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1QFY24 BOP: Tailwinds peaked; outlook remains uncertain Macro Table
CAD/GDP widened in 1QFY24, led by a widening of the goods trade deficit 2022 2023 2024 2025€
and moderating services surplus. However, capital account surplus surged, e ) o1 2 62 es
aided by healthy FPI inflows and banking capital. BOP increased to US$24.4 ggﬁn‘?‘ig:zggwjy () A
bn. We expect the best of BOP to have passed in 1QFY24 and the 2HFY24 zub:icfin;:;?GDP(o) S —
outlook to be clouded with significant uncertainties. We expect CAD/GDP to T ' ’ '
widen to 1.6% in July 2023-March 2024, with BOP in a deficit of US$23.5 bn. o e o) e
CRR (%, eop) 40 45 45 45
1QFY24 CAD widens in line with expectations Extermal sestor
Current Account Balance (% of GDP) (1.2) (2.0) (1.5) (1.8)
The 1QFY24 CAD widened to US$9.2 bn (1.1% of GDP—in line with our Brent crude ol price (avg, USD/bbl) 800 954 850 900
INR/USD (avg.) 745 80.3 83.0 835
expectations) (4QFY23: USS$1.4 bn). This was mainly led by the widening of the
non-oil goods trade deficit to US$32 bn (4QFY23: US$26 bn) (Exhibit 1). Net Source: CEIC, Bloomberg, RBI, Kotak Economics Research estimates

invisible inflows fell to US$47 bn (4QFY23: US$51 bn), amid a moderation in
services surplus. Personal travel pulled down services net exports the most
(likely seasonal effect). Software and professional & management consulting

services remained steady from 4QFY23 (Exhibits 2-3). Quick Numbers

Capital account in 1QFY24 was buoyed by FPI inflows and banking capital
Capital account surplus in 1TQFY24 surged to US$34 bn (4QFY23: USS$7 bn),

1QFY24 CAD at 1.1% of GDP

aided by healthy FPI inflows in equities, whereas FDI inflows remained tepid 1QFY24 capital account surplus at US$34 bn, aided by
(Exhibit 1). Furthermore, banking capital inflows also increased sharply to FPI and banking capital inflows
US$13 bn (compared with the net outflow of US$4 bn in 4QFY23). ECBs Marginally revise up our FY2024 CAD/GDP estimate to
increased to US$6 bn—the highest in nine quarters. Consequently, BOP surplus 1.5% (1.4% earlier); expect INR to trade in the range of
in 1QFY24 surged to US$24.4 bn (4QFY23: US$5.6 bn). FX reserves in 1QFY24 82.75-83.50 over the near term

increased by US$16.6 bn, which included a valuation effect of (-)US$7.8 bn,
along with the BOP surplus of US$24.4 bn.

Marginally revise up our FY2024 CAD/GDP estimate to 1.5%

We expect tailwinds to BOP to have peaked in 1QFY24 and the remainder of
FY2024 to be clouded with uncertainties, amid (1) rising crude oil prices (around
29% higher in 2QFY24) and (2) weak capital flows. Following a robust 1QFY24,
we expect the capital account to moderate to US$23 bn in July 2023-March
2024, taking the FY2024 capital account to US$55 bn. We revise up our FY2024
CAD/GDP estimate to 1.5% (US$54 bn; 1.4% earlier), with the July 2023-March
2024 CAD/GDP estimate at 1.6% (with a further upside to our estimates, if crude
oil prices persist at current levels). We expect a marginal BOP surplus of around
USS1 bn in FY2024 ((-)USS$9.1 bn in FY2023) (Exhibit 4).

INR to remain under pressure

On the FX front, we expect the INR to remain under pressure, amid (1) the
unrelenting US Dollar strength and (2) rising crude oil prices stemming from
OPEC+ production cuts. Though FPI inflows from inclusion in the global bond
index is likely to aid the INR in the medium term, risks from the global side are
likely to dominate and keep the INR under pressure over the near term. However,
we expect RBI’s intervention to stem any volatility in the INR. We expect the INR
to trade in the range of 82.75-83.50 over the near term, with a further
depreciation bias.
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Current account deficit increased to 1.1% of GDP in 1QFY24

I Exhibit 1: India's quarterly balance of payments, March fiscal year-ends, 1QFY23-1QFY24 (USS bn)

Current account
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Banking capital
- NRI deposits
Short-term credit
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External assistance

Other capital account items

E&QO
Overall balance
memo items:

Average exchange rate (USS/Rs)
Average Brent price (USS/bbl)

Source: RBI, Kotak Institutional Equities
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Fall in travel services weighed on services surplus in 1QFY24

I Exhibit 2: Services net exports and components (US$ bn)
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Source: RBI, CEIC, Kotak Economics Research

Personal travel fell the most in 1QFY24, weighing down on net service exports

l Exhibit 3: Breakup of net exports in non-software services and interest income (US$ bn)

Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23

Services 258 256 27.8 28.3  31.1 344 387 39.1 35.1
- Software 25.1 26.8 284 29.3 307 327 335 344 339
- Non-software 0.7 (1.2) (0.5) (0.9 0.4 1.7 5.2 4.7 1.2
- Transport 01  (06) (1.1) (1.6) (1.9 (1.8) (0.7) (0.1) (0.3)
- Travel 13 @18 (1.7) (24 (@06 (1.8 1.2 0.7 3.1

- Construction (0.3) 0.0 0.2 (0.1) 0.0 0.0 0.6 0.4 0.2

- Insurance and pension 0.3 0.2 0.2 0.5 0.4 0.2 (0.0 0.4 0.2

- Financial 01  (02) (02 01 0.1 0.5 0.7 08 07
- IP charges (1.8) (200 (21 (23) (19 (19 (31 (24 (3.3

- Other business 1.3 1.4 1.6 3.0 34 5.2 6.1 5.9 6.6
R&D 1.1 1.3 1.5 1.6 1.6 1.6 1.6 1.8 1.6
Professional & management consulting 5.5 6.0 6.1 7.9 8.3 9.8 11.2 11.6 11.5
Technical, trade related, etc (52) (58) (6.0) (65 (64 (620 (67) (7.4 (6.5

- Others 2.2 1.7 2.6 1.9 1.8 1.3 0.5 (1.0) 0.1

Source: CEIC, RBI, Kotak Economics Research
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External headwinds likely to intensify in 2HFY24E

I Exhibit 4: India's balance of payments, March fiscal year-ends, 2019-24E (US$ bn)

2019 2020 2021 2022 2023 2024E 2025E
|Current account balance (57.3) (24.7) 23.9 (38.8) (67.1) (54.0) (72.4)
GDP 2,705 2,835 2,671 3,150 3,388 3,590 3,988
CAB/GDP (%) (2.1) (0.9) 0.9 (1.2) (2.0) (1.5) (1.8)
Trade balance (180)  (158)  (102)  (189)  (265) (252) (277)
Trade balance/GDP (%) (6.7) (5.6) (3.8) (6.0) (7.8) (7.0) (6.9)
- Exports 337 320 296 429 456 418 451
- oil exports 47 41 26 67 97 82 98
- non-oil exports 291 279 270 362 359 335 352
- Imports 518 478 398 619 721 670 728
- oil imports 141 131 83 162 209 183 207
- non-oil imports 377 347 316 457 512 487 521
- gold imports 33 28 35 46 35 40 40
Invisibles (net) 123 133 126 151 198 198 205
- Services 82 85 89 108 143 144 151
- software 78 85 90 110 131 131 135
- non-software 4 - (©)] 2 12 13 16
- Transfers 70 75 73 80 101 100 100
- Income (net) (29) (27) (36) (37) (46) (46) (46)
Capital account 54 83 64 86 59 55 76
Capital account/GDP (%) 2.0 2.9 2.4 2.7 1.7 1.5 1.9
Foreign investment 30 44 80 22 23 41 54
- FDI 31 43 44 39 28 21 24
- FPI (1 1 36 17) (5) 20 30
- Equities 3 0 36 (18) (6) 15 5
- Debt (4) 1 (0) 2 1 5 25
Banking capital 7 (5) 2m) 7 21 10 10
- NRI deposits 10 9 7 3 9 5 5
Short-term credit 2 Mm (4 20 7 4 6
ECBs 10 23 (0.1) (4) 2) 4
External assistance 3 4 11 5 6 2 2
Other capital account items 1 18 2) 24 7 - -
E&O (0) 1 (0) — (1) —
|0vera|| balance (3.3) 59.5 87.3 47.5 (9.1) 1.0 3.6
Memo items
Average USD/INR 69.9 70.9 74.2 74.5 80.3 83.0 83.5
Average Brent (US$/bbl) 70.0 60.9 44.8 80.0 95.4 85.0 90.0

Source: RBI, Kotak Economic Research estimates

India Research



@ KOTAK

“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
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Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

70% - |:| Percentage of companies covered by Kotak Institutional
Equities, within the specified category.
60% -
Percentage of companies within each category for which
50% - Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40% * The above categories are defined as follows: Buy = We
expect this stock to deliver more than 15% returns over
30% - 27.7% 28.6% o the next 12 months; Add = We expect this stock to deliver
25.2% 5-15% returns over the next 12 months; Reduce = We
. 18.5% expect this stock to deliver -5-+5% returns over the next
20% 1 12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% 4 50% 55% are also on a 12-month horizon basis. These ratings are
0.8% 0.4% used illustratively to comply with applicable regulations. As
0% : of 30/06/2023 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 238 equity securities.

Source: Kotak Institutional Equities

As of June 30, 2023

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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https://bsecrs.bseindia.com/ecomplaint/frminvestorHome.aspx, Investor Service Centre | National Commodity & Derivatives Exchange Limited (ncdex.com), https://igrs.mcxindia.com/. Please quote your Service Ticket/Complaint Ref No.
while raising your complaint at SEBI SCORES/Exchange portal or Depository at https://www.epass.nsdl.com/complaints/websitecomplaints.aspx and https://www.cdslindia.com/Footer/grievancesa
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