Merchandise trade deficit reached a record high in October; services surplus rose

Key takeaways: India’s merchandise trade deficit reached a record high at USD 31.5 billion in
October from USD 19.4 billion in September. The deterioration was due to a surge in imports that
had remained in contraction for eight consecutive months. Imports of gems and jewellery, and
electronic products surged ahead of the festive season, while relatively higher prices of crude oll
during the month kept the oil import bill high. However, excluding gems and jewellery, and oil,

core exports grew at a faster pace than core imports. Services trade surplus improved, with both
exports and imports rebounding after declining in September. Certain data indicators suggest an
increase in trade flows in November but the outlook remains clouded by an expected slowdown in
global growth, as the impact of monetary tightening works its way across economies. While this
could weigh on demand for exports, moderation in domestic growth in H2-FY24 could keep a lid
on imports, thereby lowering the drag from external sector on the economy’s overall growth.

Summary

e India’s merchandise trade balance widened to an all-time
high of USD 31.5 billion in October from USD 19.4 billion in
September. The deterioration was due to a surge in imports
that had remained in contraction for eight months. Core
trade balance (excluding petroleum, gems and jewellery) widened
to USD 12.3 billion from USD 8.8 billion in September.

e Petroleum imports were supported by high prices during the
month. Gems and jewellery imports; including gold, silver, and
pearls, precious and semi-precious stones; were buoyant ahead
of the festive season. Core imports rose but at a slower pace.

e Exports increased after declining in September. Both petroleum
and gems and jewellery exports remained in contraction, but core
exports grew at a robust pace, higher than growth in core imports.

Figure 1: Merchandise trade deficit deteriorated in October

%YY Trade balance (right) USD bn
Exports
20 === Core exports (excl. oil, gems and jewellery) 20
N Imports
10 \ = = = Core imports (excl. oil, gems and jewellery) 10
0 0
'10 \ '10
-20 -20
-30 -30
-40 -40
Oct-2022 Jan-2023 Apr-2023 Jul-2023 Oct-2023

Source: Ministry of Commerce and Industry



—
@=E)

||| TRUST

=

Figure 2: Core trade deficit (excl. petroleum, and gems and jewellery) also widened in October
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Exports grew in October after declining in September

Figure 3: Contribution to %YY export growth
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Overall exports grew 6.2%YY in October after declining 2.8% in
September. Exports of petroleum, and gems and jewellery
remained in contraction, while excluding these items, core exports
registered double-digit growth at 11.7%.

On a sequential basis (percent, month-on-month) though, overall
exports declined for the second straight month.

Of the 30 major categories of exports, 22 registered growth in
October compared to the previous year, up from 12 in September.
In terms of contribution relative to the corresponding month a
year ago, drugs and pharmaceuticals contributed the most
to export growth followed by
engineering and electronic
goods. Gems and jewellery, and
petroleum products were among
major laggards that dragged down
export growth.

e Exports of rice have been
declining since August due to
policy measures to rein in prices
and ensure adequate domestic
supply. The government had banned
exports of non-basmati white rice in
July and imposed 20% export duty on
parboiled rice in August.

e During April-October 2023, overall
exports fell 7.0%YY compared to the
12.5% growth during the
corresponding period a year back.
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Figure 4: Contribution to %YY import growth Imports increased after declining for eight
consecutive months
e Imports grew 12.3%YY in October, with oil

Transport equipment

Fertilisers imports up 8.1%. Imports of gems and jewellery
Vegetable Oil (including gold; silver; and pearls, precious and
Pearls, precious & semi-precious stones) surged 62.8%YY due to
Semi-precious stones demand ahead of the festive season. Core
Cotton Raw & Waste imports increased 5.0% after declining 12.3% in
Machinery September. _ _
_ e Overall imports increased 20.9% month-
Silver on-month, with oil, gold and core imports, all
Petroleum, crude & products growing in double-digits.

