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The sequential narrowing of the current account deficit (CAD) to USD8.3bn (1% of Madhavi Arora

GDP) in Q2FY24 was despite a higher trade deficit, as net invisibles improved. madhavi.arora@emkayglobal.com
However, the reversal of FPI and FDI flows led to a sharp fall in capital account +91 22 6612 1341

surplus, with a small BoP surplus (USD2.5bn) for the quarter.

For FY24E, we maintain CAD/GDP at 1.4%, led by incrementally improving goods  Harshal Patel

trade deficit vs. FY23 and solid services trade surplus. Risks from higher crude oil  harshal.patel@emkayglobal.com
prices have receded. We see no risk to CAD funding currently and see FY24 BoP +91 22 6624 2434

surplus at USD9-10bn vs. (-)USD9bn in FY23. INR will stay range-bound amid low

volatility due to the RBI's two-way FX management strategy.

Q2FY24 CAD/GDP declines to 1%, led by a surge in net invisibles

CAD fell sequentially to USD8.3bn (1% of GDP - meeting our expectations) vs. the Q1FY24
deficit of USD9.2bn (1.1% of GDP) and the year-ago deficit of USD30.9bn (3.8% of GDP). The
improvement was despite the increase in goods trade deficit to USD61.0bn (7.0% of GDP)
from USD56.6bn (6.6% of GDP), with imports rising faster than exports. Thus, better CAD
was due to a sharp rise in net invisibles, with net software exports (USD35.2bn) at the highest
level on record. Non-software exports also rebounded from the previous quarter’s one-year
low, with an improvement in R&D and travel services exports. Net remittances rose 9% QoQ,
while net investment income (-USD12.2bn) continued to be a drag amid higher global rates.

Reversal of flows depletes Q2 capital account surplus; BoP surplus falls to USD2.5bn

The decline in capital account surplus (USD10.0bn, 1.2% of GDP vs. 4.0% in Q1FY24) was led

by a massive contraction in both net FPI flows (USD4.9bn vs. USD15.7bn in Q1) and net FDI Key highlights:
flows (outflow of USDO0.3bn vs. USD5.1bn of inflows in Q1). The reversal in FPI flows was led
by equity (USD3.6bn vs. USD13.6bn), while debt flows moderated from a high base. Net ECBs
turned negative for the first time since Q3FY23, due to higher rates abroad. Banking capital
flows declined but stayed positive. Volatility in banking capital has persisted for over a year; " FY24E CAD/GDP at 1.4%
and the trend will likely stay patchy with global rate uncertainty set to continue. Overall, Q2
BoP stayed positive but fell to USD2.5bn (vs. USD24.4bn in Q1FY24), while the basic balance
(CAD+FDI), which reflects durable funding, stayed negative (-USD8.6bn vs. -USD4.1bn).

" Q2FY24 CAD/GDP at 1%; BoP
surplus falls to USD2.5bn

" INR to stay range-bound

Risks recede to our FY24E CAD/GDP of 1.4%; BoP surplus to be USD9-10bn

Q3FY24 CAD/GDP is likely to worsen, with a sequentially wider goods deficit led by high
imports (due to the festive season), while services will likely improve further. The upside risks
to our forecast from higher crude oil prices have receded somewhat, as concerns over slowing
global demand have kept Brent below USD80/bl since November, despite the ongoing conflict
in the Middle East. Therefore, we maintain our FY24 CAD/GDP forecast of 1.4%, with lower
risks from higher crude prices. Additionally, solid services (non-software) trade surplus will
continue to partly offset the merchandise trade deficit. We reckon the broadening of services
exports will likely bear long-term fruits, but it will not be immune to impending global
slowdown/recession.

CAD funding so far has been quite smooth, and we believe H1CY24 could enjoy some front-
loaded FPI inflows ahead of India’s bond index inclusion. We also note that FPI flows have
returned strongly in Q3 so far; and, thus, assuming stable and low net FDI flows and improving
capital flows, we estimate BoP surplus of USD9-10bn in FY24 vs. (-)USD9bn in FY23.

