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NRI deposits highest since FY14

Pick up in both NRI deposits and remittances to help stabilize rupee,
Structural frade measures necessary for a more permanent solution to the CAD deficit

Acuité Ratings expects a significant
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addition to the weakness in rupee,
we believe that the net inflow of
these deposits may touch USD 20.0 billion in the current year. This will partly help to
bridge India’s current account deficit which is expected to exceed USD 70.0 billion in
FY19. Nevertheless, structural measures may need to be taken to improve our trade
balance and arrest the increasing trend in the current account deficit (CAD).

Graph 1: NRI Deposit Flows & Remittances Vs Re
Depreciation

A study by Acuité Ratings indicates that over the 5-year period 2014-18, the net inflows
of NRI deposits have been a significant 46% of current account deficit. It has also been
observed that there is a healthy correlation between oil prices and NRI deposits
(correlation coefficient at 0.65) and any spurt in oil prices pushes up the flows of such
deposits. These deposits offer an aftractive return on dollar deposits as compared to
that in foreign nations while allowing a repatriation of its proceeds. A substantial part of
these deposits also accrues from the diaspora in the OPEC nations where disposable
incomes also rise during a cyclical upturn in oil prices. Acuité’s analysis further reveals
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that there is a strong correlation between net remittances and NRI deposits flows, both
showing good momentum during a phase of higher oil prices and pressures on the
rupee. This to an extent, acts as a natural hedge against any sharp erosion in the value
of the rupee during periods of high volatility in global financial markets.

The government and RBI have taken measures in the past to attract a higher quantum
of NRI deposits. However, any sharp upsurge in such deposits over a short period may
not be necessarily favourable over the longer term as these deposits are repatriable
and can therefore lead to sudden currency outflows in future periods. While regular NRI
deposit flows support to maintain a healthy capital account balance, these flows are
not a solution to the fundamental weaknesses in India’s current account.

Table 2: Key Data- Balance of Payments

Change in
ushD Net NR.' Net Trade Current Capital | Forex
o Deposit . Account

Billion Remiffances | Balance Account | Reserves

Flows Balance (+)/(-)
FY14 38.41 65.48 -147.61 -32.30 47.80 15.51
FY15 14.06 66.26 -144.94 -26.86 88.26 61.41
FY16 16.06 63.14 -130.08 -22.51 40.05 17.91
FY17 -12.37 56.57 -112.44 -14.42 35.96 21.55
FY18 9.68 62.95 -160.04 -48.72 92.29 43.57
FY19 (P) 20.00 -200.00 -70.00 -30.00

Source: RBI, Acuité Research
Note: (P) is Acuité Projections

What can help at this stage is to adopt structural measures to limit the extent of current
account deficit which is expected to exceed 2.5% of India’s GDP in the current year.
India’s tfrade deficit has sharply risen to USD 160.0 billion in FY18 and is likely to rise further
in FY19 unless steps are taken to boost India’s exports. The country is expected to have
a healthy production of food grains and other agricultural crops in both the kharif and
the rabi seasons which presents opportunities to increase our agricultural exports
partficularly to nations such as China. India has a frade surplus in agriculture, but the
extent of that surplus has dwindled from USD 27.2 billion in FY14 to USD 13.4 billion in
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FY18. Given the trade wars between US and China, there is a significant potential to
increase the exports of agricultural products such as cotton, soyabean and corn to
China. The other measures to stem the trade deficit is to reduce the extent of
commodity imports such as coal to the extent possible through a step-up in investments
in coal mining and transportation infrastructure.

The Government of India has taken a few proactive steps in addressing these
objectives with initiatives such as exclusive agro export zones as well as related logistical
improvements. In the longer term, it is important to make the Indian economy resilient
to commodity volatility that contfinues to haunt the external sector. A higher value
addition in the export content along with de-dollarization of imports are necessary
milestones in that regard.
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About Acuité Ratings & Research Limited:

Acuité Ratings & Research Limited (Erstwhile SMERA Ratings Limited) is a full-service Credit Rating
Agency registered with the Securities and Exchange Board of India (SEBI). The company
received RBI Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan
Ratings under BASEL-Il norms in the year 2012. Since then, it has assigned more than 6000 credit
ratings to various securities, debt instruments and bank facilities of entities spread across the
country and across a wide cross section of industries. It has its Registered and Head Office in
Mumbai.
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Disclaimer: This analysis report is sent to you for the sole purpose of dissemination through your newspaper /
magazine / media / website / agency. The report may be used by you in full or in part without changing
the meaning or context thereof but with due credit to Acuité. However, only Acuité has the sole right of
distribution of its report through any media. Acuité has taken due care and caution for writing this report.
Information has been obtained by Acuité from sources which it considers reliable. However, Acuité does
not guarantee the accuracy, adequacy or completeness of information on which this report is based.
Acuité is not responsible for any errors or omissions or for the results obtained from the use of this report.
Acuité has no liability whatsoever to the users / distributors of this report.
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