of the corridor at 3.75%. We expect the RBI to take the terminal repo rate at
6.50% by delivering another rate hike in 2023. Overall the banking system liquidity remained in
surplus. The average liquidity absorption during October-November FY23 was about INR 1.4
trillion, which is lower than the average absorption of INR 2.2 trillion during August-September
FY23. System liquidity remained marginally in deficit during the last week of December 2022.
Going forward, the system liquidity is expected to turn again into surplus with the reduction in
currency in circulation post festive season and higher spending by the government. The RBI is
expected to maintain system liquidity at a level that is about 0.5-1% of net demand and time
liabilities and would expect the banks to draw down on their standing deposit facility and
variable rate reverse repo balances to meet their growing credit demand. India’s government
bond yield curve will get steeper at the short-end as excess liquidity will come down going
forward but the long-end of the curve including 10-year benchmark can remain flat or even
soften as inflation has moderated and most of the rate hiking is over. The Union Budget FY24 is
expected to maintain a fiscal glide path and may target fiscal deficit as percentage of GDP at
about 6%.
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Indian companies sold bond through private placements worth INR 5.6tn during April-
December FY23. In FY22; the corporates sold bonds worth INR 6.3tn and during FY21 i.e.
Covid-19 phase the corporate bond issuances touched INR 7.5tn. After a volatile 2022
that was dominated by higher inflation, rising yields and policy rates; 2023 is expected
to see pick up in corporate bond market. There will be stability in rates as most of the
hiking cycle is behind us. In 2022; the US treasury yield curve inverted due to sharp hike
in policy rate and concern of recession. In India; G-Sec yield curve had flattened on
liquidity mop up by RBI. The spread on corporate bond over G-Sec of same tenor came
down in 2022; however, with increase in issuance of corporate bonds in 2023 we expect
the spreads to increase.

Corporate bond
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Credit

Indian banking system now stays at a sweet spot with improved balance sheet on account of
multi-year low non-performing assets and augmented capital base. The new lending cycle that
started in H1FY22 accelerated and became broad based since H1FY23 with double digit bank
credit growth across various segments. SCBs’ credit growth touched decadal high of 17.4% during
mid-December 2022. Personal loans and service sector credit had increased share in total
advances. Agriculture credit grew at 18.3% in November 2022. Credit to industry has also
witnessed double digit growth with micro and small industries registered 34.4% growth in
November. Credit growth to large industries also picked up to 10.9% in November. Personal loan
segment registered 26.3% growth in November with credit card receivables and auto loans
growing at robust pace. We expect bank credit to sustain good growth momentum in FY24
despite higher interest rates and tightening liquidity conditions.



www.go-yubi.com 8

Consumption

Consumption expenditure is picking up in FY23 with private final consumption expenditure
grew by 9.7% YoY in Q2FY23. During H1FY23, private consumption expenditure increased by
17.2%. Recovery in contact intensive service sector is aiding urban consumption demand.
Agriculture outlook stays bright with prospect of higher rabi output. Both passenger vehicle
and two-wheeler registrations have moved in double digit in last couple of months. However,
production of consumer durables and non-durables have contracted in recent months. Rural
wage rate is growing at a moderate pace. Registrations of tractors grew by 57% in November
indicating traction in rural activities. Softening rural inflation should aid rural consumption. RBI
consumer confidence survey in November 2022 showed that about 75% of respondents
anticipate their spending to increase one year ahead. Higher consumption activities will keep
the momentum for consumer credit in 2023.



www.go-yubi.com 9

Gross fixed capital formation – a gauge of investment – increased by 10.4% YoY in Q2FY23
from 20.1% in previous quarter. During H1FY23, the gross capital formation grew by 15%.
Production of steel and cement grew by 7.1% and 10.8% during April-November FY23
respectively. Consumption of steel continued to have double digit monthly growth till
November 2022 and remained higher by 24.4% in November 2022 over November 2019. Net
FDI inflows remained higher and import of non-oil, non-gold and non-silver grew by 26%
during April-November FY23. Central government capex target has remained higher with INR
7.5tn budgeted for FY23. Government capex increased by 63% during April-November FY23
over the corresponding period of previous fiscal. However, capex by states have remained flat
during April-October FY23. Private capex has touched INR 3tn in H1FY23. Production of capital
goods is up by 14.9% during April-November FY23 from same period last fiscal. Over 3-year
period capital goods production is up by 2.3%. Investment outlook will remain bright in 2023
led by government capex, softening commodity prices which will lead to healthier corporate
balance sheet.