INR to stay range-bound going ahead

INR has behaved relatively well in FYTD24, helped by the RBI, despite the widening trade
deficit, higher Brent prices, and recent FPI equity outflows. The RBI's two-way intervention in
recent months (See: FX Strategy: Our thoughts on RBI's evolving FX management) has helped
in keeping INR volatility extremely low, and the currency has been range-bound as a result.
Going ahead, depressed forward yields, unless corrected, will act as an impediment to INR'’s
upside potential when USD may globally face weakness. Nevertheless, it would be difficult to
take a strong directional call on the noiseless INR.
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Exhibit 1: CAD improves despite higher trade deficit due to improvement in net invisibles

[USShn) O3FY22  O4FY22  QIFY23  Q2FY23  Q3FY23  Q4FY23  QIFY24 {O2Fv2d}
1
Current account (22.2) (13.4) (18.0) (30.9) (16.8) (1.4) (9.2) (8.3)}
CAD/GDP (%) 2.7 (L.6) (2.1) (3.8) (2.0) (0.2) (L1) :1.mi
Trade balance [59.7) [54.5) [63.1) (78.3) [71.3) (52.6) [56.6) (610!
Trade balance/GDP (%) (7.2) (6.3) (7.4) (9.5) (8.4) (6.0) (6.6) (7.0)}
- Exports 108.9 118.0 1228 1115 105.6 115.8 105.0 107.4 |
- oill exports 17.6 21.3 269 239 227 23.8 181 16.8 i
- non-oil exports 91.3 96.7 95.9 79 829 920 86.0 906 |
- Imports 168.7 172.5 185.9 150.2 176.9 168.4 161.6 167.2 |
- oil imports 43.0 453 532 534 52.0 50.8 433 408 |
- non-oil imports 125.7 123.2 132.7 136.7 1245 117.6 118.3 126.5 i
Net Invisibles 376 411 451 474 545 51.2 474 52.7
- Services 278 28.3 311 344 387 38.1 35.1 40.0
of/w Software 284 28.3 30.7 32.7 33.5 344 33.9 35.2 !
o/w Non-software (0.5) (0.9) 0.4 17 5.2 47 12 471
- Transfers 213 21.1 229 248 285 248 229 25.0
- Net Income [11.5) (8.4 (8.9 [11.8) 112.7) [12.6) [10.6) [12.2)
Capital account 225 [1.7) 221 1.5 289 6.5 34 10.0
% of GDP 27 (0.2) 26 0.2 34 07 40 12
Fareign investment (1.3) (1.4} (1.2) 12.7 6.6 47 208 47
- FDI 46 13.8 134 6.2 20 6.4 51 (0.3)
- FPI [5.8) {15.2) [14.6) 6.5 45 (L7 15.7 491
- Equities 4.1) [13.1) [15.0) 6.0 5.5 (2.5) 13.6 3.6}
- Debt [0.6) 1.2 0.4 0.9 (1.0 0.9 24 17}
Banking capital g2 (6.0 19.0 (B.4) 144 (4.0) 129 43 i
- NRI deposits 13 0.2 0.3 25 26 3.6 22 3.2
Short-term credit 9.0 6.8 5.1 0.3 1.5 (0.3) (5.0 3.5}
ECBs (0.3) 34 (2.8) (0.2) (2.4) 16 5.8 [Z.EJE
External assistance 13 27 1B 05 15 17 15 0B !
Other capital account items 56 [7.2) 0.3 [3.4) 7.3 29 {1.B) (0.4)}
E&O 0.1 [0.9) 0.5 [0.9) (1.0 04 [0.7) 08|
Overall balance 05 (16.0) 45 (30.4) 111 5.6 244 \___ 251
Source: RBI, CEIC, Emkay Research
Exhibit 2: Software and business service exports growth continues to decline
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Exhibit 3: Basic balance stays negative due to lower FDI
42
32 mBoP ($bn) Basic balance ($bn) 24 E--“-“-“:
1
22 - H H
11 : 1
12 5 6 5 i H
0 . i3 !
(8) 1 (5) 4.1 i 8.6 i
18) - [ 1
8) (16) (15) i !
4 1
(28) (25) e !
(38) - (30)
o (5] (5] (3] (3] < <
o o o o o~ o o
& & o o o T o
< — o [s2] < — o
(e} o o o o o o

