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Abstract

A protected economy fails to develop its desired potential.
(Mahmood, 2014) revealed that liberalization introduces
superior competition in the protected domestic environment and
brings a beneficial and healthy atmosphere. India also accepted
the policy of liberalization in 1991 to overcome the problem of
BOP crises and to improve trade performance. The present study
is undertaken to determine the impact of liberalization on India's
trade performance and economic growth (GDP). To find out the
impact of liberalization, the study period has been divided into two
parts: pre & post-liberalization periods.

The study is selected from 1960-2021 and a total of three
variables are undertaken for the study i.e. Export (X), Total Trade
(TT) & Gross Domestic Product (GDP). To analyse the impact of
liberalization and to study the growth of X, TT, and X & TT as % of
GDP the study period has been divided into two parts: 1960-
1991 (period of pre-liberalization) and 1991-2021 (period of
post-liberalization). The data of X, import, TT, and GDP will be
denotedin INR. The study is based on secondary data.

To analyse the change in performance of export, import, and
percentage share of X and TT in GDP due to the intervention of
liberalization between two different time periods, the paired
sample t-test is used with four pairs. Data are analysed with the
help of SPSS version 20. To find out the magnitude effect of
liberalization, the Eta Squared is used.

The paper's findings show a remarkable increase in the mean
values of all four pairs during the post-liberalization period
compared to the pre-liberalization period. Hence, the paper
concluded that liberalization has a positive impact on India's trade
performance and GDP

Key Words: Liberalization, Economic growth or Gross Domestic
Product (GDP), Export (X), Total Trade (TT), Export as % of GDP
(X% of GDP), Total Trade as % of GDP (TT % of GDP).

Introduction
A protected economy fails to develop its desired potential.

(Mahmood, 2014) revealed that liberalization introduces superior
competition in the protected domestic environment and brings a
beneficial and healthy atmosphere. Hence, it encourages
domestic producers to produce qualitative goods at the lowest
possible costto capture the largest market share.

India after freeing itself from the clutches of Britishers in 1947,
embarked upon the path of economic development and self-
reliance. To attain these objectives, India adopted the policy of
import substitution and export Promotion (EP). To protect
domestic industries from international competition much
emphasis was laid on the policy of import substitution which was
followed up to the early seventies. But by the mid-1970s, the
government was disappointed with the policy of import
substitution and started liberalization of trade policies in the late
1970s, which resulted in a surplus trade balance in 1972-73 and
1976-77. But again due to some other political instability, external
disturbances and repercussions of the 1980s debt crises, India
faced a huge trade deficit and to overcome the problem, it
compromised by the condition imposed by the International
Monetary Fund (IMF), the World Bank (WB) (the Bretton Woods
institutions) and the U.S. government to open the economy and
liberalize economic policy. Hence, finally, India moved on the path
of economic reform (new economic policy of liberalization,
privatization and globalization) in 1991. The new policies have
liberalized various controls on production, imports, intermediate
goods and advanced technology. The main aim of these reforms
is to move towards openness, that is, import liberalization and
remove barriers to exports. Trade liberalization is an important
component of economic liberalization and includes the removal
of tariffs and non-tariff barriers.

Liberalization in India: The process of liberalization started in
Indiain 1991 and is related to the adoption of the liberal approach
to strengthen the Indian economy. (Arthur & Sheffrin 2002)
mentioned liberalization to the relaxation of previous government
boundaries, generally in the areas of social or economic policy.

Trade Liberalization: The process of liberalization is very
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specific to trade liberalization and a significant constituent of
economic liberalization, which involves the lessening of trade
barriers, such as tariffs (surcharges and duties) and non-tariff
barriers (quotas, licensing and other requirements). Basically,
trade liberalization refers to the elimination or lessening of
barriers to the free flow of goods and services.

