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ABSTRACT:

The favorable trade volume of a country in the present dynamic world has great significance
on the country’s economic growth and prosperity. In this direction, the most fabulous step
that India has taken is the adoption of economic reforms in 1991. The conservative
approaches of India’s foreign trade had thrown out and adopted barrier-less approaches to
boost the country’s external trades. The South Asian Association for Regional Cooperation
(SAARC) comprising eight states of the south Asian countries was formed to enhance the
volume of trade among the member countries. In this connection, the present paper is an
attempt to analyze the changes that occurred due to adoption of new trade policies in India’s
trade performance with SAARC countries as well as with rest of the world. The secondary
data from various sources are collected and used to analyze the India’s trade performance
with SAARC countries after adoption of economic reforms in 1991. The analysis of the
study indicates a positive relationship in India’s trade performance and adoption of
economic liberalization in 1991. It is also endorses from the analysis of the study that
growth of trade with SAARC countries shows a positive trend compare to India’s overall
trade performance with rest of world.

Key Words: SAARC, Trade, Economic Growth, Economic Reforms, Compound Annual
Growth. Paired t test.
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INTRODUCTION:

India’s external trade was endowed with new energy due to adoption of liberal trade policies
in 1991. As India had been following a conservative approach of strict economic
management, import-substitution and exchange controls policies, which significantly
restricted external trade during pre-liberalization period. After adoption of new liberalization
policies India’s volume of trade reaches a new momentum with its neighboring countries as
well as rest of the world.

To promoting the greater regional economic cooperation and trade, the south Asian countries
forms South Asian Association for Regional Cooperation (SAARC) comprising seven South
Asian countries; Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka was
formed in 1985 with the adoption of its Charter at its first Summit in Dhaka, Bangladesh
(Hirantha, 2004).
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Alam et. al., (2011) pointed out that the eighth country Afghanistan was added on the request
of India on November 13th, 2005 and became a member of SAARC on April 3, 2007.

The SAARC countries comprise 3% of the world's area, 21% of the world's population and
4.21% of the global economy, as of 2019. It was created for the purpose of developing
trustable and peaceful relationship among the neighboring states, to promote the welfare of
the people of south Asia and to improve their quality of life, accelerate economic growth,
strengthen collective self-reliance, promote active collaboration etc. Trading is an important
way, through trade, SAARC member states able to interact with large population of eight
countries. It also helps the member states to take the competitive advantages globally over the
trade items of other member states (Alam et al., 2011).

While in the initial years regional cooperation did not cover core issues related to trade and
investment, a major initiative promoting greater regional economic cooperation was
undertaken in 1991, when it was decided to establish a SAARC Preferential Trading
Arrangement (SAPTA) (Nisha Taneja, 2001).

Later, The South Asian Free Trade Area (SAFTA) came into force in 2006. It is the free
trade arrangement of the South Asian Association for Regional Cooperation (SAARC).
SAFTA is a free trade agreement confined to goods, but excluding all services like
information technology. Agreement was signed to reduce customs duties of all traded goods
to zero by the year 2016.

The present paper is an attempt to measure the trend and growth India’s foreign trade with
SAARC countries in comparison with total foreign trade after adopting India’s economic
reforms (1991). The study is based on secondary data collected from various sources. The
data collected are used to analyses the trend and growth of the India’s foreign trade with
SAARC countries in contest of India’s total trade after adopting the liberalization of Indian
economy 1991. For analysis of the study, Simple statistical tools like Annual Growth Rate
in percentage (AGR %), Compound Annual Growth Rate in percentage (CAGR %),
charts/diagrams, calculation of mean, SD, SE, paired t test etc. are used.

Review of Literatures

There are lots of studies conducted on India’s trade with SAARC countries and with rest of
the world. Here we reviewed some of studies conducted in this field.

The studies of Maheswari (2017), Harikumar (2014), Sahni (2014) and Singh (2014)
found that India's foreign trade has significantly changed in the post reforms period as trade
volume rose and the composition of exports has undergone several significant changes. In the
study of Pushpalata Singh (2014) it was revealed that though the total exports and imports
both have increased but the growth rate of imports is more than the growth rate of exports. It
is also found that manufactured goods compose major portion of the export goods while
petroleum and crude products contribute major portion of the imported goods. According to
the P. Chattopadhyay, (2010) neighborhood policy is an important aspect of a country's
foreign policy and cooperation at the regional level was becoming a necessity for countries to
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adjust to the forces of globalization and liberalization. Patgiri and Hazarika (2016) argued
that the foreign policy of a state which is primarily motivated by its desire to promote
national interest.

