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= The current account finally reverted to a deficit of US$1.7bn (-0.2% of GDP) in Q3FY21 from a
surplus of US$15.1bn (2.4% of GDP) in Q2FY21, driven by a widening in trade deficit, while the
services surplus saw an improvement. Nonetheless, the material improvement in capital
account in Q3FY21 led to a record-high BoP surplus of US$32.5bn. The large capital account
surplus was boosted by robust net FPI equity flows of US$22bn. Although FPI flows moderated
sequentially, they remained strong at ~$17bn. The basic balance (CAD+FDI), which reflects
durable current account funding, sharply moderated to US$15.2bn from a whopping US$40.1bn
in Q2FY21.

Going ahead, even as current account surplus will narrow further as domestic and global
economies normalize, it will still likely to be in a surplus of 0.9% of GDP in FY21 amid a
comfortable funding environment, implying FY21 BoP surplus of ~US$90bn. However, the best
seems to be over on external sector comfort. A gradual recovery means import growth will
exceed export growth, while higher losses in oil led terms of trade imply current account/GDP
to return to a deficit of ~0.8%. However, healthy capital flows should ensure FY22E BoP remains
in surplus of US$52bn.

Net positive BoP dynamics should help keep a mild upward bias on INR vs. USD but the overall
trajectory of INR will be caught between mixed external sector terms of trade, gradually
changing global risk environment and RBI stance on FX. We see USD-INR in the range of 71.50-
75.50 in FY22.

Q3FY21 current account turns into deficit on higher trade deficit

After posting a surplus in the previous three consecutive quarters, Q3FY21 current account finally gave
way to deficit, printing (-)US$1.7bn (-0.2% of GDP) vs. a surplus of US$15.1bn (2.4% of GDP) in Q2FY21
and US$2.6bn deficit (0.4% of GDP) a year ago. The sequential move toward CAD was primarily due to
higher merchandise trade deficit of US$34.5bn (4.7% of GDP) vs. US$14.8bn (2.3% of GDP) in the
preceding quarter, caused by a sharp rise in imports over exports stemming from higher oil prices and
improving domestic demand. Imports rose to US$111.8bn (US$90.4bn in Q2FY21), while exports inched
up marginally by US$1.6bn (QoQ) to US$77.2bn in Q3FY21. Turning to invisibles, net services receipts
increased both sequentially and on a year-on-year basis, primarily on the back of higher net export
earnings from computer services. Net remittances increased a tad to US$19.3bn. However, net income
drag worsened further to (-) US$10.1bn from (-)US$9.3bn.

Q3FY21 capital account bloats on FPI equity flows, leading BoP to super surplus

The material sequential improvement in capital account in Q3FY21 (US$33.5bn; 4.5% of GDP) from
Q2FY21 (US$15.4bn; 2.4% of GDP) was largely due to robust equity FPI flows which largely picked pace
in early November, FPI debt flows improved a tad. FDI flows moderated but remained healthy at
US$17.0bn (US$24.6bn in Q2FY21). Other debt inflows like ECBs and banking capital continued to see
outflows. ECB outflows stood at (-) US$1.7bn, down from (-)US$4.3bn in Q1FY21 with repayments
exceeding fresh disbursals, while net accretions to NRI deposits increased to US$3.0bn from US$1.9bn
in the previous quarter. Overall, BoP surplus in Q3FY21 remained high at US$32.5bn (US$31.6bn in
Q2FY21). The basic balance (CAD+FDI), which reflects durable current account funding, moderated
sharply sequentially to US$15.2bn from a whopping US$40.1bn in the prior quarter.

FY22 current account to reverse into 0.8% deficit amid normalization and oil effect
High-frequency external sector data imply Q4FY21 current account deficit will likely worsen further.
Nonetheless, overall exports recovery for FY21 may still outdo that of core imports. We see FY21 current
account/GDP at a surplus of 1.1% (US$28bn), which would be led by huge terms of trade gains from a
slump in oil imports while core import demand is still sluggish. Net funding remains comfortable amid still-
easy global liquidity, with FY21 BoP in surplus of ~US$96bn, helped by lower current account as well as
solid FPI and FDI flows. As we move into FY22, a gradual recovery implies import growth will exceed
export growth, while higher losses in oil led terms of trade will imply current account/GDP to return to a
deficit of ~0.8%. However, healthy capital flows will ensure FY22E BoP remains in surplus of US$52bn.