India also accepted the policy of liberalization in 1991 to
overcome the problem of BOP crises and to improve trade
performance. But, has liberalization benefited India's trade
performance? Has India's trade deficit converted into a trade
surplus or balance trade? Is there continuous escalation in India's
export over import post-liberalization? Has there continuous
increase in the contribution of TT to the real GDP of India? Is the
contribution of export in real GDP greater than the import? Is
there a continuous increase in the contribution of export to real
GDP? These are the set of questions, which are to be answered in
this section.

Review of Literature

At the world level, various studies have been conducted by using
varied statistical tools, related to the area of research. They are as
under:

Ghani, 2011 examined the impact of trade liberalization on
exports, imports and Gross Domestic Product (GDP) per capita
of 24 Organization of the Islamic Conference (OIC) member
countries who had adopted the liberalization process since the
1970s. The study investigated the impact by dividing the span of
time for every country into three positions: five years pre, during
and post-liberalization. The study searched that the process of
trade liberalization has not improved the ratios of exports,
imports and TT over GDP, though it has improved the per capita
GDP growth in the mediumterm.

Marelli & Signorelli, 2011 analysed the impact of reforms on the
economic growth of China and India for the span of 28 years from
198010 2007 by using a time-series and panel approach. Initially,
the paper followed a time-series approach, but that did not prove
satisfactory as it fails to exploit the information of the entire
variable, therefore later on panel approach was used. Significant
results were obtained in the econometric investigations, which
highlighted the positive impact of openness and Foreign Direct
Investment (FDI) on the economic growth of China and India. The
paper also focused on the economic shocks faced by these two
economies dueto a high degree of opennessin the short run.

Manni & Inbe Afzal, 2012 investigated the impact of trade
liberalization (trade openness) on export, import, inflation and

growth with particular reference to Bangladesh's economy for the
span of the period 1980-2010. They measured the trade
openness by summing export and import divided by GDP. The
objective was to find out the after-effects of trade liberalization on
the above-mentioned variables by using the simple Ordinary
Least Squares (OLS) method. The investigation indicated an
increase in GDP growth rate, real exports and real imports
subsequent to liberalization without affecting the inflation in the
economy. The quantitative study suggested the favorable effects
of more openness on economic development.

Zulfigar & Kausar, 2012 scrutinized the effect of trade
liberalization and effective exchange rate on the X performance of
Pakistan's economy, on the basis of annual time series data for
the period 1981-2010 by using Vector Error Correction Model
(VECM). The study established that liberalization has a
substantial and positive impact on export growth in the long run.
The study also found that the world income and real effective
exchange rate have a positive and noteworthy impact on export
growthinthe case of openness while FDI has a negative effect.

Asiedu, 2013 evaluated the short-run and the long-run effect of
trade liberalization on the real GDP growth rate in Ghana for the
period 1986-2010 by using the aggregate production function
and the Autoregressive Distributed Lag approach for estimation.
Trade openness was used as a substitute for liberalization. The
study concluded a significant and positive relationship between
trade liberalization and real GDP growth in the long run in Ghana.
Population and capital stock were found to have positive impacts
on real GDP growth in both the long run and short run, whereas
FDIwas found to have a negative effect on real GDP growth.

Kassim, 2013 explored the effect of trade liberalization on export
and import growth across 28 Sub-Saharan African countries
from 1981 to 2010 by using panel data and time series/cross-
sectional approach. The study investigated that trade
liberalization upsurges the growth of exports and imports, but,
the growth of imports was faster than exports, which showed
that the trade liberalization has deteriorated the trade balance of
the country.

Zakaria, 2014 observed the effects of trade liberalization on
exports, imports and trade balance in Pakistan for the period
1981-82102007-08, using time series analysis. Pakistan started
the process of trade liberalization in the 1980s by eliminating
quantitative restrictions and lessening the X and import duties.
The empirical study inspected that the abolition of export and
import duties has considerably affected X growth and imports in
Pakistan with a greater impact on imports than on exports and
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this has worsened the trade balance in Pakistan. This study
mentioned that its result was consistent with the results of the
previous studies, which highlight that trade liberalization
worsened trade balance in the short run in developing countries.
He also focused that liberalization encourages both price and
income elasticity of exports, imports and trade balance.