According to Hirantha, (2004) to promote the greater regional economic cooperation and
trade, the south Asian countries form South Asian Association for Regional Cooperation
(SAARC) in 1985 with the adoption of its Charter at its first Summit in Dhaka, Bangladesh.
After a decade's existence, the SAARC launched the South Asian Preferential Trading
Agreement (SAPTA) in 1995 as the second step. In July 2006, the South Asian Free Trade
Agreement (SAFTA) came into effect after another decade, as the third step towards regional
integration (Nisha Taneja, 2001), (Bandara, 2009).

As Shyam Saran, (2008) has argued: South Asia is today the politically correct way to refer
to a region once better known as the Indian subcontinent. (Sharma, 2001) points out that a
universal realization among the third world counties for self-help and collective help in
pursuing the goals of economic progress and development impelled the countries of South
Asia to forge a regional grouping despite their earlier misgivings and apprehensions.

The studies like (Alam et al., 2011), (Akram et al., 2014) and (Sharma, 2001) highlights
that bilateral disputes between India and other members of SAARC, particularly between
India and Pakistan continue impede and torment SAARC process. (Akram et al., 2014)
found in their study, India’s trade with the SAFTA members has not been very impressive,
even the trade is much below the true potential. Dhungel (2004) observed that actual
progress and achievement in implementation of SAARC agendas are very insignificant due to
presence of relatively high trade barriers. The share of trade originating in the region has
increased in the last decade but still lags behind in many similar regional arrangements. This
view was supported by Pitigala (2005), he founds that the trade structures of SAARC
countries might not facilitate a rapid increase in intraregional trade due to weak trading
relations among SAARC countries.

(Bhattacharya, 2004) highlights India- Bangladesh trade scenario, he argues that in a free
trade regime will be increase in India's exports more than the increase in its imports from
Bangladesh. Non-tariff barriers (NTB) are also a major deterrent to Bangladesh's exports to
India, as India’'s NTB coverage ratio is much higher than Bangladesh. Shrestha (2003) in this
study has made an attempt to analyses some of the key issues related with Indo-Nepal trade
relation. He states that Indo-Nepal trade is very important for the economic development of
both these countries. Nisha Taneja (2001) conducted her study to find out whether the South
Asian Free Trade Agreement (SAFTA) leads to a shift of informal trade from the unofficial
to the official channel? Her analysis of trade flows in the region reveals that India has a trade
surplus with all the south Asian countries on the official trade account.

(Abdullah, 2000) Points out that South Asia is a deeply troubled region where each country
is struggling to break out of its underdevelopment and out of the vicious nature of internal
and inter-state politics.
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Significance of the Study:

The economic liberalization of (1991) has completely changed the India’s external trade
scenario by removing the barriers come in the way of smooth foreign trade. As a result, there
was a tremendous growth in India’s foreign trade. The growth of external trade has been
monitored not only with neighboring countries but also with the rest of the world. The south
Asian countries form South Asian Association for Regional Cooperation (SAARC) to
promote the greater regional economic cooperation and trade and later they formed South
Asian Preferential Trading Agreement (SAPTA) and South Asian Free Trade Agreement
(SAFTA) to enhance the formal trade within the SAARC countries. So it is very important
know the direction of India’s improved external trade and position of India’s trade balance
with SAARC countries and with rest of the world during post reforms period. In this regard
present study is an attempt to measure the trend and growth India’s foreign trade with South
Asian countries and India’s overall foreign trade after adopting economic reforms in 1991.

1. Obijective of the Study
The present paper has been conducted to measure the trend and growth India’s foreign trade
with SAARC countries in comparison with total foreign trade after adopting India’s
economic reforms (1991). So the broad objectives are:-
1) To measure the volume of trade with SAARC countries in context of India’s total
foreign trade.
2) To examine the trend and growth pattern of India’s trade with SAARC countries.

3) To study the India’s trade balance with SAARC countries in comparison with India’s
overall trade balance.

2. Hypothesis of the Study
The present paper has fixed the following hypothesis(s).
HO: There is no significant improvement in trade balance with SAARC countries in
comparison with trade balance of India’s total trade after adopting economic reforms (1991).
H1: There is significant improvement in trade balance with SAARC countries in comparison
with trade balance of India’s total trade after adopting economic reforms (1991).