Ideally, positive BoP dynamics should help keep a mild upward bias on INR vs. USD, especially as global
liquidity continues to chase carry in EM economies albeit selectively. However, global winds may imply
foreign investors start asking for a higher risk premium from EM and could start pressurizing EM assets,
including India. We note India’s real rates are negative and one of the lowest in the EM pack. Besides,
continued tactical intervention by the RBI will ensure the INR remains somewhere in the middle of the EM
pack in terms of spot returns. Overall, the INR’s performance will be caught between mixed external terms
of trade, gradually changing global risk environment, RBI stance on FX and fiscal fragilities.
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Key Highlights:

= Current account turns to deficit of
0.2% of GDP in Q3FY21.

= Capital account surplus improves
further to 4.5% of GDP, led by
robust FPI equity flows.

= BoP prints record surplus of
US$33.5bn, while the basic
balance worsens to US$15.2bn.

= FY21 current account/GDP to be in
surplus of 0.9%; BoP to be in
surplus of ~US$90bn.

= FY22 CAD/GDP likely to be at
0.8%; BoP to be in surplus of
~US$52bn.
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Exhibit 1: Current account reverts to deficit as trade deficit widens

(USSbn) 3QFY20 Q4FY20 Q1FY21 Q2FY21 Q3FY21
Current account (2.6) 0.6 19.2 15.5 (1.7)
CAD/GDP (%) (0.49) 0.1 3.7 24 (0.2)
Trade balance (36.0) (35.0) (10.8) (14.8) (34.5)
Trade balance/GDP (%) (5.0) (4.9) (2.1) (2.3) (4.7)
- Exports 81.2 76.5 52.4 75.6 77.2

- oil exports 10.9 9.1 4.8 7.3 0.0

- non-oil exports 70.4 67.4 47.5 68.3 77.2
- Imports 117.3 111.6 63.1 90.4 111.8

- oil imports 31.5 33.8 13.2 18.8 0.0

- non-oil imports 85.8 77.7 49.9 71.6 111.8
Net Invisibles 334 35.6 30.0 30.3 32.8
- Services 21.9 22.0 20.5 21.2 23.6

o/w Software 21.5 21.1 20.8 22.3 23.4

o/w Non-software 0.4 0.9 (0.3) (1.1) 0.2
- Transfers 18.9 18.4 17.0 18.4 19.3
- Net Income (7.4) (4.8) (7.5) (9.3) (10.1)
Capital account 23.6 17.4 1.0 15.4 33.5
% of GDP 3.2 2.4 0.2 2.4 4.5
Foreign investment 17.6 (1.8) (0.2) 31.6 38.2
- FDI 9.7 12.0 (0.8) 24.6 17.0
- FPI 7.8 (13.7) 0.6 7.0 21.2
Banking capital (2.3) (4.6) 2.2 (11.2) (7.6)
- NRI deposits 0.8 2.8 3.0 1.9 3.0
Short-term credit (1.4) (1.0) (0.2) (1.8) 0.2
ECBs 3.2 10.3 (1.4) (4.3) (1.2)
External assistance 1.3 0.6 4.1 1.9 1.2
Other capital accountitems 5.2 13.8 (3.5) (0.7) 2.8
E&QO 0.6 0.9 (0.4) 0.6 0.7
Overall balance 21.6 18.8 19.8 31.6 32.5

Source: CEIC, Emkay Research

Exhibit 2: Basic BoP narrows in Q3FY21 but likely to remain comfortable in FY21
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Source: CEIC, Emkay Research estimates

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on R on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

