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Abstract 

 

This research paper examines the relationship between trade and economic growth in 

India. India is one of the fastest-growing economies in the world and has witnessed a 

significant increase in trade over the past few decades. The paper analyzes the impact of 

trade on growth in India, focusing on both the theoretical and empirical aspects. It also 

discusses the challenges faced by India in the context of international trade and the 

policies required to ensure sustainable economic growth. Trade and economic growth 

have been closely intertwined in India over the past few decades, with India emerging as a 

key player in the global economy. This abstract provides an overview of the relationship 

between trade and growth in India, highlighting key trends and factors that have 

influenced the country's economic development. 
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Introduction 

India is an emerging market and a major player in the global economy. The country has 

witnessed significant economic growth over the past few decades, driven largely by trade. 

The liberalization of trade policies in the 1990s opened up the Indian market to foreign 

investment and led to a surge in exports. This research paper aims to analyze the 

relationship between trade and economic growth in India and its implications for policy-

makers. India is one of the fastest-growing economies in the world, and trade has played a 

critical role in driving economic growth in the country. Over the past few decades, India 

has implemented a range of policy reforms aimed at liberalizing trade and promoting 

foreign investment. As a result, the country has seen a significant increase in both imports 

and exports. India's economy has undergone significant transformation over the past few 

decades, with trade liberalization and globalization playing a key role in driving growth. 

The country's economic reforms, which began in the early 1990s, led to a significant 

opening up of the economy, with a focus on reducing trade barriers, promoting foreign 
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investment, and encouraging exports. As a result, India's trade volume has increased 

substantially over the years, with the country now being one of the largest exporters of 

goods and services in the world. The growth of India's trade sector has been particularly 

driven by the growth of the IT and services sector, which has become a key contributor to 

the country's overall economic growth. 

In addition to trade liberalization, other factors that have contributed to India's economic 

growth include a large and growing middle class, a young and dynamic workforce, and a 

favorable business environment. However, there are also challenges that India faces in 

sustaining its economic growth, including infrastructure deficiencies, bureaucratic 

hurdles, and income inequality. 

This research paper aims to analyze the relationship between trade and economic 

growth in India and its implications for policy-makers. Specifically, the paper will examine 

the theoretical framework that underpins the relationship between trade and growth, 

analyze empirical evidence on the impact of trade on economic growth in India, and 

discuss the challenges faced by the country in the context of international trade. 

Theoretical Framework: 

The relationship between trade and economic growth has been widely debated in the 

literature. According to the classical theory of trade, free trade promotes economic growth 

by allowing countries to specialize in the production of goods in which they have a 

comparative advantage. The neoclassical theory argues that trade can lead to technological 

progress and productivity growth, which in turn can drive economic growth. The 

endogenous growth theory posits that trade can lead to knowledge spillovers and 

innovation, which can enhance economic growth. The relationship between trade and 

economic growth has been the subject of extensive research in the field of economics.   

The neoclassical theory of trade argues that trade can lead to technological progress 

and productivity growth. The idea is that trade allows countries to access new technologies 

and knowledge, which can lead to innovation and productivity gains. 

The endogenous growth theory posits that trade can drive economic growth by 

promoting knowledge spillovers and innovation. The theory suggests that trade can create 
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opportunities for countries to learn from each other and share knowledge, leading to the 

development of new technologies and the creation of new industries. 

Empirical Analysis: Empirical studies have shown that trade has a positive impact 

on economic growth in India. A study by Balasubramanyam et al. (1996) found that 

exports have a positive impact on economic growth in India. Another study by Chowdhury 

(2001) found that trade liberalization has a positive impact on economic growth in India. 

However, other studies have found mixed results, indicating that the relationship between 

trade and economic growth in India is complex.  

Empirical evidence suggests that trade has played a critical role in driving economic 

growth in India. According to data from the World Bank, India's exports of goods and 

services as a percentage of GDP increased from 13.8% in 1990 to 19.7% in 2019. During 

the same period, India's GDP grew at an average annual rate of 6.8%. 

Several empirical studies have examined the relationship between trade and 

economic growth in India. A study by Balasubramanyam et al. (1996) found that exports 

have a positive impact on economic growth in India. Another study by Chowdhury (2001) 

found that trade liberalization has a positive impact on economic growth in India. 

However, other studies have found mixed results, suggesting that the relationship 

between trade and economic growth in India is complex. For example, a study by Ghani 

and Kharas (2010) found that while 

India has experienced significant economic growth since the economic 

liberalization in the early 1990s, leading to an increased interest in the relationship between 

trade and economic growth in India. Several studies have examined this relationship, and 

this review of literature provides an overview of the main findings. 

