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Trade deficit widens in August on weaker exports and higher gold imports

India’s merchandise trade balance widened to US$6.8bn in August from US$4.8bn in July 2020—in line with
market expectations—led by a meaningful jump in gold imports and an unexpectedly steeper contraction in
exports. The import bill rose on a sequential basis, falling 26% YoY, buoyed by gold imports, excluding which
imports actually dropped 33% YoY. While a part of this drop was led by a huge decline in oil imports, non-oil non-
gold imports barely recovered, recording a contraction of 29.6% YoY, reflecting persistence of a weak demand
environment. India’s export bill also declined by a sequentially higher 12.7% YoY led by a steep contraction in
exports of petroleum products, gems & jewellery, ready-made textiles and electronic goods, partly offset by
robust growth in pharmaceutical and agricultural exports.

Tight liquidity conditions, coupled with supply disruptions, continue to weigh on trade despite a gradual
improvement in global demand. Nevertheless, exports should do better than imports as continued steepening of
COVID-19 curve back home is expected to weigh on domestic consumption demand, with lockdown-induced job
losses and decline in disposable incomes adding to the woes. This is likely to result in a significant contraction in
trade deficit in FY21 (-72% YoY in 56MFY21), thereby translating into a current account surplus of ~0.5% of GDP—
the first surplus in 17 years. Along with a surge in foreign exchange reserves to all-time high levels (US$542bn as
on September 4th, +US$85bn YTD), the comfort on CAD hodes well for the INR (+2.7% YTD).

e Pace of recovery in exports moderates: After improving over the previous three
months, exports declined by a steep 12.7% YoY in August (-4% MoM). This was Exports faltered in August,

primarily led by a huge contraction in exports of petroleum products, gems & declining by a sequentially
jewellery, ready-made textiles and electronic goods, partly offset by strong growth steeper 12.7% YoY in
in exports of essential goods for yet another month, viz. agricultural commodities August.

(rice), ores and pharmaceuticals. Tight liquidity conditions owing to delayed GST
refunds, coupled with supply disruptions in the wake of sporadic lockdowns
implemented by states, are weighing on exports. Excluding, petroleum products
and gems & jewellery, pace of contraction in exports was much lower at 3.2% YoY.
On a cumulative basis, exports fell by 26.6% YoY in FY21TD.

e Gold imports surge but rest of the basket records a significant drop: India’s
import bill declined by 26% YoY in August, following an upwardly revised 29.6% Gold imports surged by
YoY fall in July, translating into FYTD drop of 43.4%. The sequential improvement 171% YoY excluding which
was primarily led by a huge surge in gold shipments—the highest in last 15 months, imports feil by 33% YoY. A
implying a jump of 171% YoY. Excluding gold, India’s import bill shrank by 33% :ﬁ:ﬁfﬁif—;ﬁg ?nr;)polrr;s
YoY in August, higher than 31.1% drop in the previous month. While a part of this .

T . . shows persistence of weak
was led by a huge decline in oil imports (-41.6% YoY), non-oil non-gold imports demand conditions.
also barely recovered, recording a contraction of 29.6% YoY, reflecting persistence
of weak consumption (electronic goods: -11.7% YoY) and investment demand (iron Trade balance expanded to
& steel, transport equipment and project goods and machine tools: down from 36 US$6.8bn in August.
to 62% YoY). A steeper fall in exports and a sharp surge in gold imports led to trade
deficit widening to US$6.8bn in August from US$4.8bn in the previous month.

e Expect current account surplus in FY21: Despite a sequentially steeper drop in

August, exports should to do better than imports as continued steepening of A significant deterioration
COVID-19 curve back home is expected to weigh on domestic consumption as well in trade deficit is likely to
as investment demand, with lockdown-induced job losses and decline in translate mtoacurreni
disposable incomes adding to the woes. This is likely to result in a significant chclf?nn;i;Tfis zfd%ffcf; Z;
contraction in trade deficit in FY21 (-72% YoY in 5MFY21), thereby translating into

, : . 0.9% of GDP in FY20.
acurrent account surplus of ~0.5% of GDP—the first surplus in 17 years. This, along
with a surge in foreign exchange reserves to all-time high levels (US$542bn as on
September 4™, +US$85bn YTD), bodes well for the INR (+2.7% YTD).
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Figure 1: India monthly trade balance for August 2020

Exports Imports
Total (0) Non- God
US$ bn (US$ bn) %YoY imports %YoY imports Import
(US$ bn) (US$ bn) (US$ bn)
Aug-20 22.7 -12.7 29.5 -26.0 6.4 -41.6 23.1 -20.1 3.7 171.3 -6.8
Jul-20 23.6 -9.9 28.5 -29.6 6.5 -33.0 21.9 -28.5 1.8 4.2 -4.8
Aug-19 26.0 -6.5 39.8 -12.9 11.0 -7.9 28.9 -14.6 1.4 -62.5 -13.9
FY21TD 97.7 -26.6 119.1 -43.4 26.1 -53.5 93.1 -39.7 6.2 -57.5 -21.4
Source: Ministry of Commerce, CMIE Economic Outlook, NSE
Figure 2: India monthly trade balance trend
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Figure 3: Non-oil, non-gold imports trend Figure 4: Oil imports trend
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Figure 5: Oil imports vs. Brent crude oil prices trend
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Figure 6: Current account balance expected to turn surplus in FY21
A significant contraction in trade deficit in FY21 is expected to translate into a current account surplus of 0.5% of GDP
in FY21—the first surplus in 17 years, vs. a deficit of 0.9% of GDP in FY20.
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Figure 7: India’s foreign exchange reserves and import cover

A significant accretion to forex reserves over the years, and particularly this year (+US$ 85bn in 2020 till date), has
resulted in a significant improvement in import cover, further supported by moderation in domestic demand. After falling
to eight months in 2014, India’s import cover has improved sharply to nearly 17 months now, thereby significantly
reducing India’s external vulnerability.
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Source: CMIE Economic Outlook, NSE. Import cover is calculated as the ratio of forex reserves at the end of the period to average monthly imports over the last 12 months

4
I

Confidential



O NSE Macro Review

September 16, 2020 | Vol. 2, Issue. 32

Economic Policy & Research

Tirthankar Patnaik, PhD tpatnaik@nse.co.in +91-22-26598149

Prerna Singhvi, CFA psinghvi@nse.co.in +91-22-26598316

Runu Bhakta, PhD rbhakta@nse.co.in +91-22-26598163

Ashiana Salian asalian@nse.co.in +91-22-26598163
Disclaimer

This report is intended solely for information purposes. This report is under no circumstances intended to be used or
considered as financial or investment advice, a recommendation or an offer to sell, or a solicitation of any offer to buy
any securities or other form of financial asset. The Report has been prepared on best effort basis, relying upon
information obtained from various sources, but we do not guarantee the completeness, accuracy, timeliness or
projections of future conditions provided herein from the use of the said information. In no event, NSE, or any of its
officers, directors, employees, affiliates or other agents are responsible for any loss or damage arising out of this report.
All investments are subject to risk, which should be considered prior to making any investment decisions. Consult your
personal investment advisers before making an investment decision.
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