April 1,2021 | 2


http://www.emkayglobal.com/

India Equity Research | Economy Update

Exhibit 3: Current account/GDP poised to print 0.9% surplus in FY21, to be fully reversed in FY22
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Source: CEIC, Emkay Research estimates

Exhibit 4: Current account/GDP to revert to 0.8% deficit in FY22 as trade deficit widens

(USSbn) FY17 FY18 FY19E FY20E FY21E FY22E
Current account (14.4) (48.7) (57.3) (24.7) 23.6 (22.5)
CAD/GDP (%) (0.6) (1.8) (2.1) (0.8) 0.9 (0.8)
Trade balance (112.4) (160.0) (180.3) (157.5) (104.6) (158.0)
Trade balance/GDP (%) (4.9) (6.0) (6.7) (5.4) (4.0) (5.5)
- Exports 280 309 337 320 286 325
- Imports 393 469 518 478 391 483
- oil imports 87 109 141 131 81 141
Netinvisibles 98 111 123 133 123 131
- Services 68 78 82 85 87 93
- Transfers 56 62 70 75 71 73
- Net Income (26) (29) (29) (27) (35) (35)
Capital account 36.4 914 54.4 83.2 66.8 75.0
% of GDP 1.6 3.4 2.0 2.9 2.6 2.6
Foreign investment 43.2 524 30.1 44.4 78.8 60.0
- FDI 35.6 30.3 30.7 43.0 45.8 45.0
- FPI 7.6 22.1 (0.6) 1.4 33.0 15.0
Banking capital -17 16 7 -5 -19 5
- NRI deposits (12) 10 10 9 10 10
Short-term credit 6 14 2 (1) (1) 1
ECBs (6) (0) 10 23 3 5
Others 8 6 1 18 - -
Overall BoP 21.6 43.6 (3.3) 59.5 90.3 52.5

Source: CEIC, Emkay Research

Exhibit 5: Basic BoP to narrow sharply in FY22 but still remain positive
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Emkay Alpha Portfolio — Nifty

EAP-Nifty (25 stocks)

Company Name Nifty Weight  Nifty EAP Weight OWI/UW (%) OW/UW (bps)
Agri Input & Chemicals 0.56 0.00 -100% -56
UPL 0.56 0.00 -100% -56
Auto & Auto Ancillaries 5.40 9.38 74% 398
Bajaj Auto 0.75 1.98 164% 123
Eicher Motors 0.57 1.61 182% 104
Hero Motocorp 0.60 0.60 1% 1
Mahindra & Mahindra 1.20 0.00 -100% -120
Maruti Suzuki India 1.44 2.69 88% 126
Tata Motors 0.85 2.50 193% 164
BFSI-Banks 26.43 34.46 30% 803
Axis Bank 2.76 5.67 105% 291
Bandhan Bank 0.00 2.03 NA 203
HDFC Bank 10.24 9.4 -8% -85
ICICI Bank 6.34 7.37 16% 103
Indusind Bank 0.85 4.03 376% 319
Kotak Mahindra Bank 4.05 0.00 -100% -405
State Bank of India 2.20 5.97 171% 377
BFSl-Insurance 1.45 2.08 43% 63
HDFC Life 0.91 0.00 -100% -91
SBI Life 0.54 2.08 284% 154
BFSI-NBFCs 10.15 9.32 -8% -83
Bajaj Finserv 0.92 0.00 -100% -92
Bajaj Finance 2.15 0.00 -100% -215
Cholamandalam Investment 0.00 217 NA 217
HDFC 7.08 7.15 1% 7
Cement & Building Materials 2.72 5.50 103% 279
Grasim Industries 0.87 1.48 70% 61
Shree Cements 0.62 1.71 176% 109
Ultratech Cement 1.22 2.31 89% 109
Consumer Goods & Retail 11.49 6.98 -39% -451
Asian Paints 1.80 1.82 1% 2
Britannia Industries 0.67 0.00 -100% -67
Hindustan Unilever 3.42 0.00 -100% -342
ITC 3.01 1.97 -34% -103
Nestle India 0.96 0.00 -100% -96
Tata Consumer 0.60 0.00 -100% -60
Titan Company 1.02 2.12 107% 110
United Breweries 0.00 1.06 NA 106
Engineering & Capital Goods 2.70 2.24 -17% -46
Larsen & Toubro 2.70 2.24 -17% -46
Information Technology 16.77 13.15 -22% -362
HCL Tech 1.68 3.21 91% 154
Infosys 7.98 7.44 7% -54
TCS 5.18 0.00 -100% -518
Tech Mahindra 0.97 2.50 158% 153
Wipro 0.96 0.00 -100% -96
Metals & Mining 2.86 3.67 29% 81
Coal India 0.43 0.65 51% 22
Hindalco 0.75 1.48 97% 73
JSW Steel 0.71 0.00 -100% -71
Tata Steel 0.96 1.54 60% 58
Oil & Gas 11.78 4.68 -60% -709
BPCL 0.63 1.98 215% 135
GAIL 0.00 0.40 NA 40
Indian Oil 0.37 0.00 -100% -37
ONGC 0.59 0.59 1% 1
Reliance Industries 10.19 1.71 -83% -848
Pharmaceuticals 3.26 3.86 18% 60
Cadila Healthcare 0.00 1.03 NA 103
Cipla 0.65 0.66 1% 1
Divi's Lab 0.73 0.00 -100% -73
Dr. Reddy's Lab 0.86 1.64 91% 78
Sun Pharma 1.02 0.53 -48% -49
Ports & Logistics 0.81 0.00 -100% -81
Adani Ports 0.81 0.00 -100% -81
Power 1.67 1.70 2% 4
NTPC 0.80 0.82 3% 3
Power Grid Corporation 0.87 0.88 1% 1
Telecommunications 1.97 2.96 51% 100
Cash 0.00