3. Data and Methodology of the Study

The paper is based on secondary data collected from various issues of Statistical Handbook
published by RBI, World Bank database and other published sources. The data collected are
used to analyses the trend and growth of the India’s foreign trade with SAARC countries in
contest of India’s total trade after adopting the liberalization of Indian economy 1991. The
India’s foreign trade data of 29 years from 1990-91 to 2018-19 have been collected and use
for the study.

For analysis of the study, Simple statistical tools like Annual Growth Rate in percentage
(AGR %), Compound Annual Growth Rate in percentage (CAGR %), charts/diagrams,
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calculation of mean, SD, SE etc. are used. The paired t test has been also conducted to see
whether there is any significant improvement in trade balance with SAARC countries in
comparison with trade balance of India’s total trade after adopting economic reforms (1991).
For annual growth rate (in percentage) the following formula has been used.

Yt—-Yt—-1

Vo1 )X 100

Whereas GRt is the growth rate of the t time period, Yt and Yt-1 are the value of variables
at t" and one year back of the t! time period

The compound annual growth rate also estimated in the present study to see the justified
annual growth of export, import and total trade during the study period of 29 years. For
compound annual growth rate the formula have been used as

GRt=(

_(YF o _(YF e
CAGR—(Y—) ~1 and  CAGR% = (Y—) —1X 100

0 0
Whereas, CAGR is the compound annual growth rate. Y is the final value of the variable Y,

Yo is the initial value of the variable Y and t is the time in years.

The trade balance (i.e. net export) has been calculated for the study period from row data and
paired t test estimated to see the significance level in trade balance with SAARC countries in
comparison with trade balance of India’s total trade.

4. Results and Discussion

The South Asian Association for Regional Cooperation (SAARC) is a union of states in
South Asia, where all the member states came together for promotes economic development
and barrier less trade among them. In case of India’s perspective SAARC is economically
beneficial region where India can achieve trade advantage. Some studies already pointed out
that India has positive trade balance with member states of the SAARC union. After adopting
the economic reforms in 1991, India has witnessed huge growth in foreign trade. But the
volume of foreign trade with SAARC countries is negligible in compare with India’s total
foreign trade. To find out the share of India’s trade with SAARC countries in compare with
India’s total foreign trade, the mean value of export, import and total trade of the study period
has been calculated and represented via following pie diagrams.

Figure-1 highlights that India export only 6% out of its total exports to SAARC countries
and import only 1% of its imports from the SAARC countries as shown in the Figure-2. India
has only 3% of its total foreign trade with SAARC union (Figure-3). So, the volume of trade
with SAARC countries is very low in comparison with India’s total foreign trade.
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Figure-1
Share of India's Export to SAARC Countries

6%

M India's Export Share with SAARC
Countries

Figure-2
india's Imports Share of India's Imports to SAARC Countries

From SAARC
Countries
1%

Figure-3
Share of India's Foreign Trade with SAARC Countries

India's Total Trade

with SAARC
Countries
3%

The economic reforms in 1991 removed various administrative control and barriers on India’s
foreign trade, which results a spectacular improvement on the growth of India’s foreign trade.
The present study has an objective to see the trend and growth of India’s trade with other
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SAARC countries during the post reforms period. Figure-4 presents the annual growth trend
of India’s exports and imports with SAARC countries.

Figure-4
Annual Growth of Exports and Imports with SAARC
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The annual growth of exports and imports are not uniform during the study period. It has
noticed that during 1998-99 the annual import growth was highest i.e. 124.9% and in the year
1993-94 it has recorded highest negative growth of -30.4% from other SAARC countries.
Whereas in case of annual export growth to the other SAARC countries, the highest growth

recorded as 60.08% in the year 1991-92 and lowest growth recorded as -14.4% in the year
1999-00.