According to a study by Amitava Krishna Dutt and Kunal Sen (2010), trade 

liberalization in India during the 1990s led to a significant increase in trade, which in turn 

contributed to economic growth. The authors argue that the increase in trade led to an 

increase in productivity and efficiency in the manufacturing sector, which contributed to 

overall economic growth. 

Similarly, another study by Pinaki Chakraborty and Mamta Biswas (2016) found 

that trade openness had a positive impact on economic growth in India. The authors found 

1333 



Volumes 2 No. 4 (2023) 

 

Trade and Growth in India: An Analysis of the Relationship and Its Implications 

Irshad Ahmad Reshi
1 

Dr T. Sudha
2 

 

 

1332 International Journal of Social Science, Educational, Economics, Agriculture Research, and Technology (IJSET) 

E-ISSN: 2827-766X | WWW.IJSET.ORG 

 

that trade openness led to an increase in exports, which in turn contributed to higher 

economic growth rates. 

However, some studies have found a more nuanced relationship between trade and 

economic growth in India. For example, a study by Renuka Mahadevan and John Asafu-

Adjaye (2007) found that the relationship between trade and economic growth in India was 

non-linear. The authors found that trade had a positive impact on economic growth up to a 

certain threshold, after which the relationship became negative. 

Furthermore, some studies have examined the impact of trade on different sectors 

of the Indian economy. A study by Nidhi Kaicker and Parthapratim Pal (2015) found that 

trade openness had a positive impact on the service sector in India, while the impact on the 

manufacturing sector was mixed. 

Finally, several studies have examined the role of institutional factors in the 

relationship between trade and economic growth in India. For example, a study by Vinod 

K. Aggarwal and Charles E. Morrison (2011) found that the quality of institutions, such as 

property rights protection and the rule of law, played a critical role in determining the 

impact of trade on economic growth in India. 

In conclusion, the literature on trade and economic growth in India suggests that trade 

openness has generally had a positive impact on economic growth, although the 

relationship is not always linear. The impact of trade on different sectors of the economy 

varies, and institutional factors play a critical role in determining the impact of trade on 

economic growth in India. 

 

India has undergone significant economic growth and development over the last few 

decades. According to the World Bank, India is the world's sixth-largest economy by 

nominal GDP and the third-largest by purchasing power parity. Here are some key facts 

and figures related to trade and growth in India: 

1. Trade: India's exports and imports have grown significantly in recent years. In 2020, 

India's total merchandise trade (exports plus imports) was valued at $818.9 billion, with 

exports accounting for $291.8 billion and imports for $527.1 billion. India's top export 

destinations are the United States, China, and the United Arab Emirates, while its top 

import sources are China, the United States, and the United Arab Emirates. 

2. Growth: India has been one of the fastest-growing major economies in the world in recent 

years. Between 2014 and 2019, India's GDP grew at an average annual rate of 7.5%, 

making it the world's fastest-growing major economy during that period. However, the 

COVID-19 pandemic has had a significant impact on India's economy, with GDP 

contracting by 7.7% in FY 2020-21. 
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3. Sector-wise Growth: India's growth has been driven by several sectors, including services, 

manufacturing, and agriculture. Services account for more than half of India's GDP and 

have been the primary driver of economic growth in recent years. Manufacturing and 

agriculture are also important sectors, with the former accounting for about 17% of GDP 

and the latter for about 14%. 

4. Foreign Investment: Foreign investment has played a significant role in India's growth 

story. India has been one of the top destinations for foreign direct investment (FDI) in 

recent years, with FDI inflows totaling $81.7 billion in FY 2020-21. The top sectors 

attracting FDI in India are services, computer software and hardware, and 

telecommunications 

Challenges and Policy Implications: India faces several challenges in the context of 

international trade. These include a lack of infrastructure, a complex regulatory 

environment, and a high degree of informality in the economy. To ensure sustainable 

economic growth, India needs to address these challenges and implement policies that 

promote trade and investment. This includes investing in infrastructure, simplifying 

regulatory procedures, and improving the business environment. 

 

Conclusion 

The relationship between trade and economic growth in India is complex and multifaceted. 

Empirical evidence suggests that trade has a positive impact on economic growth in India, 

but the country faces several challenges in the context of international trade. To ensure 

sustainable economic growth, India needs to address these challenges and implement 

policies that promote trade and investment. In conclusion, the relationship between trade 

and growth in India has been instrumental in the country's economic development over the 

past few decades. While there are challenges to sustaining this growth, continued efforts 

towards trade liberalization and economic reform are likely to contribute to India's 

continued emergence as a key player in the global economy. 
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