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FDI: easy come, easy go

India’s FDI investment has flattered to deceive in recent years, as strong
inflows have been offset by equally strong outflows. PE/VC firms have
continued with their sizeable exits through secondary markets, even as
market conditions have limited exits from primary markets. Despite a steady
change in the texture of FDI from services to manufacturing, PE-driven
services investments dominate FDI, whose duration of investment may not
be as long-term in nature.

Strong FDI inflows on a gross basis offset by stronger outflows

India continues to witness strong FDI inflows on a gross basis but unimpressive
on a net basis (see Exhibit 1). Outflows have been strong in recent years, with
gross FDI outflows for overseas entities at US$14 bn in THFY23 versus USS$29
bn in FY2022 and US$18 bn in FY2021 (see Exhibit 2).

Repatriation of capital by PE/VC funds has been strong in recent years

PE and VC investors had steadily scaled up their investments in services
sectors in India over FY2014-22 (see Exhibit 3). A number of these investments
saw sharp mark-up of their valuations in the private funding rounds, which
culminated with their listing and partial exit to the investors (see Exhibit 4).
While IPOs have slowed in the past 18 months, velocity of exit has remained
elevated in secondary markets in recent months, based on our analysis of
shareholding data and bulk transactions (see Exhibit 5). PE investors still have
a large holding in listed equities, which they may exit in coming months (see
Exhibit 6). In our view, weak market conditions coupled with large derating in
some of these companies may have limited the extent of such exits.

Changing composition of FDI inflows in India

The composition of FDI inflows seems to be shifting from services to
manufacturing in recent years (see Exhibit 7). We expect steady ramp-up of
investments in manufacturing driven by (1) diversification of global supply
chains, (2) improving manufacturing competitiveness of India versus China and
(3) large opportunities in India’s energy transition. Meanwhile, the pace of PE
investments has reduced in the past year, while there has been a steady shift in
investments from retailing to fin-tech and ed-tech over FY2019-23 (see Exhibit
8). We suspect a number of investors may be looking for exits from some of
these investments, if they could find their desired valuation in public markets.

Gold imports only moderately lower than net FDI inflows

India’s net imports (adjusted for exports) of gold and precious stones at
US$246 bn over FY2013-22 are only moderately lower than net FDI inflows at
US$330 bn and well ahead of FPI inflows (including debt and equity) at US$116
bn over the same period (see Exhibit 9). Indian households have continued to
prefer gold and precious stones versus equity as an asset class despite the
recent increase in domestic retail investment into equities.
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Macro Table

2023E 2024E 2025E
Nifty estimates
Earnings growth (%) 10.5 147 159
Nifty EPS (Rs) 807 924 1,075
Nifty P/E (X) 216 18.8 16.2
Macro data
Real GDP (%) 6.8 56 6.3
Avg CP!I inflation (%) 6.7 5.5 4.5

Source: CEIC, Companies, Kotak Institutional Equities estimates
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Quick Numbers

Gross FDI inflows at US$256 bn and net FDI inflows at
US$124 bn over 2HFY20-THFY23 (12 quarters)

US$14.3 bn of OFS (in IPOs) by PE/VC investors in
FY2022-1HFY23

India’s net imports of gold and precious stones at
US$246 bn moderately lower than net FDI inflows at
US$330 bn and well ahead of net FPI inflows of
US$116 bn over FY2013-22
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Net FDI inflows have been broadly stable, despite steady increase in gross inflows

I Exhibit 1: Gross and net FDI inflows, March fiscal year-ends, 2012-23 (US$ bn)
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Source: CEIC, Kotak Institutional Equities

Sharp increase in FDI outflow for overseas entities from India over FY2022-23

l Exhibit 2: Trend in FDI flows, March fiscal year-ends, 2013-23 (US$ bn)

