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SUMMARY

India Economics: Balance of Payments
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.
Click here for the full report.
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Centre has maintained its guidance of gross borrowings at Rs 7.1tn in FY20.
Net borrowing in H2 is estimated at Rs 1.33tn. Notably, >10 year issuances in
H2 are at 75.4% (42% outstanding) thus implying continuous bias for a steeper
yield curve. The government today announced disinvestment including 100%
stake sale in certain CPSEs. This will meet any revenue shortfall. For driving
growth higher, we expect fiscal deficit at 3.5% of GDP in FY20 and inflows
from small savings schemes to support the same.
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India Economics: Weekly Wrap
Global manufacturing activity weakened further in Sep’19, especially in the
Eurozone. In addition, US consumer confidence fell. With Mexico and
Philippines reducing rates, global yields closed lower in the week. Oil prices fell
by (-) 3.7% as Saudi output resumed. This supported Indian yields.
Announcement of corporate tax cut helped lift Sensex and robust FII inflows
supported INR. Government’s H2 borrowing calendar and RBI policy meet will
set the tone for the markets this week. We expect 25bps rate cut.
Click here for the full report.
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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.

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.

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, FII and ECB inflows
moderated. After touching an 8-quarter high at US$ 9.4bn in Q4, FII 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/bbl in FY20 versus US$ 70 in FY19),
2) subdued domestic demand, 3) resilient services exports and 4) stable
remittances. India may see a large increase in FDI inflows as visible in Q1. FII
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 US$ 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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Adherence to borrowing glide path implies lower yields
Centre has maintained its guidance of gross borrowings at Rs 7.1tn in FY20.
Net borrowing in H2 is estimated at Rs 1.33tn. Notably, >10 year issuances in
H2 are at 75.4% (42% outstanding) thus implying continuous bias for a
steeper yield curve. The government today announced disinvestment
including 100% stake sale in certain CPSEs. This will meet any revenue
shortfall. For driving growth higher, we expect fiscal deficit at 3.5% of GDP in
FY20 and inflows from small savings schemes to support the same.

H2FY20 gross borrowing at Rs 2.68tn: Despite lower than Budgeted collections
(4.2% in FYTD20 versus FY20BE of 9.5%) along with recently announced
reduction in peak corporate tax rates (estimated impact at Rs 1.45tn), the
government has announced gross borrowing of Rs 2.68tn, in-line with BE. With
H1 borrowing at Rs 4.42tn, overall borrowing in FY20 is Rs 7.1tn. The
government today also announced stake sale in 5 CPSEs to ensure it not only
meets but exceeds its disinvestment target of Rs 1.05tn in FY20.
Bias continues towards longer-end maturity: In comparison with FY19 (35%
of issuances > 10years), there has been a significant increase in the issuance of
long-end dated securities in FY20. For instance, in H1FY20 as much as 67.6%
of issuances were in the greater than 10 year bucket. This has now increased to
75.4%. As on Sep’19, only 42% of outstanding stock of government securities
has a maturity of greater than 10 years. Thus steepening bias of the yield curve
is likely to persist. At present difference between 10Y yield and 1Y T-Bill is
110bps in Sep’19 vs 78bps in Aug’19.
RBI to remain accommodative, yields to decline: H2FY20 borrowing will
support 10Y yield which has inched up by 20bps in Sep’19 after announcement
of reduction in corporate tax rate. The fiscal data released today shows that the
government has reduced its fiscal deficit to Rs 5.5tn in Apr-Aug’19 compared
with Rs 5.9tn in the same period last year. The government is looking at
meeting revenue shortfall from 1) higher dividend transfer from RBI (Rs 1.48tn
in FY20 versus BE of Rs 900bn), 2) disinvestment in CPSEs and 3)
expenditure management. With a thrust on reviving growth, we believe
government may look at increasing the fiscal deficit to 3.5% of GDP.
Government may rely on small saving schemes to meet the gap as sovereign
issuance is unlikely in the near-term.
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KEY HIGHLIGHTS
 Gross borrowing in H2FY20 maintained
at Rs 2.68tn.
 Disinvestment roadmap key to meet
fiscal gilde path.
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RBI policy and H2 borrowing to drive yields
Global manufacturing activity weakened further in Sep’19, especially in the
Eurozone. In addition, US consumer confidence fell. With Mexico and
Philippines reducing rates, global yields closed lower in the week. Oil prices
fell by (-) 3.7% as Saudi output resumed. This supported Indian yields.
Announcement of corporate tax cut helped lift Sensex and robust FII inflows
supported INR. Government’s H2 borrowing calendar and RBI policy meet
will set the tone for the markets this week. We expect 25bps rate cut.

Markets


Bonds: Except China, global yields closed lower amidst weaker than
expected data in Eurozone, Japan and falling consumer confidence in the
US. Central Banks of Mexico and Philippines did reduce policy rate. US
10Y yield fell by 4bps (1.68%). Crude prices declined by (-) 3.7%
(US$ 62/bbl) over demand concerns. India’s 10Y yield also fell by 5bps
(6.74%). All eyes will be on H2 borrowing calendar and RBI policy. System
liquidity surplus was at Rs 1.6tn as on 27 Sep 2019 vs Rs 324bn in the
previous week.



Currency: Barring AUD (flat) and INR, other global currencies closed
lower. DXY rose by 0.6% in the week on the back of progress in US-China
trade talks. Led by weak macro data in the EU (economic sentiment,
manufacturing PMI), EUR depreciated by (-) 0.7%. GBP also fell by
(-) 1.5% as uncertainty over Brexit intensified. INR rose by 0.5% in the
week supported by FII inflows (US$ 1.5bn) and lower oil prices.



Equity: FTSE and Sensex bucked the trend as global equity markets ended
the week lower led by growth concerns. Shanghai Comp (-2.5%) declined
the most, followed by Nikkei (-0.9%) and Dax (-0.7%). However Sensex
(2.1%) ended in green, supported by announcement of corporate tax cuts
by government in order to boost growth.



Upcoming key events: In the current week, PMIs of major economies
(Germany, France, US and Japan) are due to be released. Unemployment
data of US will also be watched. On the domestic front, all eyes will be on
H2 borrowing calendar and RBI policy meet. BoP data is also scheduled to
be released.
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Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Rating distribution
As of 30 September 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 15 are rated ADD, 6 are
rated REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.
Analyst certification
Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
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disclosures, please click on the hyperlink accompanying each excerpt.
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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. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
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provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
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BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
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No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.
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