Investment
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Foreign trade

Merchandise export increased by 11% during April-November FY23 and stood at USD 295.3bn
driven by petroleum exports that increased by 58.3% during this period on higher crude prices.
Merchandise import increased at a much higher rate of 29.5% during April-November FY23 to
USD 493.6bn. While oil import increased by a mammoth 52.6%; non-oil, non-gold and non-silver
import increased by 26% during this period. Trade deficit widened to USD 198.4bn during April-
November FY23 against USD 115.4bn during the same period last fiscal. Higher crude oil prices
have led to elevated import bills. With global growth slowdown; India’s export is expected to be
impacted and the trade deficit can by about USD 300bn in FY23. Service exports increased to
USD 204.4bn during April-November FY23 from USD 158.7bn same period last fiscal. Current
account deficit is expected to by about 3.1% of GDP in FY23 and 2.5% in FY24. On the capital
account, we expect the FDI inflows to remain robust with strong fundamentals. There is a net
outflow of FPIs to the tune of USD 4576mn so far in FY23. Rupee came under pressure due to
higher trade deficit and FPI outflows along with dollar appreciation due to aggressive rate hikes
by US Fed. In 2023 rupee may not depreciate too much given higher growth differential with
developed economies and better prospects of returns. However, on the other side, if Fed
continues to take its benchmark rate higher then that will put depreciating pressure on rupee.
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Agriculture continues to maintain its robust growth with normal monsoon, adequate reservoir
levels and soil moistures. Agriculture GVA grew by 4.5% in Q2FY23. During H1FY23 agriculture grew
at a rate of 4.5% compared to 2.7% in H1FY22. Production of food grains during kharif season in
FY23 stood at a record 156 million tonnes. As per the first advance estimate; kharif food grain
production in FY23 is expected to be about 150 million tonnes. Rabi sowing so far in the current
sowing season has been progressing well. Wheat cultivation so far has remained impressive with
higher area under wheat cultivation is seen in states like Rajasthan, Haryana, Punjab, UP and MP
in December. This will help cool off food inflation as the prices of wheat increased earlier due to
heat wave is northern states. Tractor registration increased by 57% in November 2022.
Agriculture is expected to remain a bright spot assuming normal monsoon for 2023 that will give
further impetus to growth and demand for farm loans.

Agriculture
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Industry

Industrial value added during Q2FY23 contracted by 0.8% from an expansion of 8.6% in Q1FY23
and 6.9% in Q2FY22. Contraction in industrial value added was driven by 4.3% contraction in
manufacturing during Q2FY23 while utilities and construction sector registered 5.6% and 6.6%
growth respectively during this period. During H1FY23, industrial value added registered a growth
of 3.7%. Manufacturing sector witnessed margin pressure during Q2FY23. In volume terms;
manufacturing output increased by 1.6% during Q2FY23 but in value terms it contracted by 4.3%.
The margin pressure was due to higher inflation. However, going ahead as inflation softens due
to softer crude and commodity prices the margin pressure is expected to ease. Manufacturing
PMI has remained above 50 – marking expansion – in last several months. Real estate
construction has seen significant uptick in the recent times and sales have also been impressive.
New residential launches in major cities during September 2022 quarter registered 18% growth.
Going forward with inflation softening in FY24 from FY23 levels; the input cost pressure will ease.
This augurs well for industrial growth and higher capacity utilization. However, rising interest
rates will keep cost of capital at relatively higher levels. The government capex will support
infrastructure spending that will benefit the industrial segments.
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The service sector GVA increased by 9.3% YoY in Q2FY23. During H1FY23 the service sector
increased by 13.1% compared to 10.3% in H1FY22. Contact intensive services i.e. trade, hotel,
transport and communication grew by 19.5% during H1FY23 indicating broad based recovery of
the sector. Over 3-year period the contact intensive services is up by 2.1%. In recent months, the
transport indicators have exhibited some moderation with port cargo traffic moderated to 2% in
November due to higher freight cost and global trade volatility. In the construction sector; steel
consumption has been increasing at robust pace in last few months. Both domestic and
international air passenger traffic witnessed robust growth while air cargo traffic remained
subdued. Service PMI surged to 58.5 in December from 56.4 in November led by robust finance
and insurance services. Going ahead we expect the service sector to drive growth of the
economy with recovery in discretionary spending on travel, tourism and hospitality.

Services
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