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Lower Trade Deficit — India’s Macroeconomy on Firmer Ground!

What’s the Point?

e According to data published by the Ministry of Commerce and Industry, the merchandise trade deficit narrowed
sharply to US$21.92 billion in May 2025 compared to US$26.57 billion in April 2025. This was aided by a
slowdown in imports along with seasonal improvement in exports.

e Gross Domestic Product (GDP) = Consumption + Investments + Government Expenditure + Exports — Imports.
Thus, a lower trade deficit implies a higher net exports, which positively impacts GDP. While services exports
continue to hold key, India has witnessed strong exports growth registered in Electronic Goods and imports
growth registered segments of Capital Goods on a year-over-year (Y-0-Y) basis. This is significant because it
signals to a higher capex activity to develop India’s manufacturing capabilities.

e Since Trade Balance forms a component of the Balance of Payments (BoP), a narrowing trade deficit also bodes
well for India’s BoP as it is key for the external sector, the Rupee and overall macroeconomic stability, especially
considering that the 90-day pause on tariffs imposed by the United States (US) Government is drawing to a close.

Numbers in Perspective

Particulars May 2024 (US$ billion) May 2025 (US$ billion)
Merchandise Exports 39.6 38.7
Imports 61.7 60.6
Services* Exports 29.6 32.4
Imports 16.9 17.1
. . . Exports 69.2 71.1
Total Trade (Merchandise +Services) Imoorts 78.6 77 8
Trade Balance -9.4 -6.6

Source: RBI, Press Information Bureau. *Note: The latest data for services sector released by RBI is for April 2025. The data for May 2025 is an estimation,
which will be revised based on RBI's subsequent release.

What has supported India’s Lower Trade Deficit?

Between May 2024 and May 2025, India’s total exports rose by 2.8% to US$71.1 billion and total imports dropped by
1% to US$77.8 billion. This improvement in trade deficit has taken place on account of the following factors:

1) Exports driven by a Key Component — Electronic Goods

During the aforementioned period, Electronic Goods has emerged to be a key contributor to the rise in exports. The
“Make in India” initiative is attracting large investments and aiding the boost of local production of Electronic Goods.
Thus, India’s electronics exports are growing rapidly, even surpassing some traditional sectors like textiles. An
Important Example: India has made noted progress in smartphone manufacturing, with over 300 manufacturing units
currently, versus only 2 mobile manufacturing units in 2014, underscoring a significant expansion in this vital sector.

Electronic Goods January 2025 February 2025 March 2025 April 2025 May 2025

Y-o0-Y Growth in Exports 78.1% 26.5% 29.6% 39.2% 53.9%

Source: Ministry of Commerce and Industry
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the average crude oil imports between May 2022 and May 2025. While the prices of Brent Crude Oil had cooled off
by 24% from its peak level of US$91.2/barrel (bbl) to its lowest level of US$69.3/bbl in FY25, it rose by 30.9% from
this lowest level of US$60.2/bbl on May 07, 2025 to a peak level of US$78.9/bbl on June 19, 2025 (Refer to the table
below), driven by: (a) Israel-Iran conflict, and (b) A further risk of escalation snow-balling into a broader regional
conflict.

Crude prices reverted back to the pre-escalation levels — falling by 12% to US$69.4/bbl as on July 08, 2025 — because
of the following reasons: (A) reduction in risk of disruption to oil supply from Iran and Strait of Hormuz, which accounts
for more than 20% of global crude oil demand, and (B) Cease-fire between Israel and Iran. In addition to the above
events, 8 oil-producing nations of the Organization of the Petroleum Exporting Countries (OPEC+) Alliance agreed on
July 05, 2025 to increase their collective crude production by 548,000 barrels per day. This is expected to lead to a
further cooling of oil prices relieving the pressure on India’s import bill.

Rise in Imports of Segments within Capital Goods — Potential Multiplier Effect on India’s Economic Growth?

The recent past has seen a rise in India’s imports of segments within Capital Goods like Machine Tools, Machinery,
Electrical & Non-Electrical and Iron & Steel, as evident from the table below. While this puts an upward pressure on
trade deficit, higher imports in these segments indicate a higher demand for capital equipment, indicating improving
business outlook for future demand. This higher capital expenditure activity is important for developing manufacturing
capabilities, which can help boost exports and create multiplier effect on India’s GDP growth.

Y-0-Y Growth in Imports

Machine Tools 19.0% 33.1% 41.4%
Machinery, Electrical & Non-Electrical 12.0% 23.2% 20.8%
Iron & Steel 9.3% 12.5% 12.1%

Source: Ministry of Commerce and Industry
Conclusion

A 30% drop in trade deficit compared to the same period last year is primarily attributed to a decrease in imports.
While India continues to develop its capabilities to boost merchandise exports, services exports continue to do well,
rising 9.4% to US$32.4 billion between May 2024 and May 2025. Both factors bode well for the health of India’s
external sector. While the end of the 90-day pause on tariffs imposed by US Government is leading to concerns
pertaining to industries linked to the global trade landscape, India is engaged in multiple rounds of dialogue with the
White House in an effort to secure more favourable trade terms.

Sources: RBI, PIB, Ministry of Commerce and Industry, Bloomberg, and other publicly available information

About Tuesday’s Talking Points (TTP): TTP is an effort by HDFC AMC to guide key conversations in the Indian financial
markets and investing ecosystem. We aspire to do this by providing relevant facts, along with our perspective on the issue
at hand. Please provide your feedback at this link: https://forms.office.com/r/Cr8JNjMGWk

Disclaimer: Views expressed herein are based on information available in publicly accessible media, involve known
and unknown risks and uncertainties that could cause actual results, performance, or events to differ materially from
those expressed or implied herein. The information herein is for general purposes only. Stocks/Sectors/Views referred
are illustrative and should not be construed as an investment advice or a research report or a recommendation by
HDFC Mutual Fund (“the Fund”) / HDFC Asset Management Company Limited (HDFC AMC) to buy or sell the stock
or any other security. The Fund/ HDFC AMC is not indicating or guaranteeing returns on any investments. Past
performance may or may not be sustained in the future and is not a guarantee of any future returns. The recipient(s),
before taking any decision, should make their own investigation and seek appropriate professional advice.

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED
DOCUMENTS CAREFULLY.
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