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Data Preview: Trade deficit likely to widen while WPI to moderate in Aug’24 II
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> Merchandise trade deficit likely saw sharper deterioration in Aug’24 to $24.9bn vis-a-vis $23.5
bn a month ago. This was probably led by a surge in gold imports ahead of festive season and
on impact of import duty cut in the Budget in end July though the impact was mildly offset by
fall in crude oil imports amid lower demand. (Please refer our report: July trade data provided
negative surprise; oil price trends on watch)

> Oil deficit likely stayed flat MoM at $8.9 in Aug’24 on lower oil prices. According to media
reports, India likely procured 4.17mbpd of Brent crude oil in the current month, compared to
4.61mbpd during July 2024. Similar to last month’s trend, India’s imports of Russian crude have
fallen by 17% MoM decline in July, likely due to lower supplies from Russia, as well as several
domestic refineries shutting for planned maintenance. Energy cargo tracker Vortexa reported,
that although Russia lost its share in the country’s crude import basket but still remained the
top supplier last month of 39% from 43% registered in July. Russia’s Urals has a price advantage
of over $5 per barrel over Saudi Arabian medium-sour grades. Imports from Iraq rose by 14% on
month at 778,262bpd in August, accounting for 19% of the country’s total crude oil imports.

> In the non-oil-non-gold segment, deficit likely moderated marginally MoM basis as the deadline
to review the ‘import management system’ for laptops and other IT products are nearing.
Though central government slashed import duty in mobile parts & accessories to boost
manufacturing in India, it may have a lagged impact on trade dynamics. The slip in commodity
prices and possible deficit correction in bulky segments like machinery likely drove an
improvement in trade deficit post sharp widening seen in recent months.

» Gold deficit widened sharply in Aug’24 ahead of the festive and wedding seasons. Also, the
reduction in basic customs duty (BCD) of gold, silver and platinum from (Gold bar: 15% to 6%)
in the Budget probably led to a spike in import volumes as per media reports. Moreover, surge
in gold prices to near record levels (avg $2472/0z in August up from avg $2394/0z a month ago)
proved to be a double whammy for trade dynamics though elevated prices may have kept a lid
on volumes.

» Going forward, commodity prices especially oil will remain on close watch to assess the trends
in trade deficit and overall C/A dynamics. Given that oil prices are stabilizing at lower levels
(573/bbl) amid demand concerns despite Middle east tensions & Libya crisis, amid global growth
worries, a favourable impact on trade deficit trends seen in the coming months.

Fig 1: Gold was likely the key driver of trade Fig 2: Goods trade deficit estimated to widen in
deterioration in Aug-24 Aug-24 yet strong services surplus to support
Trade Deficit components - Oil, Trade Deficit, Services Surplus
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Fig. for Aug-24 is our estimate; Source: CEIC, UBI research
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https://www.unionbankofindia.co.in/pdf/Trade_Data_July_24.pdf
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Fig 3:

4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5%
-1.0%

Fig 5:

Wholesale Price Index likely to moderate further to 1.59% in Aug’24

Wholesale Price Index (WPI) is expected to moderate to 1.59% (y-o0-y) in Aug’24, from 2.04% in
previous month. Food prices have seen a cooling momentum led by vegetables due to improved
supplies with surplus monsoon also helping drive favourable outlook. Fuel WPI likely moderated
in line with trends in global oil prices, while core inflation is estimated to ease slightly.

Food WPI is likely to increase by 3.3%(y-0-y), a notable moderation from last few months as
vegetable prices saw downward pressure after supplies resumed. Inflation in other food
components viz. cereal, pulses and perishable basket (egg, fish & meat) as well is estimated to
have seen downward pressure as noted from trends in on-the -ground prices.

Fuel Index is expected to slow down to 0.50% (y-o0-y) in Aug’24 from 2.9% last month due to sharp
fall in crude oil prices. Hence, both MoM and YoY slip in fuel WPI inflation was clocked in Aug’24.

Core WPI which reflects inflation excluding food and fuel, is expected to stay nearly flat at 0.9%
YoY on adverse base effects, despite sequential drop seen on the back of downturn in global
commodity prices. Core WPI includes price movements in non-food manufactured products which
closely track commodity prices as more than 40% raw materials are imported by the manufacturing
sector.

A comparative analysis of China’s Producer Price Index (PPI) and Wholesale Price Index in India
reflects that, there exists a strong correlation between the two, which is reflective of decrease
in commodity prices in the global markets. While China PPl went into further deflation at (-)1.8%
in Aug’24, we expect a decline in India WPl due to moderation in commodity prices in global
markets as well as resumption in domestic food supplies.

Going forward, WPI is expected to see some downward pressure on the back of recent moderation
in global commodity prices. Further, seasonal moderation in domestic food price trends likely to
help yet monsoon trends in September needs close watch as the Indian Meteorological Department
has raised concerns regarding possibility of floods during the month.

WPI likely slipped to 4-month lows in Aug’24; % YoY  Fig 4: Downward pressure on food inflation seen led by
vegetables; % YoY
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China’s Producer Price Index and India’ WPI Fig 6: Broad based cooling in inflation likely

show strong correlation and signals downward witnessed in Aug’24
pressure on inflation
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Disclaimer:

The views expressed in this report are personal views of the author(s) and do not necessarily reflect the views
of Union Bank of India. Nothing contained in this publication shall constitute or be deemed to constitute an
offer to sell/ purchase or as an invitation or solicitation to do so for any securities of any entity. Union Bank
of India and/ or its Affiliates and its subsidiaries make no representation as to the accuracy; completeness or
reliability of any information contained herein or otherwise provided and hereby disclaim any liability

regarding the same.
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