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THE LIFT LINE

A trade gap is not a verdict of failure by itself, but when it widens because the bill for imported energy has

jumped, it is a reminder that a country importing most of its oil buys its vulnerability (https://ujiyari.com/vocab/vul

nerability/) along with its fuel.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

India’s merchandise trade deficit widened to about 30.43 billion dollars in June 2026, the largest ever
recorded for the month, up sharply from about 19.12 billion dollars a year earlier. The driver was energy.
Imports surged about 31 per cent to a record 70.84 billion dollars as conflict in West Asia and higher oil prices
lifted the cost of India’s crude, while exports rose a softer 15.5 per cent to about 40.4 billion dollars. The gap
matters because it feeds the current account, pressures the rupee, and tests the buffers of reserves and services
earnings that India relies on to keep its external accounts stable. Yet a merchandise deficit read in isolation is
misleading, because India runs a large surplus in services and receives the world’s highest inflow of

remittances, both of which cushion the goods gap in the fuller balance of payments picture.

GS Paper 2: effect of policies of developed countries and global events on India’s interests; the external

sector in a globalised economy.

GS Paper 3: Indian economy, the balance of payments, external-sector management, and resource

mobilisation.

For Prelims, hold the specifics: the distinction between the trade balance (goods only), the current account
(goods plus services plus primary and secondary income including remittances), and the balance of payments
(current plus capital and financial accounts); the current account deficit as the broader and more meaningful
measure; India’s crude import dependence of over 85 per cent; the Strait of Hormuz (https://ujiyari.com/terms/stra

it-of-hormuz/) as the chokepoint through which a large share of India’s oil transits; India’s services surplus led
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by software and business services; and India’s position as the largest recipient of global remittances. For

Mains, argue that Indiajs external resilience (hips: Huiivasicom/socabibresiiencs) Fests-ona services-and-

remittances cushion offsetting a structural goods deficit, and that energy-import dependence is the single

largest swing factor in the trade balance.

BACKGROUND AND CONTEXT

India has run a merchandise trade deficit for decades, because it imports more goods than it exports, above all
crude oil, coal, gold and electronics. This is not inherently alarming; a growing economy that invests and
consumes will often import capital goods and energy. What matters is the size of the gap relative to the
economy, how it is financed, and whether it reflects healthy investment or a costly shock. June’s record was
overwhelmingly a price story rather than a demand story: the physical volume of imports did not explode so
much as the price of energy did, as a West Asian conflict and firmer oil markets raised the dollar bill for every

barrel.

The crucial context is that the goods deficit is only half the ledger. India earns a substantial surplus on
services, led by information technology and business-process exports, and receives more than 100 billion
dollars a year in remittances from its diaspora (https://ujiyari.com/vocab/diaspora/). These inflows routinely finance
a large part of the merchandise gap, which is why India’s current account deficit is far smaller than its trade

deficit and has generally stayed within manageable limits.

THE CORE ARGUMENT / ISSUE

Decomposing the June number

COMPONENT JUNE 2025 JUNE 2026 READING
Merchandise About 19.12 billion About 30.43 billion dollars Record for June

deficit dollars

Imports Lower base About 70.84 billion dollars, up Energy-led, record high

about 31 per cent

Exports Lower base About 40.4 billion dollars, up 15.5 Growing but slower
per cent
Chief driver Costlier imported crude A price shock, not a demand
collapse

The composition tells the policy story. When a deficit widens because energy prices rise, the cure is not to

suppress imports of capital goods that fuel growth, but to hedge the energy exposure and diversify supply.
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The services-and-remittances cushion

India’s external strength Ha$ fohg heen that'its Weakiiess th go6ds s 6tfset by strength in services and
transfers. A software-and-business-services surplus and record remittance inflows convert a frightening-
looking trade deficit into a modest current account deficit. Any analysis that stops at the merchandise number

and cries crisis has read only the first line of the accounts.

The energy and chokepoint risk

Because over 85 per cent of crude is imported and much of it passes through the Strait of Hormuz, India’s
external balance is hostage to two things it does not control: the global oil price and the security of a single
narrow waterway. June showed how quickly a West Asian flare-up transmits into the import bill. This is the

structural vulnerability that diversification, reserves and the energy transition are meant to reduce.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

Never read the trade balance in isolation; read the current account. The transferable rule for GS3 external-
sector answers is that the merchandise deficit is a partial picture, and the meaningful measures are the current
account deficit, the balance of payments and the level of reserves. Ask why a deficit moved: a price-driven
energy spike is a different animal from a demand-driven import boom, and calls for different policy. The
examiner rewards the candidate who places the alarming headline number inside the calmer full-balance
context, and who identifies energy-import dependence and the chokepoint (https://ujiyari.com/vocab/chokepoint/)
risk as the true structural drivers rather than the monthly figure itself. Resilience here is a portfolio, services

surplus plus remittances plus reserves plus diversification, not any single line.

THE DIAGRAM IN WORDS

West Asian conflict + firmer global oil -> costlier imported crude -> imports surge
about 31 per cent to a record 70.84 billion dollars -> exports rise slower at 15.5 per
cent -> merchandise deficit widens to a record-for-June 30.43 billion dollars ->
pressure on current account, rupee, reserves -> but services surplus + record
remittances cushion the gap -> current account deficit stays far smaller -> structural
fix: diversify energy suppliers + strategic reserves + boost export competitiveness +

accelerate energy transition

WAY FORWARD

o Hedge the energy exposure. Diversify crude suppliers, build and draw on strategic petroleum
reserves, and accelerate the shift to renewables, green hydrogen and electric mobility, since energy

import dependence is the single largest swing factor in the trade gap.
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2 Lift export competitiveness. Deepen trade agreements, ease logistics and compliance costs, and

move up the value chaininmanuyfacturingandelectraniesisoexperts grew faster and narrow the gap

on the earnings side.

® protect the services and remittances cushion. Sustain the software, business-services and
skilled-migration advantages that finance the goods deficit, and negotiate mobility and market

access that keep these inflows strong.

O Guard reserves and the rupee. Maintain an adequate reserves buffer and let the exchange rate
absorb shocks without disorderly moves, so a price-driven trade shock does not become a financial-

stability problem.

PYQ LINKAGE AND PRACTICE

UPSC has asked about the balance of payments, the current account deficit, and the impact of global events on
India’s economy. This editorial converts a single monthly number into a structural analysis of India’s external

sector, which is the depth the examiner rewards over a recitation of definitions.

Practice question: “India’s merchandise trade deficit understates its external resilience.” Critically examine
with reference to the current account, the services surplus, remittances, and India’s energy-import

dependence. (250 words, 15 marks)

Sources: Business Standard (https://www.business-standard.com/), Ministry of Commerce and Industry (https://co

mmerce.gov.in/), Reserve Bank of India (https://www.rbi.org.in/)
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