Source: RBI, CEIC, Emkay Research,; Basic balance = FDI + CAD
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Exhibit 4: FDI has also begun to fall sequentially and on a 4QMA basis
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Exhibit 5: CAD/GDP set to improve in FY24, with lower risk from higher crude prices
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Exhibit 6: Overall trade deficit likely to improve, with BoP moving into surplus

o @70 Qi @61 50 o0@Ed5E O @Fes il @55 Ol (@85

[UsShbn) FY19 FY20 FyY2l FY22 FY23 FY24E
Current account (57.3) (24.7) 239 (3B.8) [67) (53)
CAD/GDP (%) {2.1) [0.B) 0.9 (1.2) (2.0) (1.4)
Trade balance (180} {158) {102) {1B9) {265) (247
Trade balance/GDP (%) [6.7) {5.5) (3.8) (6.1) (7.8) [6.7)
- Exports 337 320 296 430 456 428
- il exports 47 41 26 &7 75 ]
- non-oil exports 291 279 270 362 381 359
- Imports 518 478 398 619 721 675
- oil imports 141 131 83 162 209 201
- non-oil imports 377 347 316 457 512 466
Met invisibles 123 133 126 151 158 188
- Sernvices g2 85 89 108 143 152
- software 78 85 a0 110 151 140
- non-software 4 0 (1) (2) 12 12
- Transfers 70 75 73 Bl 101 BE&
- Met Income [25) [27) (36) (37) [46) (50
Capital account 54.4 83.2 63.7 85.8 B2.5 62.0
% of GDP 2.0 29 2.4 2.7 24 17
Fareign investment 30 44 B0 22 23 37
- FDI 31 43 44 39 28 29
- FPI {1} i 36 (17) (5) 8
Banking capital 7 (5] (21} 7 21 14
- NRI deposits 10 9 7 3 9 5
short-term credit 2 (1) (4) 20 7 10
ECBs 10 23 (0 g 4 4
COthers 1 18 (2 24 7 -
Crwerall BoP [3.3) 59.5 B87.3 47.5 (9] 9

Source: RBI, CEIC, Emkay Research estimates

Exhibit 7: Basic BoP to stay negative in FY24
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EGFSL offers research services to its existing clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report
accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was,
is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
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EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. EGFSL may
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different conclusion from the information, recommendations or information presented in this report or are contrary to those contained in this report. Users
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otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or
distributed to any other party, without the prior express written permission of EGFSL . All trademarks, service marks and logos used in this report are
trademarks or registered trademarks of EGFSL or its affiliates. The information contained herein is not intended for publication or distribution or circulation
in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise
expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities
and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to
be reliable, although its accuracy and completeness cannot be guaranteed.

This report has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research report relating
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Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.

Disclaimer for U.S. persons only: Research report is a product of Emkay Global Financial Services Ltd., under Marco Polo Securities 15a6 chaperone
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resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject
to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority
(FINRA) or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the
Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report
is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may
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RESTRICTIONS ON DISTRIBUTION

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Except otherwise restricted by
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instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official
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The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
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issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate
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Interests2 in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any
potential conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report
operates as part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
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another person accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2 Financial Interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new
listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not
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notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.
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1. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her associate/relative’s may have Financial Interest/proprietary positions in
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3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research report
during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s may have material conflict of interest in the securities
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5. EGFSL, its affiliates and Research Analyst or his/her associate/relative’s may have actual/beneficial ownership of 1% or more securities of the
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OTHER DISCLAIMERS AND DISCLOSURES:

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) -:

EGFSL or its associates may have financial interest in the subject company.
Research Analyst or his/her associate/relative’s may have financial interest in the subject company.
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Research Analyst may have served as an officer, director or employee of the subject company.

EGFSL or its affiliates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject
company in the past 12 months. . Emkay may have issued or may issue other reports that are inconsistent with and reach different conclusion from the
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the subject company in the past 12 months. EGFSL or its associates may have received any compensation or other benefits from the Subject Company or
third party in connection with the research report. EGFSL or its associates may have received compensation from the subject company in the past twelve
months. Subject Company may have been client of EGFSL or its affiliates during twelve months preceding the date of distribution of the research report and
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