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Post the deleterious impact of the pandemic, India’s external metrics has been on a
gradual path of normalization with overall trade deficit widening to a nine-quarter
high of USD 46.9 bnin Q2 FY22. On a half yearly basis, while exports have risen by 57.7%
YoY in HIFY22 as compared to the corresponding period of the previous year, the
expansion of the merchandise trade deficit is led by significant 81.4%YoY rise in
imports. Interestingly, the surge in imports has been due to a very significant rise in gold
imports which rose to a decade high level of USD 23.9 bnin H1 FY22 (Chart 1) clocking
a growth of 253.6%YoY. Even as compared to the pre-pandemic period (H1 FY20) the
gold imports have risen by 51.3% in H1 FY22 (Chart 2).

“In our opinion, the release of the pent-up demand following the easing of lockdown
restrictions and re-opening of retail outlets, the revival in consumer sentiments due to
the steady progress in vaccination, the declining risk of a third Covid wave along with
re-stocking of inventories ahead of the festive and wedding season have led gold
imports to surge in FY22 so far.” says Suman Chowdhury, Chief Analytical Officer,
Acuité Ratings. The mild correction in domestic gold prices by 2.7% from the peak seen
in May-21 has further provided a fillip to domestic gold demand (Chart 3). As per the
World Gold Council, for every1% fall in the gold price in any given year, gold demand
increases by 1.2%.

He adds “Further, it is also likely that a part of the increased household savings in the
higher income categories are being partly deployed in physical gold as it has been
traditionally considered to be a safe haven in an environment where the risks of the
pandemic continue to exist. Additionally, investors may have also started to diversify
their asset portfolios by redeploying the profits from the equity markets in bullion.
Another factor which has also contributed to the rise in gold imports is the recovery in
exports of gems and jewellery with strong demand from countries such as US, Hong
Kong and UAE. The outbound shipment of gems and jewellery has increased to its pre-
pandemic level and stood at ~USD 3.4 bn in Sep-21 (Chart 4). The cumulative exports
in the first half of FY22 at USD 19.3 bn have already touched the levels seen in HIFY20
after reducing to less than half in the previous year. The proposed free frade
agreement (FTA) with the UAE can further result in enhanced exports of gems and
jewellery over the medium term. Looking ahead, with economy gradually normalizing
we expect the strong momentum in gold imports to continue leading trade deficit to
widen further. As such, we expect current account balance to register a deficit of USD
38 bnin FY22 from a surplus of USD 24 bn in FY21.”
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Chart 1: Gold imports in H1 FY22 stands at a decade high
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Chart 2: Correlation between a pickup in jewellery exports and higher gold imports
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*NONUJ: Non-oil and non-jewellery exports; NONG: Non-oil and non-gold imports
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Chart 3: Gold prices have been on a declining trend since May-21
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Chart 4: Gems and Jewellery exports touching pre-Covid levels
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About Acuité Ratings & Research Limited:

Acuité Ratings & Research Limited is a full-service Credit Rating Agency registered
with the Securities and Exchange Board of India (SEBI). The company received RBI
Accreditation as an External Credit Assessment Institution (ECAI), for Bank Loan Ratings
under BASEL-Il norms in the year 2012. Since then, it has assigned more than 8,850
credit ratings to various securities, debt instruments and bank facilities of entities
spread across the country and across a wide cross section of industries. It has its
Registered and Head Office in Kanjurmarg, Mumbai.
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Disclaimer: This release is sent to you for the sole purpose of dissemination through
your newspaper / magazine / media / website / agency. The release may be used
by you in full or in part without changing the meaning or context thereof but with due
credit to Acuité. However, only Acuité has the sole right of distribution of its releases
through any media. Acuité has taken due care and caution for writing this release.
Information has been obtained by Acuité from sources which it considers reliable.
However, Acuité does not guarantee the accuracy, adequacy or completeness of
information on which this release is based. Acuité is not responsible for any errors or
omissions or for the results obtained from the use of this release. Acuité has no liability
whatsoever to the users / distributors of this release.
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