INDIA ECONOMICS

BALANCE OF PAYMENTS

CAD expands in Q1, but will moderate

Despite an increase in CAD to US$ 14.3bn in Q1 from US$ 4.6bn in Q4,
India’s BoP surplus remained stable at US$ 14bn. Higher FDI inflows and
reduction in banking capital outflows explains this. Going ahead, we expect FDI
inflows to remain resilient and trade deficit to moderate as domestic demand is
subdued. Lower oil prices will also ensure decline in trade deficit in FY20 to
US$ 170bn from US$ 180bn in FY19. The above backdrop is positive for INR

and we expect it to remain in 70-72/% range with an appreciation bias.
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CAD expands to 2% of GDP in Q1FY20: Led by a higher trade deficit, India’s
CAD expanded to US$ 14.3bn in Q1FY20 from US$ 4.6bn in Q4FY19. Trade
deficit in Q1FY20 increased to US$ 46.2bn (6.6% of GDP) from US$ 35.2bn
(4.9% of GDP) in Q4FY19 led by higher oil and gold imports. Merchandise
exports too declined. Services receipts moderated from US$ 21.3bn in
Q4FY19 to US$ 20bn in Q1FY20 even as software services receipts were
higher. Remittances too rose to US$ 18bn compared with US$16.2bn in Q4.

BoP surplus at US$ 14.0bn in Q1FY20: BoP surplus remained stable at

US$ 14bn in Q1FY20 versus US$ 14.2bn in Q4FY19. While trade deficit
increased by US$ 11bn on a QoQ basis, sharp increase in FDI inflows at

US$ 13.9bn (US$ 6.4bn in Q4) helped contain a depletion in FX reserves.
Outflows on account of banking capital also moderated to US$ 3.9bn
compared with US$ 8.1bn in Q4. On the other hand, FIl and ECB inflows
moderated. After touching an 8-quarter high at US$ 9.4bn in Q4, Fll inflows
slowed to US$ 4.8bn in Q1FY20, particularly in the equity segment. ECB
inflows too rose by only US$ 6.4bn compared with US$ 7.5bn in Q4FY19.

BoP surplus US$ 33bn in FY20, CAD at 1.5% of GDP: Notwithstanding, the
increase in CAD to 2% of GDP in Q1 from 0.7% of GDP in Q4, we expect
CAD in FY20 to decrease to 1.5% of GDP in FY20 from 2.1% in FY19. This will
be led by 1) lower oil prices (US$ 65/bblin FY20 versus US$ 70 in FY19),

2) subdued domestic demand, 3) resilient services exports and 4) stable
remittances. India may see alarge increase in FDl inflows as visible in Q1. FI
inflows have moderated in Q2 but given the spate of reforms announced by
government, overall inflows are expected at US$ 10bn in FY20. The above
backdrop implies INR is likely to remain in the range of 70-72 to the USS with
an appreciation bias. The key risk to our call remains 1) sharp increase in

international oil prices and 2) Yuan depreciation.
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Important disclosures are provided at the end of this report.

KEY HIGHLIGHTS
= CAD widens to 2% of GDP in Q1FY20
from 0.7% of GDP in Q4FY19.

= BoP surplus at US$14bn in Q1FY20 led
by FDI inflows.

= CAD to narrow to 1.5% of GDP in FY20.
BoP surplus at US$ 33bn.
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BALANCE OF PAYMENTS
FIG 1- BOP QUARTERLY ACCOUNT

(US$ bn) QIFY19 Q2FY19 Q3FY19 Q4FY19 QIFY20
Current account (15.8) (19.1) 17.8) (4.6) (14.3)
CAD/GDP (%) (2.3) (2.9) @7 0.7) (2.0)
Trade balance (45.8) (50.0) (49.3) (352) (46.2)
- Merchandise exports 83.4 83.4 831 87.4 82.7
- Merchandise imports 1291 133.4 132.4 122.6 1289
--Qilimports 3438 352 347 324 35.0
--Non-oilimports 943 982 97.7 90.2 939
- Net Services 187 203 217 213 20.0
--Software 18.6 19.3 19.9 19.9 21.0
Transfers 171 19.3 17.4 16.2 18.0
Other invisibles 5.8) (8.7) (7.6 (6.9) (GX)
Capital account 4.8 16.7 13.8 19.2 27.9
% of GDP 0.7 2.6 21 27 4.0
Foreign investments 1.4 77 52 15.9 18.7
- FDI 9.6 7.5 73 6.4 13.9
- Fll 8.1 02 @n 9.4 4.8
Banking capital 10.1 05 49 81N (3.9
Short-term credit (3.5) 4.8 ©.7 1.5 2.0
ECBs (1.3) 22 2.0 72 6.4
External assistance 0.5 0 1.7 13 1.5
Other capital account items X5 1.5 07 12 3.2
E&O (0.3) 0.5 (0.3) 04 0.4
Overall balance (11.3) (1.9 4.3 14.2 14.0

Source: CEIC, Bank of Baroda Research
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FIG 2 - BOP ANNUAL ACCOUNT
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(US$ bn) FY16 FY17 FY18 FY19 FY20E
Current account 2.1 (14.3) 48.7) (57.3) 45.0)
CAD/GDP (%) 1.0 (0.6) 1.9) @mn (1.5)
Trade balance (130.0) 124 (160.0) (180.3) (170.2)
- Merchandise exports 266.4 280.2 309.0 337.2 3205

- Merchandise imports 396.4 3926 469.0 517.5 490.7
--Oil imports 829 86.8 108.6 140.8 132.8
--Non-oil imports 3135 305.8 3604 376.7 3579

- Net Services 69.7 68.3 77.6 81.9 84.0
--Software 71.5 70.8 722 777 80.0
Transfers 62.6 56 62.4 69.9 71.0
Other invisibles 4.4 (26.3) 28.7) (28.9) (299
Capital account 4.2 36.3 91.4 54.4 78.5
% of GDP 2.0 1.6 3.6 2.0 2.6
Foreign investments 319 432 52.4 301 50.0
- FDI 36.0 356 303 307 40.0
Sl “4n 7.6 221 (0.6 10.0
Banking capital 10.6 (16.6) 16.2 74 75
Short-term credit 16.1 (12.4) 9.7 2.0 4.0
ECBs .6 6.5 13.9 10.4 125
External assistance 4.5 6D 0.2 34 35
Other capital account items 33 7.6 6.1 11 1.0
E&O a.n 0.5 09 ((S)] 0.0
Overall balance 181 216 436 (3.3 334

Source: CEIC, Bank of Baroda Research | E-Bank of Baroda Estimates
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Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda. 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 of any entity. Bank of Baroda
and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or reliability of any information contained herein or otherwise provided
and hereby disclaim any liability with regard to the same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or
personal capacity or may have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in this
publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or render Bank of Baroda Group
liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors shall not be liable for any loss, damage, liability whatsoever

for any direct or indirect loss arising from the use or access of any information that may be displayed in this publication from time to time.

Visit us at www.bankofbaroda.com

Yy B 0O

For further details about this publication, please contact:

Economics Research Department
Bank of Baroda

chief.economist(@bankofbaroda.com
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