2013 2014 2015 2016 2017 2018 2019 2020 2021

2022 1HFY23
Gross FDI inflow into India for overseas entities 34.3 36.0 45.1 55.6 60.2 61.0 62.0 74.4 74.4 84.8 39.3
|Gross FDI outflow out of India for overseas entities (7.3) (5.3) (9.9) (10.7) (18.0) (21.5) (187) (18.4) (18.4) (28.6) (14,0)|
Net FDI inflow for overseas entities (a) 27.0 30.8 35.3 449 42.2 39.4 43.3 56.0 56.0 56.2 25.3
Gross FDI inflow into India for Indian entities 55 7.5 6.6 4.3 10.6 3.5 2.8 3.4 3.4 3.4 1.8
Gross FDI outflow from India for Indian entities (12.6) (16.7) (10.7) (132 (17.2) (12.6) (154) (16.4) (16.4) (21.0) (7.0)
Net FDI inflow for Indian entities (b) (71) (920 (40) (89) (6.6) (9.1) (12.6) (13.0) (13.0) (17.6) (5.3)
Net FDI inflow/(outflow) (a) + (b) 19.8 21.6 31.3 36.0 35.6 30.3 30.7 43.0 43.0 38.6 20.0
Source: RBI, CEIC, Kotak Institutional Equities
Steady scale up of PE/VC investments over FY2014-22
I Exhibit 3: PE/VC investments in services, March fiscal year-ends, 2012-23 (US$ bn)
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(a) Funds raised do not include direct investments by foreign companies such as Amazon and Uber into India.

Source: Venture Intelligence, Kotak Institutional Equities
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PE/VC investors have used OFS in IPOs to pare their stakes in recent years

I Exhibit 4: Value of fresh capital raised and offer for sale (OFS) in IPOs in India, March fiscal year-ends,

2001-23 (US$ bn)
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Source: Prime database, Kotak Institutional Equities
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Velocity of exit has remained high in 2HFY23

I Exhibit 5: Large disclosed deals of major FDI exits from an Indian company, March fiscal year-end, 2023

(USS$ mn)

Company

SBI Cards and Payment Services

Blink Commerce

Zomato

Macrotech Developers
Crompton Greaves Consumer
Max Healthcare

HDFC AMC

Sona Comstar

CAMS

Devyani

Bharti Airtel

Interglobe Aviation

HDFC Life

PVR

Bharti Airtel

Embassy REIT

Zee Entertainment
Motherson Sumi (SAMIL)
Axis Bank

One 97 Communications
FSN E-Commerce Ventures
Delhivery

Zomato

PB Fintech

KIMS

Rainbow

Sapphire

FSN E-Commerce Ventures
GMM Pfaudler

One 97 Communications
Shriram Finance
Motherson Sumi (SAMIL)
One 97 Communications
Coforge

Interglobe Aviation
Delhivery

Delhivery

Shriram Finance
Homefirst Finance

Sona Comstar

Total

Date
Apr-22
Jun-22
Aug-22
Aug-22
Aug-22
Aug-22
Aug-22
Aug-22
Aug-22
Aug-22
Sep-22
Sep-22
Sep-22
Sep-22
Sep-22
Sep-22
Oct-22
Oct-22
Nov-22
Nov-22
Nov-22
Nov-22
Dec-22
Dec-22
Dec-22
Dec-22
Dec-22
Dec-22
Dec-22
Jan-23
Jan-23
Jan-23
Feb-23
Feb-23
Feb-23
Feb-23
Mar-23
Mar-23
Mar-23
Mar-23

Seller

Carlyle

Softbank, Tiger global
Uber B.V.

CDPQ

Temasek

KKR

Standard Life
Blackstone
Warburg
Temasek

Singtel

Gangwal family
Standard Life
Warburg, Multiples
Singtel
Blackstone
Invesco

Sojitz Corporation
Bain Capital
Softbank
Lighthouse, TPG
Carlyle

Alipay

Soft Bank
General Atlantic
CDC

Goldman, Sapphire Mauritius
Kravis

Pfaudler Inc
Alibaba

Apax

Sojitz Corporation
Alibaba

BPEA

Gangwal family
Tiger Global

Soft Bank

Apax

Bessemer
Blackstone

Source: Venture Intelligence, Prime database, Companies, Media articles, Kotak Institutional Equities

Deal size
(USS mn)
296
568
385
92
94
1,153
289
509
54
61
825
252
324
112
908
326
170
100
410
201
277
75
200
128
26
132
114
76
139
126
127
95
167
295
356
50
115
162
57
617
10,462
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PE/VC firms hold around US$7 bn in listed internet companies

I Exhibit 6: Value of stakes of PE/VC firms in major listed internet companies, March 2023 (USS bn)
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Source: Companies, NSE, Kotak Institutional Equities

