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ABSTRACT 
In the modern globalized world, business activity has evolved from a narrow profit- driven perspective to a broader objective encompassing 

profit, wealth, and value maximization. This paradigm shift has widened the scope of expansion, diversification, strategic alliances, and 

international engagement. Among the critical drivers of economic development, foreign trade has emerged as a powerful determinant of 

growth, particularly in developing economies such as India. The rapid liberalization of trade policies, inflows of foreign direct investment 

(FDI), and rising participation in global value chains have significantly transformed India’s economic structure. This study examines 

the role of foreign trade in the Indian economy, analysing its correlation with key macroeconomic indicators such as Gross Domestic 

Product (GDP), Gross National Product (GNP), and foreign reserves. Using the Karl Pearson correlation coefficient method, the paper 

evaluates the relationship between foreign trade, foreign investment, and economic growth. The analysis highlights strong positive 

correlations, underscoring the importance of foreign trade and FDI as engines of growth. The study also discusses policy measures, trade 

agreements, and export promotion schemes implemented by the Government of India to strengthen the country’s trade position. The findings 

suggest that while imports remain necessary for sustaining industrialization and domestic demand, the long-term growth trajectory depends 

on export promotion, efficient resource allocation, and global integration. The paper concludes with recommendations for sustaining 

India’s trade competitiveness in a rapidly changing global environment. 
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INTRODUCTION 
The twenty-first century global economy is characterized by increasing interconnectedness, international competition, and rapid 

technological advancement. Nations are compelled to look beyond their domestic markets to achieve sustainable growth and remain 

competitive. Within this context, the role of foreign trade—the exchange of goods, services, and capital across borders—has assumed 

strategic importance. It not only contributes to economic growth but also enhances access to technology, foreign capital, and new 

markets. India, as one of the largest emerging economies, has undergone a remarkable transformation since the early 1990s when 

liberalization, privatization, and globalization (LPG reforms) were introduced. These reforms dismantled restrictive trade policies, 

reduced tariffs, and encouraged foreign direct investment (FDI). As a result, India’s trade volume increased exponentially, with exports 

and imports constituting a significant share of GDP. Foreign trade serves as both a growth stimulant and a stabilizing factor. On one 

hand, it provides opportunities for Indian industries to participate in global markets, achieve economies of scale, and enhance 

productivity. On the other hand, it enables the inflow of essential goods, raw materials, and advanced technologies, which are 

indispensable for industrial development. Foreign trade also improves foreign exchange reserves, enhances competitiveness, and 

strengthens bilateral and multilateral relationships. 

 

However, the Indian experience with foreign trade differs from that of developed economies. Being a developing nation, 

India faces a structural dependence on imports—particularly in sectors such as energy, defence, and technology—while 

simultaneously striving to enhance exports. The government has consistently introduced policies, trade agreements, and promotional 

schemes to strengthen India’s trade performance. This paper focuses on examining the linkages between foreign trade, foreign 

investment, and GDP growth in India. By employing correlation analysis, it attempts to quantify the relationship and test hypotheses 

regarding the significance of foreign trade in driving economic growth. 

 

OBJECTIVES OF THE STUDY 

1. To analyse recent developments in Indian foreign trade. 

2. To examine the relationship between foreign trade and economic growth in India. 

3. To evaluate the role of foreign direct investment (FDI) and foreign reserves in India’s growth trajectory. 

4. To study government policies and trade agreements aimed at strengthening India’s trade performance. 
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REVIEW OF LITERATURE 
Foreign trade and its impact on economic growth have been extensively studied, with mixed results depending on country context, time 

period, and methodology. Classical and Neoclassical Perspectives: According to Adam Smith and David Ricardo, trade enhances 

welfare by enabling nations to specialize in goods where they have comparative advantage. Later, neoclassical models emphasized how 

openness to trade promotes growth by improving resource allocation and technology transfer. 

 

Empirical Studies in Global Context 

• Dollar and Kraay (2004) argued that trade openness positively correlates with economic growth and poverty reduction. 

• Frankel and Romer (1999) established that countries with higher trade-to-GDP ratios generally experience faster growth 

rates. 

• Rodrik and Rodriguez (2000), however, cautioned that trade liberalization alone does not guarantee growth; institutional 

quality and domestic policies also matter. 

 

Studies in the Indian Context 

• Veeramani (2007) demonstrated that trade liberalization in India has enhanced manufacturing productivity. 

• Joshi and Little (1996) highlighted the impact of the 1991 reforms, noting that foreign trade played a central role in India’s 

growth acceleration. 