Nifty 100.0 100.00

Source: Emkay Research; Note: *We have internally capped single stock exposure to 10% in our EAP
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Sector portfolio NAV

Base Latest

1-Apr-19 1-Apr-20  30-Sep-20  29-Dec-20 1-Mar-21 31-Mar-21

EAP - Nifty 100.0 69.7 91.3 112.1 122.7 121.0
Nifty50 100.0 70.7 96.4 119.4 126.5 125.9

*Performance measurement base date 15 April 2019
Source: Emkay Research

Price Performance (%)

1m 3m 6m 12m
EAP - Nifty -1.4% 7.9% 32.6% 73.6%
Nifty50 -0.5% 5.4% 30.6% 78.0%
Source: Emkay Research
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Please see our model portfolio (Emkay Alpha Portfolio):

“Emkay Alpha Portfolio — SMID and Nifty are a supporting document to the Emkay Alpha
Portfolios Report and is updated on regular intervals”
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Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.
BUY Over 15%

HOLD Between -5% to 15%

SELL Below -5%

Completed Date: 01 Apr 2021 12:43:16 (SGT)
Dissemination Date: 01 Apr 2021 12:44:16 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INH000000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to 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.

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) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that
are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. 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 or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial 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 confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated 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 Group Companies. 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.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

» Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are 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 not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor. In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors.
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

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
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate does not serve as an officer, director or employee of the 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 investment
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests?
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
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

" An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of which the analyst, his spouse,
minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) 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 include commercial lending conducted at the
arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in
securities in respect of an issuer or a new listing applicant.

COMPANY-SPECIFIC /| REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

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) covered in this report-:

1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of April 1, 2021
EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report
Disclosure of previous investment recommendation produced:

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 does not have any material conflict of interest in the
securities recommended in this report as of April 1, 2021.

5. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have actual/beneficial ownership of 1% or more
securities of the subject company at the end of the month immediately preceding the April 1, 2021

6. EGFSL, its subsidiaries and/or other affiliates and Research Analyst have not received any compensation in whatever form including compensation
for investment banking or merchant banking or brokerage services or for products or services other than investment banking or merchant banking
or brokerage services from securities recommended in this report (subject company) in the past 12 months.
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