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2Q CAD up QoQ but down YoY; financial flows still a risk

India’s 2Q current account deficit widened seasonally to 1.3% of GDP - with increased December 01,2025
imports of valuables, electronics, and fertilisers - but was lower than 1.8% in 2QFY25. Balance of payments
Invisibles saw rapid growth (+11% YoY) which was also broad-based (remittances, Quarterly Update

software, and others grew, offsetting primary income outflows). The concern remains
financial outflows, spurred by lower global savings: a USD 26bn YoY swing in portfolio
flows (outflows of 6bn vs. 20bn inflows in 2QFY25) meant FX reserves fell USD 11 bn. A
rebound in nominal growth should help portfolio flows and a weak REER level is likely to
damp depreciation ahead. The only risk remains speculative investments in gold.

Exhibit 1 - 2Q current A/c weakened QoQ but improved YoY; fin account low
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2Q CAD rises seasonally to 1.3% of GDP, below 1.8% of 2QFY25 (Fig 2)

India 2Q CAD was higher QoQ at 1.3% of GDP, rising from the 0.3% of 1Q (Fig 3) - driven by
widening of the merchandise deficit (seasonal, with higher gold, silver and fertiliser imports,
and consumption-driven electronics imports), partly offset by increased software services
exports and worker remittances (also seasonal). The current account deficit of USD 12.3 bn
included interest paid to RBI of USD 7.9 bn. That reserves still fell 10.9 bn, with forward
shorts lower only by around 1 bn, was because of continued financial outflows. FDI was net
positive but weak, and FPI outflows continued.

Growth in services exports remains robust, offsetting primary income outflows
Net Invisibles grew 11% YoY despite a 27% YoY increase in outflows of primary income (e.g.,
interest on foreign debt, dividends on equity). Software services exports were up 11% YoY, Neelkanth Mishra

and remittances 12% YoY, belying the concerns on visa issues. Net services exports ex- Neelkanth.Mishra@axisbank.com
software grew a remarkable 32% YoY. We note that services like tourism and trade-related
services were weak, implying that ‘modern services’ continued to grow rapidly. Rolling 4Q Tanay Dalal

net invisibles now total US$282bn, and are still growing, providing some comfort on CAD. Tanay.Dalal@axisbank.com

Prateek Ancha

Mild, not wild depreciation ahead for the INR .
Ancha.Prateek@axisbank.com

Going by the IMFs ARA model and crawl-like arrangement classification, India reserves are
low (Fig 7). However, recovery in nominal growth (Fig 8) and rapid REER depreciation (Fig 9)

Pulkit Kapoor
will likely attract flows - used to close shorts, but limiting the pace of weakening near-term. P

