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India January trade deficit

Oil imports drive deficit higher

India’s merchandise trade deficit widened significantly to a 7-month high of USD 15.2
bn in Jan-20 vis-a-vis USD 11.3 bn in Dec-19. While markets expected the trade deficit
to moderate, the actual print surprised in the opposite direction (Bloomberg consensus:
USD 11.0bn ; YBL estimate: 10.4 bn). The increase in trade deficit was driven by a
sharp increase in oil imports followed by non-oil and non-gold (NONG) imports and
marginal decline in overall exports.

v" On sequential basis, exports contracted by 5% in Jan-20 from an expansion of
5.1% recorded in the previous month. However, imports registered an expansion
of 6.5% from an expansion of 1.3% in Dec-19.

v" On annualized basis, exports contracted by 1.7% in Jan-20, marginally up from a
contraction of 1.6% in the previous month. On the other hand, imports contracted
by 0.8% after posting a contraction of 8.8% in Dec-19. While imports remained in
the negative territory for the eight consecutive month the magnitude of
contraction has come down drastically.

Exports appear subdued...

In value terms, total exports moderated sequentially to USD 26.0 bn in Jan-20 from
USD 27.4 in Dec-19 led by decline in both oil and non-oil exports. Within non-oil
exports, the decrease was led by engineering goods followed by agricultural and
electronic goods. While insufficient in overall magnitude, there was offsetting impact
from exports of gems & jewellery and textile products, which saw an improvement in
outbound shipments on sequential basis. The subdued performance of India’s exports
is in line with other key Asian countries that have released their trade data so far -
countries like South Korea and Taiwan have both seen a decline in their export
performance during the month of Jan-20.

...but imports have shot up

In value terms, total imports increased to a 8-month high of USD 41.1 bn in Jan-20
from USD 38.6 in Dec-19 led by increase in oil and NONG imports which more than
offset decline in gold imports.

v" Oil imports increased by USD 2.3 bn to USD 13.0 bn despite a 2.2% MoM drop in
price of India Crude Basket. While the sequential increase in magnitude of oil
imports could be capturing some lagged impact, it could also be manifesting an
improvement in volume demand for crude oil domestically. Going forward, we
expect oil imports to correct on account of sharp decline in oil prices after
coronavirus hit demand and fueled concerns of excess supplies.

v" NONG imports improved marginally by USD 1.1 bn to USD 26.6 bn. The
improvement was recorded on the back of higher import of electronics, capital

goods and project goods which bodes well for the overall investment sector.
DR. SHUBHADA M. RAO, Chief Economist

v" Gold imports decreased to a 4-month low of USD 1.6 bn from USD 2.5 bn imported
in the previous month. It posted a decline of 36% MoM due to increase in global VIVEK KUMAR, Senior Economist
bullion prices by 5.18% in Jan-20.
YUVIKA OBEROI, Economist

RADHIKA PIPLANI, Economist

SANJANA SHAH, Economist
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Services surplus weighed down by imports

Net services surplus improved by USD 0.9 bn to USD 7.4 bn in Dec-19 due to sequential increase
in services exports by 11.2% as against an import growth of 9.4% MoM. On annualized basis,
exports posted a double digit growth whereas imports recorded a moderation vis-a-vis Nov-19.

v" Annual export growth increased by 11.6% in Dec-19 from 7.9% last month.

v" Annual import growth increased by 10.4% in Dec-19 as against an increase of 13.5% in the
previous month.

Our take

Incorporating today’s print the average trade deficit on FYTD (Apr-Jan) basis stands lower at USD
13.7 bn from USD 16.3 bn recorded in the corresponding period of the last fiscal. While India’s
external metrics looks soothing, underling reason for the comfort doesn’t bode well for India’s
growth story as the decline is led by slump in both imports and exports. (chart 1)

1.  On annual basis, overall imports have contracted by 8.1% in FYTD 20 vis-a-vis an expansion
of 14.1% recorded in corresponding period of FY19 led by bleak domestic demand conditions
and lower commodity prices. Going forward, with economic uncertainty on rise (chart 2),
consumption remaining subdued and overall credit impulse weighing on investment activity
we expect imports to remain on a weaker turf. While direct risk to India’s economy from the
recent outbreak of 2019-nCov in China is expected to be limited, risks to India’s imports
persists on account of high dependence on China especially for electronic and chemical
goods.

2. Exports on the other hand also recorded a contraction of 1.9% in FYTD 20 vis-a-vis a robust
growth of 9.1% in the previous fiscal on account of headwinds from distortionary trade
measures and deceleration in global growth. However, this deceleration in exports is likely
to bottom out on account of-

v" Measures announced in FY21 Union Budget including but not limited to tax refund
scheme and enhanced credit to exporters. The government has also recently introduced
a more WTO compliant scheme called Remission of Duties or Taxes on Export Product
(ROoDTEP), replacing the existing Merchandise from India Scheme (MEIS), which is
expected to adequately incentivize exporters. Along with this, new developments on
negotiation between India and the US will be closely monitored to gauge an impact on
growth in overall exports.

v" On the global front, signing of phase-one trade deal between the US and China along
with turnaround in global PMIs and modest economic growth recovery in the US holds
positive for India’s export. However, the temporary dislocation in demand from the
outbreak of coronavirus needs to be monitored as it could pose a mild adverse impact.

Taking into account the above factors and after incorporating the recent trend in the monthly
data, we continue to expect FY20 CAD to moderate to 1.0% of GDP from 2.1% in FY19.
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Chart 1: Snapshot of broad categories of India’s external metrics
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Chart 2: Global uncertainty weighing on trade activity
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed 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, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW
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