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[ If trade deficit increases, a country's GDP decreases]

A trade deficit occurs when a country’s imports
exceed its exports during a given time period.

There is less room for fiscal policy stimulus to [
support growth given high deficit and debt levels.

[ Introduction J [It is also referred to as a negative balance of trade (BOT).]

A large Current account deficit (CAD) will result
in high demand for foreign currency, thus India’s trade deficit level crossed $60 billion level in
leading to depreciation of the home currency. 2018-19 and 2019-20, when petroleum prices climbed.

Current account deficit puts pressure on capital

account, which_ if npt setting it off will lead to fal[in_ forex [ Implications] Exports to the EU and the UK, the two potential CEPA
reserves which in turn leads to rupee depreciation. partners, have been expanded during this fiscal.

[ A weaker Indian currency will drive inﬂation] [ The challenge for India would be to ]

up, which s already a grave concern. Recent maintain its current level of market access.
The sharp increase in textile yarm and raw cotton Developments | (Recently India substantially increased its dependence on Russia. |
imports is equally concerning, as this could have - -
serious implications for domestic producers. Bridging the Compared to the previous year, imports from

Russia have increased by nearly 370%. Russia
is now India’s third largest source of crude oil.

More imports than exports, impact the jobs Trade Deficit
market and lead to an increase in unemployment.

Government intervention to control exports of petroleum
products and certain commodities due to domestic demand

When

of imports for technological upgradation it

If an increase in the import bill is because ]

: increase in and inflation contributed to the widening of the trade deficit.
would help in long-term development. imports is
: = " : m— A contraction in earnings from exports of gems and jewellery,
If increasing imports is accompanied by an expansion in not a matter [ : : - :
[ industrial production, it is a sign of economic development. of concern Reasons for grganic and norgenic chomicals end feedymade germents;
increasing trade [ Country’s dependence on imported energy, ]
[ The way to improve the trade balance is to boost exports.] a:::u:\rrc;:gtcit electronics goods and certain machinery.
Undia must actively seek to be part of global value chains.J Petroleum crude a.nd prodyc_ts together accognted for about
Way 32 percent of the import bill in July 2022. It might have been
[India must venture into trade agreements of all natures‘] Forward higher if Indian refiners were not buying Russian crude.
The Indian government has to balance the Coal imports also contributed to the import bill and
domestic interests vis-a-vis the exports revenue. the widening of the trade deficit this financial year.

General Studies-3; Topic: Indian Economy and issues relating to planning, mobilization
of resources, growth, development and employment.

Bridging the Trade Deficit

Introduction
o Atrade deficit occurs when a country’s imports exceed its exports during a given time period.
e Itis also referred to as a negative balance of trade (BOT).
e India’s trade deficit level crossed $60 billion level in 2018-19 and 2019-20, when petroleum prices
climbed.

Recent Developments
o Exports to the EU and the UK, the two potential CEPA partners, have been expanded during this
fiscal.
e The challenge for India would be to maintain its current level of market access.
e Recently India substantially increased its dependence on Russia.
o Compared to the previous year, imports from Russia have increased by nearly 370%. Russia is now
India’s third largest source of crude oil.

Reasons for increasing trade and current account deficit
e Government intervention to control exports of petroleum products and certain commodities due to
domestic demand and inflation contributed to the widening of the trade deficit.
e A contraction in earnings from exports of gems and jewellery, organic and inorganic chemicals and
readymade garments.
e Country’s dependence on imported energy, electronics goods and certain machinery.
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e Petroleum crude and products together accounted for about 32 percent of the import bill in July
2022. It might have been higher if Indian refiners were not buying Russian crude.

e Coal imports also contributed to the import bill and the widening of the trade deficit this financial
year.

Implications

e |[f trade deficit increases, a country’s GDP decreases.

o There is less room for fiscal policy stimulus to support growth given high deficit and debt levels.

e Alarge Current account deficit (CAD) will result in high demand for foreign currency, thus leading to
depreciation of the home currency.

e Current account deficit puts pressure on capital account, which if not setting it off will lead to fall in
forex reserves which in turn leads to rupee depreciation.

e A weaker Indian currency will drive inflation up, which is already a grave concern.

e The sharp increase in textile yarn and raw cotton imports is equally concerning, as this could have
serious implications for domestic producers.

e More imports than exports, impact the jobs market and lead to an increase in unemployment.

When increase in imports is not a matter of concern
e If anincrease in the import bill is because of imports for technological upgradation it would help in
long-term development.
e Ifincreasing imports is accompanied by an expansion in industrial production, it is a sign of economic
development.

Way Forward
e The way to improve the trade balance is to boost exports.
e India must actively seek to be part of global value chains.
e India must venture into trade agreements of all natures.
e The Indian government has to balance the domestic interests vis-a-vis the exports revenue.
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