Communications

FDI in India shifting from communication, financial and retail services towards computer services and

manufacturing

I Exhibit 7: FDI inflows into India by sector, March fiscal year-ends, 2018-22 (US$ bn) (sorted on FY2022)

Manufacturing
Computer services
Communication services
Retail & wholesale trade
Financial services
Education

Transport

Construction

Business services
Electricity and other energy
Miscellaneous services
Hotels and restaurants
Mining

Real estate activities
Trading

Others

Total

Source: RBI, Kotak Institutional Equities

2018' 2019
9 9.6
3.4 3.7
9.1 6.5
4.6 4.9
4.6 7.2
0.4 0.9
2.5 1.2
2.8 2.3
3.3 2.8
2.8 2.6
0.9 1.4
0.5 0.8
0.1 0.3
0.5 0.2
0 0
0.3 0.1
44.8 44.5

Share (%)

2020 2021 2022 2019
9.6 9.8 16.3 22
5.1 23.8 9 8
7.8 2.9 6.4 15
5.1 3.9 5.1 11
5.7 3.5 4.7 16
0.8 1.3 3.6 2
2.4 7.9 3.3 3

2 1.8 3.2 5
3.8 1.8 2.5 6
2.8 1.3 2.2 6
1.1 0.9 1 3
2.7 0.3 0.7 2
0.3 0.2 0.4 1
0.6 0.4 0.1 0

0 0 0 -
0.2 0.2 0.4 0
50 59.5 58.9 100

2022
28
15
11

8.7
8.0
6.1
5.6
5.4
4.2
3.7
1.7
1.2
0.7
0.2
0.7
100

India Research



KOTAK INSTITUTIONAL EQUITIES 6

Steady shift in the composition of PE investments
I Exhibit 8: PE/VC funds raised by various sectors, March fiscal year-ends, 2015-23 (US$ bn)

2015 2016 2017 2018 2019 2020 2021 2022| 9MFY23
E-tailers 32 2.8 1.8 4.1 1.3 0.6 0.7 0.2 0.3
Cab aggregators 0.3 0.7 0.3 0.5 0.5 0.4 - 0.3 0.1
Hyperlocal (grocer 0.2 0.6 0.0 0.7 1.8 0.8 1.0 2.6 0.1
Logistics 0.1 0.3 0.3 0.2 0.1 0.2 0.5 0.7 0.3
Travel 0.1 0.1 0.1 0.1 0.0 0.7 0.0 0.2 -
Fin-tech 0.2 0.4 0.0 0.4 0.6 0.7 0.7 6.7 1.8
Classifieds 0.3 0.3 0.0 0.0 0.1 0.3 0.2 1.5 0.2
Ed-tech = 0.1 0.1 0.1 0.6 0.9 1.1 3.8 1.1
Other 0.2 0.5 0.4 0.4 1.2 1.0 1.2 2.4 1.1
Total 4.5 5.8 3.0 6.4 6.1 5.6 5.4 18.4 5.0
Notes:

(a) Classifiedsl/listings include restaurants and doctors classifieds.
(b) Funds raised do not include direct investments by foreign companies such as Amazon and Uber into India.

Source: Venture Intelligence, Kotak Institutional Equities

India's net imports of gold and precious stones have been consistently higher than FPI flows

I Exhibit 9: Net imports of gold and precious stones versus FPI flows, March fiscal year-ends, 2011-22 (US$
bn)

- Net imports of gold and precious stones FPI (debt+ equity)
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Source: Ministry of Commerce, RBI, Kotak Institutional Equities
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Sanjeev Prasad, Anindya Bhowmik, Sunita Baldawa.”

Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

|:| Percentage of companies covered by Kotak Institutional
70% . L I
Equities, within the specified category.

60% -
|:| Percentage of companies within each category for which
50% - Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40% * The above categories are defined as follows: Buy = We
30.7% expect this stock to deliver more than 15% returns over
30% o 27.2% the next 12 months; Add = We expect this stock to deliver
22.8% 5-15% returns over the next 12 months; Reduce = We
19.3% expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% - v A are also on a 12-month horizon basis. These ratings are
e R 1.3% 22% used illustratively to comply with applicable regulations. As
of 31/12/2022 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 228 equity securities.

20% o

0%

Source: Kotak Institutional Equities

As of December 31, 2022

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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