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Starved of demand, trade
deficit slims further

CRISIL Economy First Cut | January 2020



Research CRISIL

An S&P Global Company

Overview

e Merchandise trade deficit! — the biggest contributor to India’s current account deficit (CAD) — has been narrowing
for the past few months. December exports dwindled further and imports fell sharper, in furtherance of this trend

e December marked the fifth straight month of declining exports, the fall steepening to 1.8% on-year compared
with 0.3% in November. Imports diminished for the seventh straight month on weak demand, by 8.8% in
December (12.7% in November). Trade deficit was $0.9 billion lower on-month, and $3.2 billion lower on-year,
at $12.2 billion

e Significantly, imports fell despite rising prices of key items — crude oil and gold. Further, non-oil non-gold imports
(i.e., core imports) have declined now for seven months straight. This clearly reflects the extent of weakness in
domestic demand.

e Exports have declined 2% on average in the first nine months of this fiscal, and imports, by 7.8%. Imports are
expected to remain subdued as domestic demand is expected to see only a mild pick up even as crude prices
remain in the safe zone. CRISIL Research expects crude to average $63-68 per barrel in fiscal 2020 compared
with $70.1 in fiscal 2019

e Based on these factors, we expect the CAD to narrow to 1.4% of GDP in fiscal 2020, compared with 2.1%
of GDP in fiscal 2019

Sharp decline in imports helps narrow trade deficit Core imports fall for seventh month in a row
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Exports taper for fifth successive month

e Exports decline in December was driven by petroleum products (-4.2% vs -13.1% previous month), gems and
jewellery (-8.2% vs -8.1%), and plastic products (-18.7% vs -15.3%)

e Engineering goods and chemicals, whose exports had briefly recovered in the past two months, slipped again in
the negative territory. Engineering exports declined 1.2% (6.3% growth in November), and organic and inorganic
chemicals declined 5.1% (2.5% growth)

e Deterioration was also seen in key exports of agriculture and allied products, such as rice (-5.4% vs 4.7%) and
meat, dairy and poultry products (-17.7% vs 8.3%)

1 All trade figures are in US $ terms
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e However, exports remained robust for electronic goods and pharmaceuticals, though growth rate moderated
relative to the previous month. Growth rates for the two segments were 30.4% vs 46.1%, and 13% vs 20.6%,

respectively

Core imports lead decline

e Core imports declined 12.2% on-year in December, similar to 12% decline previous month. Sharpest fall was
seen in industrial-related goods such as transport equipment (-30.1% vs -48.5% previous month), coal, coke and
briquettes (-22.4% vs -23.2%), and iron and steel (-21.5% vs -26.2%). Stress in gems and jewellery sector has
also reduced imports of precious and semi-precious stones (-12% vs 24.8%)

e Gold imports slipped 3.9% on-year compared with 6.6% growth previous month, hit by the double whammy of
high prices and weak economic growth. Prices averaged $1,479 per troy ounce in December, 0.6% higher on-
month and 18.3% higher on-year

e Crude oilimports also dipped 0.8% despite arise in prices. However, the rate of decline was lower (18.2% decline
in previous month). Brent crude prices averaged $65.9 per barrel, 5% higher on-month and 16.6% higher on-

year.

Services surplus narrows

e Services export growth picked up to 7.9% on-year in November compared with 5.3% previous month. However,
the rise in imports war sharper at 13.5% from 7.6%. Hence, services trade surplus reduced $310 million on-

month and 44 million on-year to $6.5 billion in November

Trade performance (%, y-0-y)

December 2019
November 2019
December 2018
April-December FY20

April-December FY19

Source: Ministry of Commerce and Industry, CEIC, CRISIL Research
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

Itis India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture
of innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on
the Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector
professionals on a wide array of technical issues. We are India's most credible provider of economy and industry research.
Our industry research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by
inputs from our large network sources, including industry experts, industry associations and trade channels. We play a key
role in India's fixed income markets. We are the largest provider of valuation of fixed income securities to the mutual fund,
insurance and banking industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual
fund and life insurance industries. We pioneered independent equity research in India, and are today the country's largest
independent equity research house. Our defining trait is the ability to convert information and data into expert judgments
and forecasts with complete objectivity. We leverage our deep understanding of the macro-economy and our extensive
sector coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises
economists, sector experts, company analysts and information management specialists

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and
service your account and to provide you with additional information from CRISIL. For further information on CRISIL's privacy policy please
visit www.crisil.com.

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information
obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or
completeness of the Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data /
Report. This Report is not a recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that it
has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates
independently of, and does not have access to information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure
Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature. The views expressed in this
Report are that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be published / reproduced
in any form without CRISIL’s prior written approval.
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