Pulkit1.Kapoor@axisbank.com
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Exhibit 2 - Services drives lower CAD over 1QFY25 Exhibit 3 - QoQ shift on merchandise, services
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Exhibit 4 - Core BOP in deficit since FY23, relationship Exhibit 5 - Relationship between FPI flows and EBITDA
with US rates might have broken might also have broken
6% 1 r-1 40% - sS4
o —— 1y forward EBITDA% —FPIl
5% A &
- 0 30%
4% A
3% 1 -1 20%
0, -
2% -2 10%
1% A
0% : : : 3 0%
-109 -
1% -4 -10%
-2% -
3; Core BOP 4qa L 5 _20%
o ——US 2y OIS RHS inverted
-4% - -6 -30% - (3
Sep-11  Mar-15  Sep-18  Mar-22  Sep-25 | Nov-10 Nov-13 Nov-16 Nov-19 Nov-22 Nov-25
Source: RBI, Bloomberg, Axis Bank Research Source: Bloomberg, Axis Bank Research
Exhibit 6 - Gross savings as %GDP on a global basis - Exhibit 7 - Going by the ARA metric and INR
sharp drawdown since 2023 might also be at play classification, effective reserves now low
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Exhibit 8 - Nominal growth likely to recover ahead Exhibit 9 - REER plunged from record high to a 2018
low in 12 months
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Disclaimer: The report and information contained herein is of confidential nature and meant only for the selected recipient and should
not be altered in any way, transmitted to, copied, or distributed, in any manner and form, to any other person or to the media or
reproduced in any form, without prior written approval of Axis Bank. The material in this document/report is based on facts, figures
and information that are obtained from publicly available media or other sources believed to be reliable and hence considered true,
correct, reliable and accurate but Axis Bank does not guarantee or represent (expressly or impliedly) that the same are true, correct,
reliable and accurate, not misleading or as to its genuineness, fitness for the purpose intended and it should not be relied upon as such.
The opinion expressed (including estimates, facts, figures and forecasts) is given as of the date of this document is subject to change
without providing any prior notice of intimation. Axis Bank shall have the rights to make any kind of changes and alterations to this
report/ information as may be required from time to time. However, Axis Bank is under no compulsion to maintain or keep the
data/information updated. This report/document does not mean an offer or solicitation for dealing (purchase or sale) of any financial
instrument or as an official confirmation of any transaction. Axis Bank or any of its affiliates/ group companies shall not be answerable
or responsible in any way for any kind of loss or damage that may arise to any person due to any kind of error in the information
contained in this document or otherwise. This document is provided for assistance only and should not be construed as the sole
document to be relied upon for taking any kind of investment decision. The recipient is himself/herself fully responsible for the risks of
any use made of this information. Each recipient of this document should make his/her own research, analysis and investigation as
he/she deems fit and reliable to come at an independent evaluation of an investment in the securities of companies mentioned in this
document (including the merits, demerits and risks involved), and should further take opinion of own consultants, advisors to determine
the advantages and risks of such investment. The investment discussed or views expressed herein may not suit the requirements for all
investors. Axis Bank and its group companies, affiliates, directors, and employees may: (a) from time to time, have long or short
positions in, and deal (buy and/or sell the securities) thereof, of company (ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn commission/brokerage or other compensation or act as advisor or lender/borrower to
such company (ies) or have other potential conflict of interest with respect to any recommendation and related information and
opinions. The applicable Statutory Rules and Regulations may not allow the distribution of this document in certain jurisdictions, and
persons who are in possession of this document, should inform themselves about and follow, any such restrictions. This report is not
meant, 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 not be in conformation to the law,
regulation or which would require Axis Bank and affiliates/ group companies to obtain any registration or licensing requirements within
such jurisdiction. Neither Axis Bank nor any of its affiliates, group companies, directors, employees, agents or representatives shall be
held responsible, liable for any kind of consequential damages whether direct, indirect, special or consequential including but not
limited to lost revenue, lost profits, notional losses that may arise from or in connection with the use of the information. Prospective
investors and others are cautioned and should be alert that any forward-looking statements are not predictions and may be subject to
change without providing any notice. Past performance should not be considered as a reference to future performance. The disclosures
of interest statements if any included in this document are provided only to enhance the transparency and should not be construed as
confirmation of the views expressed in the report. The views expressed in this report reflect the personal views of the author of the
report and do not reflect the views of Axis Bank or any of its associate and group companies about the subject company or companies
and its or their securities.

Disclaimer for Singapore clients: This document is published by Axis Bank Limited, India (“Axis Bank”) and is distributed in Singapore
by Axis Bank. This document is not a research analysis or report concerning any investment product. This document does not provide
or purports to provide individually tailored investment advice, commentary or opinion. The contents in this document have been
prepared and are intended for general distribution strictly to accredited investor, expert investor or institutional investor. A recipient
of this document shall not provide or circulate this document to any other person. The contents in this document do not take into
account the specific investment objectives, financial situation, or particular needs of any particular person. The instruments and
product types mentioned in this document may not be suitable for all investors. You should independently evaluate particular
investments or product types and seek independent advice from a financial adviser regarding the suitability of such instruments or
product types, taking into account your specific investment objectives, financial situation and particular needs, before making a
commitment on any instruments or product types. This is because the appropriateness of a particular instrument or product type will
depend on your individual circumstances and investment objectives, financial situation and particular needs. The instruments and
product types mentioned in this document may not be suitable for all investors, and certain investors may not be eligible to purchase
or participate in some or all of them.

Disclaimer for DIFC clients: Axis Bank Limited (DIFC branch) is duly licensed and regulated in the Dubai International Financial Centre
by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients (as defined in the
Rule 2.3 of the Conduct of Business Module of the DFSA Rulebook) who satisfy the regulatory criteria set out in the DFSA Rules, and
should not be relied upon, acted upon or distributed to any other person(s) other than the intended recipients
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