Figure-5
Compound Annual Growth Rate in Percentage (CAGR %)
From 1990-91 to 2018-19

| World SAARC | World SAARC | World
CAGR % of India's Exports

SAARC |
CAGR % of India's Imports

CAGR % of India's Total
Trade

Figure-5 shows a comparative Compound Annual Growth Rate in percentage (CAGR%) of
India’s trade between with other SAARC countries and India’s total trade. During the post
reforms period, India’s CAGR% of export with other SAARC countries has increased at
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20.5% compare to India’s total CAGR% export as 16.4%. So, India has experienced higher
export growth to the other SAARC countries from its overall export growth to the world.
Similarly in case of Compound Annual Growth Rate (CAGR) of import, India’s imports form
other SAARC countries has increased at the rate of 18.9% and overall imports raised at
17.1% during the post liberalization period. In case of total trade, India’s foreign trade with
SAARC countries has recorded at CAGR of 20.2% whereas India’s total trade with world has
increased at CAGR of 16.8%. Hence it is clear that India’s foreign trade has improved much
higher with SAARC countries compare to India’s overall foreign trade performance. The
present paper has objectives to examine and measure the trend, growth and share of India’s
trade with SAARC countries in comparison with India’s overall foreign trade. So, the first
two objectives of the study are hereby answered by saying that though the share of India’s
trade with other SAARC countries are negligible but it has been noticed that there is a
spectacular growth of India’s trade with SAARC countries compare to total trade growth with
world after adopting the economic reforms in 1991.

The measurement of trade balance (i.e. net export) helps us to understand whether the foreign
trade is favorable for home country or not. The third objective of the paper is to examine the
India’s trade balance with SAARC countries in comparison with India’s overall trade
balance. Table-1 demonstrates the descriptive statistics of India’s trade balance with SAARC
countries and trade balance of India’s overall trade.

Table-1
Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
Trade balance of India’s | 11286948.4 | -3349.6 | -355420.243 | 402561.0042
overall trade
Trade balance with
SAARC countries 29 721.0 146844.2 36955.729 44117.3986
Valid N (listwise) 29

The mean value of the trade balance of India’s overall trade shows negative value i.e. -
355420.243. The minimum and maximum values of India’s trade balance regarding overall
trade recorded as -1286948.4 and -3349.6. Whereas India’s mean trade balances with
SAARC countries recorded as 36955.729. The minimum and maximum values of India’s
trade balance with SAARC countries as 721.0 and 146844.2. The mean values of trade
balance clearly explain that India has favorable trade balance with SAARC countries and
unfavorable trade balance in respect of India’s overall trade. So, it is clear that India has
better trade balance performance with SAARC countries in comparison with trade balance of
India’s overall trade.
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Table-2
Paired Samples Test

Paired Differences

Std. Error t df | Pvalue

Mean Std. Deviation
Mean

Trade balance
India’s overall trade
- Trade balance -392375.9718 | 443876.7599 | 82425.8450 | -4.760 | 28 .000
with other SAARC
countries

Pair

*p<0.01

In the present paper, the paired t test also conducted to see whether there is any significant
improvement in trade balance with SAARC countries in comparison with trade balance of
India’s overall trade after adopting economic reforms in 1991. Table-2 shows the result of
paired t test, where the value of t statistics is negative (i.e. -4.760) and p value 0.000 is less
than the level of significance value p<0.01, indicating that there is significant improvement in
trade balance with SAARC countries compare to trade balance of India’s overall trade after
adopting economic reforms in 1991. Hence the null hypothesis is hereby rejected and
alternative hypothesis is accepted. So, the results of the study here fulfill all the objectives
and it is clear that economic liberalization in India made better performance in its foreign
trade with other SAARC countries in comparison to India’s overall foreign trade
performance.

CONCLUSION

The economic reforms of 1991 has widened India’s concept of external trade. The
conservative approach of strict economic management, import-substitution and exchange
controls policies has been removed and India’s volume of trade reaches a new high with its
neighboring countries as well as rest of the world. In the study we attempted to measure the
trend and growth of India’s foreign trade with South Asian countries and overall foreign trade
during the post reforms period.

The study is based on secondary data and for data and for analysis Simple statistical tools like
Annual Growth Rate in percentage (AGR %), Compound Annual Growth Rate in percentage
(CAGR %), charts/diagrams, calculation of mean, SD, SE, paired t test etc. are used. The
study reveals that India has experienced higher trade growth with SAARC countries compare
to India’s overall trade growth during the post liberalization period. But the volume of trade
with SAARC countries is very low in comparison with India’s total foreign trade. The results
of the study here fulfill all the objectives and it is clear that India made better performance in
its foreign trade with other SAARC countries in comparison to India’s overall foreign trade
performance after adopting the economic reforms in 1991.
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