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1Q BoP: Low CAD, better capital flows
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India’s 1Q CAD at 0.2% of GDP (the lowest 1Q deficit since 2017), reflected strong GCC services exports 
o�setting seasonal worsening of merchandise trade and lower tourist arrivals. Over the past few quarters, 
the challenge has been weak capital inflows. In 1Q, while the reserve increase (USD4.5bn) mostly 
matched the RBI’s interest income, strong underlying inflows allowed the RBI to extinguish nearly 
USD24bn of forward sales. The trends thus far in 2Q point to a weaker core balance of payments, the 
reason USDINR is above 88: higher goods deficit and FPI equity outflows. Going forward, though, a low 
CAD (services exports still strong) and attempts to weaken the USD should provide support. 

Exhibit 1: Cap + fin account reprieve, allowing forwards to mature
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1Q current account deficit at 0.2% of GDP the lowest 1Q since FY17 (ex-Covid)
India 1Q current account deficit (CAD) came in at USD 2.4 bn, or 0.2% of GDP – with a wide merchandise 
deficit o�set by a near-doubling of the surplus in business services (reflecting GCC exports, Fig 2). The 
CAD is the lowest for the June quarter since 1QFY17. QoQ the current account deteriorated due to 
seasonality: the merchandize deficit rises, and tourist arrivals and remittances drop: Mar-25 had seen a 
surplus (Fig 3-4). On a 4Q rolling basis, the CAD at 0.4% of GDP is comparable to FY17, a period of decent 
reserve accumulation. 

Net capital inflow positive for the first time since Sep-24, helped settle forwards
Net capital and financial account (ex FX reserves) at USD 7.7 bn saw its first surplus since 2QFY25, driven 
by a recovery in net FDI in Apr, better equity FPI flows, higher NRI deposits and trade finance. This o�set 
the impact of heavy maturity of RBI forward sales from last year. Adjusting for the maturity of RBI forwards 
and the volatile FPI flows, the true inflow was closer to USD 30 bn for 1Q (Fig 4). These were used to 
manage maturity of forwards of USD 24bn; the USD 4.5bn rise in FX reserves was mostly RBI’s interest 
receipts of 4.1 bn.

Core BOP has weakened again in 2Q so far, but potential for improvement
In 2Q so far core BOP trends have worsened again, with the merchandise trade deficit rising, and 
large outflows of FPI equity (USD 8bn of outflows thus far). Combined with a likely further drag on 
net FDI from VC/PE sales in IPOs being repatriated, this explains why the USDINR has crossed 88. 
Nevertheless, with a low current account deficit helped by still-growing services exports, and the 
US government trying to weaken the dollar, sustained weakness as seen in the USDINR is unlikely.
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Exhibit 2: Services drives lower CAD over 1QFY25 Exhibit 3: QoQ shift on merchandise, services

Exhibit 4: Seasonal patterns of merchandise & services Exhibit 5: Cap + fin account used to manage forwards

Exhibit 6: Is 4q rolling core BOP improving with US rate cut pricing?
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(USD bn) Q1 Q2 Q3 Q4 Q1
Current Account -8.6 -16.8 -11.3 13.5 -2.4 -23.3 6.3
% of GDP -0.9% -1.8% -1.1% 1.3% -0.2% -0.6% 0.7%

Merchandise Exports 111.2 104.5 109.8 116.3 113.1 441.8 1.9
Merchandise Imports 175.0 189.2 189.1 175.8 181.6 729.0 6.6
Net Invisibles 55.2 67.9 68.0 73.0 66.1 264.0 11.0

o/w, software 37.4 39.6 41.1 41.5 41.5 159.6 4.0
remittances 26.7 32.6 33.2 31.8 31.1 124.3 4.4

Income -13.3 -11.2 -18.8 -14.5 -14.8 -57.8 -1.6
Cap & Fin account  13.1 35.8 -26.6 -5.5 7.7 16.8 -5.4

FDI 6.2 -2.8 -2.8 0.4 5.7 1.0 -0.5
Portfolio Capital 0.9 19.9 -11.4 -5.9 1.6 3.6 0.7

Commercial Borrowings 1.6 5.0 4.4 7.5 3.7 18.5 2.0
Trade Credit 2.2 5.3 4.0 -4.4 0.7 7.2 -1.5

Currency & deposits 4.1 6.5 3.1 2.6 3.6 16.4 -0.5
Others -2.1 2.0 -24.0 -5.7 -7.7 -29.7 -5.5

Reserve Assets 5.2 18.6 -37.7 8.8 4.5 -5.0 -0.7

FY26FY25 Δ 1QFY26 -  
1QFY25

FY25
(USD bn) Inflow Outflow Net Inflow Outflow Net Inflow Outflow Net

Merchandise Trade Balance 116.3 175.8 -59.5 113.1 181.6 -68.5 -3.2 5.8 -9.0

Net Invisibles 148.6 75.7 73.0 143.6 77.5 66.1 -5.0 1.9 -6.8

Software 46.9 5.4 41.5 47.3 5.9 41.5 0.4 0.4 0.0

Remittances 33.9 2.1 31.8 33.2 2.1 31.1 -0.8 0.0 -0.7

Investment Income 7.8 22.3 -14.5 8.5 23.3 -14.8 0.7 1.1 -0.4

Current Account Balance 264.9 251.4 13.5 256.7 259.1 -2.4 -8.2 7.6 -15.8

As % of GDP

FDI 18.5 18.1 0.4 27.2 21.5 5.7 8.7 3.4 5.3

Portfolio capital 126.0 131.8 -5.9 146.3 144.7 1.6 20.4 12.9 7.5

Commercial Borrowings 15.8 8.3 7.5 10.7 7.1 3.7 -5.1 -1.2 -3.9

Trade Credit short term 13.6 18.0 -4.4 15.5 14.7 0.7 1.9 -3.2 5.1

Currency & deposits 26.3 23.7 2.6 23.8 20.2 3.6 -2.5 -3.5 1.0

Others 55.8 61.6 -5.7 65.6 73.2 -7.7 9.7 11.7 -1.9

Cap & Fin Account Balance 256.0 261.4 -5.5 289.1 281.4 7.7 33.1 20.0 13.1

Reserve Assets 0.0 -8.8 8.8 0.0 -4.5 4.5 0.0 4.3 -4.3

Q1FY26 Q1 FY26-Q4 FY25Q4FY25
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