• Gupta and Kumar (2015) found a strong positive relationship between FDI inflows, foreign trade, and GDP growth in 

India. 

• World Bank (2018) emphasized that India’s integration into global value chains has significantly boosted its export 

competitiveness, particularly in services. 

 

Gaps Identified: While numerous studies confirm the positive link between trade and growth, limited research focuses on the combined 

correlation of foreign trade, FDI, and foreign reserves with GDP and GNP in the Indian context. This paper attempts to address this 

gap. 

 

RESEARCH METHODOLOGY 
The present study is analytical and descriptive in nature. It relies exclusively on secondary data collected from: 

• Government sources such as the Ministry of Commerce, Department of Industrial Policy and Promotion (DIPP), Reserve Bank 

of India (RBI), and Handbook of Indian Statistics. 

• International databases such as the World Bank, IMF, and UNCTAD. 

• Research papers, academic journals, books, and credible online resources. 

 

Statistical Tools 

• The study employs the Karl Pearson correlation coefficient technique to test the relationship between foreign trade, FDI, 

foreign reserves, and GDP/GNP. 

• Graphical and tabular methods are used for interpretation. 

Time Frame: The analysis covers the period 2007–08 to 2016–17, with specific attention to trends in exports, imports, and FDI 

inflows. 

 

Hypotheses of the study Null Hypotheses (H0) 

H0₁: There is no significant correlation between GDP, GNP, and foreign investment. H0₂: There is no significant correlation 

between GDP, GNP, and foreign trade/reserves. 

 

Alternative Hypotheses (H1) 

H1₁: There is a significant correlation between GDP, GNP, and foreign investment. H1₂: There is a significant correlation between GDP, 

GNP, and foreign trade/reserves. 
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ANALYSIS AND INTERPRETATION 
Table-1 FDI Trade and Reserves 

YEAR FDI TRADE RESERVES GDP GNP 

2000-01 1.07 2.03 1.97 2.34 2.32 

2001-02 1.86 2.09 2.64 2.47 2.45 

2002-03 1.28 2.55 3.61 2.57 2.55 

2003-04 1.00 2.93 4.90 2.78 2.76 

2004-05 1.46 3.75 6.19 2.97 2.94 

2005-06 2.45 4.56 6.76 3.25 3.23 

2006-07 5.63 5.71 8.68 3.56 3.53 

2007-08 9.86 6.55 12.37 3.90 3.88 

2008-09 14.28 8.40 12.83 4.16 4.13 

2009-10 12.31 8.45 12.59 4.51 4.48 

2010-11 9.73 11.42 13.61 4.91 4.86 

2011-12 16.51 14.65 15.06 5.24 5.20 

2012-13 12.19 16.34 15.88 5.48 5.45 

2013-14 14.75 19.05 18.28 5.74 5.67 

 

Table-2 Top countries Export, Import, India’s Total exports and imports (in lacks) 

Rank Country Export Import Year India’s Exports India’s Imports 

1. China 41,592.79 280,089.01 2016-17 184,942,875.55 257,766,559.22 

2. U S A 174,707.11 90,872.79 2015-16 171,637,804.58 249,029,808.12 

3. U Arab Emts 109,479.77 83,333.57 2014-15 189,634,841.76 273,708,654.84 

4. Hong Kong 56,836.02 41,391.08 2013-14 190,501,108.86 271,543,390.04 

5. Saudi Arab 18,230.87 77,226.36 2012-13 163,431,828.96 266,916,195.49 

6. Korea 15,777.19 63,785.41 2011-12 146,595,939.96 234,546,249.34 

7. Germany 30,809.03 47,798.93 2010-11 113,696,426.38 168,346,554.76 

8. Switzerland 3,378.06 72,893.93 2009-10 84,553,364.39 136,373,554.76 

9. Indonesia 12,783.12 60,632.91 2008-09 84,075,505.87 137,443,555.45 

10. Australia 14,612.07 49,246.94 2007-08 65,586,352.18 101,231,169.93 

                           Source: www.commerce.nic.in 

 

 
The bar graph highlights India’s trade relationship with its top ten partner countries. The United States stands out as India’s 

most significant export destination, with exports (174,707 million $) nearly double the imports (90,873 million $), reflecting a 

favorable trade balance. Similarly, the United Arab Emirates and Hong Kong also show stronger export performance compared to 

http://www.commerce.nic.in/
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imports, making them important markets for India’s outward trade. On the other hand, countries like Switzerland, Indonesia, and 

Australia demonstrate the opposite trend where India imports substantially more than it exports, showing dependency on these nations 

for certain goods and commodities. China represents the most striking imbalance in India’s trade profile. Imports from China (280,089 

million $) vastly overshadow India’s exports (41,593 million $), creating a huge trade deficit that significantly contributes to India’s 

overall import bill. This dependency highlights structural challenges in India’s manufacturing and technology sectors, which rely 

heavily on Chinese goods. The graph thus underlines the urgent need for India to diversify its export markets and strengthen domestic 

industries to reduce dependency on imports, particularly from China and other resource-heavy economies. 