e Of the 30 major categories of imports, 20
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ectronic goods registered growth in October compared to the

Gold previous year, up from ten in September. In
32101234567 terms of contribution relative to the
percentage points corresponding month a year ago, gold

imports topped the list, followed by

electronic goods and petroleum. Transport
equipment, fertilizers, and vegetable oil were among major
categories that dragged down overall import growth.

e Imports of investment-related goods such as machinery
and machine tools grew at a strong pace in October,
reflecting continued momentum in domestic investment
activity.

e Based on the latest economy-wise data, oil imports from
Russia remained strong during April-September.

e During April-October 2023, overall imports fell 8.9%YY compared

to the 31.2% growth during the corresponding period a year back.

Source: Ministry of Commerce and Industry

Figure 5: Oil imports from Russia remained strong during Apr-Sep
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Trade balance narrowed on a cumulative basis; remained the
largest against China

e During April-October 2023, merchandise trade deficit narrowed to
USD 147.1 billion from USD 167.1 billion during the corresponding
period a year ago. Both exports and imports continued to decline
on a year-on-year basis during this period, compared to the
double-digit growth during April-October 2022.

o Core trade deficit was also lower at USD 68.1 billion during April-
October 2023 versus USD 77.8 billion during the corresponding
period a year ago.

¢ Merchandise trade deficit remained the steepest in case
of petroleum products; electronic goods; and coal, coke
and briquettes. Based on the latest data for April-
September, trade deficit was the widest against China for
electronic goods, machinery, and chemicals.

Figure 6: Trade deficit remained the steepest against China
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Services trade surplus improved in October

e Both exports and imports of services increased in October
after declining in September, with the growth in exports
exceeding the rise in imports. Exports rose 13.2%YY versus a drop
of 2.7% in September. Imports grew 5.9% following a decline of
10.3%. Services trade surplus improved to USD 14.4 billion
from USD 13.8 billion in September.

e On a sequential basis, exports rose 1.0% month-on-month in
October, reversing an equivalent decline in the previous month.
Imports remained in contraction for the second straight month.
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Figure 7: Services trade surplus improved in October
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Outlook

e Monthly estimates from the Keil trade indicator suggest an
improvement in India’s trade flows for the month of November.
However, outlook remains clouded by the expected slowdown in
global growth in 2024 as the impact of monetary policy tightening
finds its way across economies. While this could impact the
demand for exports, there are a few tailwinds that could soften
the impact on the external sector.

e World Bank, in its latest commodities outlook, expects commodity
prices to decline slightly over the next two years in its baseline
forecast, despite the uptick in geopolitical tensions.

e The moderation in domestic growth expected in H2-FY24 is likely
to keep a lid on demand for imports.

e The surplus in services trade is expected to provide some cushion
to the overall current account balance despite the steep deficit in
merchandise trade.

For queries related to the report, please contact:
Bhavna Tejwani

bhavna.tejwani@trustgroup.in
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DISCLAIMER:

We are committed to providing completely independent views to help our clients reach a better decision. This document is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.
Nothing in this document should be construed as investment or financial advice, and nothing in this document should be
construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to in this document. The
intent of this document is not in recommendary nature. The recipient of this document should make such investigations as it
deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such
an investment. The investment discussed or views expressed may not be suitable for all investors. Trust Group has not
independently verified all the information given in this document. Accordingly, no representation or warranty, express or
implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The
Company reserves the right to make modifications and alternations to this statement as may be required from time to time
without any prior approval. Trust Group, its affiliates, their directors and the employees may from time to time, effect or have
effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They
may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from,
any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other.
The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information, which is already available in publicly accessible media or developed through analysis of Trust Group. The views
expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein. Neither the Firm,
not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental,
special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. This document is being supplied to you solely for your information and may not be reproduced, redistributed or
passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose.

Copyright in this document vests exclusively with Trust Group.
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