 

1. Correlation between FDI and GDP/GNP 

The correlation analysis shows a coefficient of 0.91, indicating a very strong positive relationship between FDI inflows and GDP/GNP. 

This suggests that foreign investment contributes significantly to productive activities, technology transfer, and employment generation 

in India. 

2. Foreign Trade and GDP Growth 

Exports and imports together form a substantial share of India’s GDP. Between 2007–08 and 2016–17, exports rose from ₹65,586,352 

lakh to ₹184,942,875 lakh, while imports increased from ₹101,231,169 lakh to ₹257,766,559 lakh. This rising trend reflects India’s 

deepening global integration. The correlation analysis reveals a strong positive relationship between foreign trade and GDP growth, 

leading to the rejection of the null hypothesis. 

3. Foreign Reserves and Growth 

Foreign reserves act as a buffer against external shocks and enable stable trade financing. The analysis shows a significant positive 

correlation between foreign reserves and GDP, confirming that stronger reserves contribute to macroeconomic stability and growth. 

4. Top Trading Partners 

Trade data reveals that the top ten countries account for nearly half of India’s total trade. China is India’s largest import partner, while 

the USA and UAE rank as top destinations for exports. This concentration underscores both opportunities and vulnerabilities in India’s 

trade structure. 

5. Structural Trends 

India’s trade basket has gradually shifted from traditional agricultural exports to high-value goods and services, particularly in 

information technology and pharmaceuticals. However, dependence on energy imports remains a persistent challenge. 

 

FINDINGS OF THE STUDY 

1. FDI has a strong positive correlation with GDP and GNP, highlighting its role in accelerating economic growth. 

2. Foreign trade significantly contributes to GDP growth, proving essential for India’s development strategy. 

3. Foreign reserves are positively associated with growth, underlining their importance for economic stability. 

4. Export promotion schemes (MEIS, SEIS, EPCG, MAI, MDA) have played a crucial role in supporting trade expansion. 

5. The period 2007–17 witnessed consistent growth in exports and imports, although imports remained higher. 

6. Trade agreements with countries such as Afghanistan, Japan, Malaysia, and South Korea have facilitated India’s integration 

into global markets. 

7. The Foreign Trade Policy (2015–20) provided a framework to enhance exports and regulate imports effectively. 

 

Government Policies and Trade Agreements 

The Government of India has actively promoted exports through initiatives such as: 

• Merchandise Exports from India Scheme (MEIS) and Service Exports from India Scheme (SEIS). 

• Export Promotion Capital Goods (EPCG) scheme encouraging modernization of export-oriented industries. 

• Market Access Initiative (MAI) and Marketing Development Assistance (MDA) schemes. 

In addition, India has entered into various Preferential Trade Agreements (PTAs) and Comprehensive Economic Partnership 

Agreements (CEPAs) with countries like Afghanistan, Japan, Malaysia, and South Korea. These agreements strengthen India’s trade 

position by reducing tariffs and expanding market access. 

 

CONCLUSION AND SUGGESTIONS 
Foreign trade has been a central pillar of India’s economic transformation over the past three decades. The analysis demonstrates a 

strong positive correlation between trade, FDI, reserves, and GDP growth, affirming the importance of openness in driving 

development. 
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However, challenges remain. India’s persistent trade deficit, reliance on imports for energy and technology, and vulnerability to global 

shocks demand a cautious approach. Export diversification, infrastructure development, and policy stability are critical for sustaining 

competitiveness. 

 

Suggestions 

1. Strengthen manufacturing under Make in India to reduce dependence on imports. 

2. Promote high-value exports in sectors like IT, pharmaceuticals, and green technology. 

3. Expand bilateral and multilateral trade agreements to diversify markets. 

4. Enhance trade infrastructure such as ports, logistics, and digital systems. 

5. Build stronger foreign reserves to cushion against external volatility. 

In conclusion, India’s future economic success depends on striking a balance between leveraging global opportunities and strengthening 

domestic capacities. Exports must be positioned as the engine of growth to achieve self-reliance and global competitiveness. 
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