Sahni, 2014 assessed the effect of trade liberalization on India's
export performance using the time series data for the span of
time 1980-81 to 2010-11. To investigate the trends in India's X
behavior in pre and post-liberalization, this study divided the time
period of study into two sub-periods the pre-reform period from
1980-81to 1991-92 and the post-reform period from 1992-93 to
2010-11. The resultindicated a significantimprovement in India's
X performance post-liberalization with a noticeable change in the
composition, direction, volume and value of X. But, this study
highlighted that despite of increase in value and volume of X,
India's share in the world X has not up to the mark.

Mahmood, 2014 observed the effect of trade liberalization on the
economic growth of selected five SAARC member countries
(India, Pakistan, Nepal, Bangladesh and Sri Lanka) for the period
2000 to 2012, using panel data estimation technique
(Generalized methods of moments/dynamic panel data). To
represent trade liberalization, this study used Fraser trade
freedom indices along with import and X of goods and services
and to represent the growing prosperity, it uses GDP growth, GDP
per capita growth and Gross National Income (GNI) growth. The
study explored that trade liberalization is contributing to the
economic prosperity of the selected SAARC member countries.

Hema , 2021 examined the long-run relationship and causality
direction among three variables i.e. trade liberalization, economic
growth and industrial performance in India post-liberalization and
established a relationship of various determinants of industrial
performance with industrial value added. She used the co-
integration technique (ARDL model) to find out the long-run
relationship and the granger causality test in a multivariate VAR
framework to test the direction of causality. She found a positive
correlation between various determinants of industrial
performance (like GDP, GFCF, labour force, X, the tariff on import,
secondary education & trade liberalization) and industrial value
added. She observed the existence of a positive relationship
between industrial value, trade liberalization and economic
growth.

Research Gap
Though there are rapidly growing literature on the interaction
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among trade liberalization, X performance and economic growth,
none has analysed the performance of X, TT and GDP in the
context of India during the pre and post-liberalization era. Hence,
this study is undertaken to analyse the impact of trade
liberalization on India's trade performance and economic growth
(GDP) during the pre and post-liberalization eras.

Statement of the Problem
The statement of the problemis as under:

“A Study of Impact of Liberalization on India's Trade Performance
and GDP”

Objectives of the Study
This study is conducted to achieve various objectives:

i. To compare the performance of X and TT during the pre and
post-liberalization era.

ii. To compare the performance of X and TT as % of GDP during
pre and post-liberalization era.

iii. To find out the magnitude of the effect of liberalization on X, TT
andX &TT as % of GDP.

Hypothesis

A hypothesis is a tentative assumption, which will be tested to
either prove or disprove it. This requires proper testing to confirm
its validity and finally, the results drawn may become either part
of a theory or the theory itself. The major Hypotheses of this
research are:

. There is no significant difference between India's X, TT, X & TT
as % of GDP in the pre and post-liberalization eras.

ii. The magnitude of the effect of intervention i.e. liberalization on
X, TT, X&TT as % of GDP is not very significant.

Research Methodology

The research methodology provides the path to the researcher.
As per Kothari, 2006 the studies of research methods provide us
with the knowledge and skills that we need to solve the problem
and meet the challenges of a fast-paced decision-making
environment.

Research Methodology is the backbone of every study. Research
Methodology is the study of the formation, coherent organization,
methods, and means of activity. It includes sources of data
collection both primary and secondary, identification of relevant
variables analysis and tabulation of data, their interpretation and
report writing.

The methodology adopted for the study is discussed as follows:
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Scope of the study: The area or scope of the study is limited to the period from 1960-2021 and total of three dependent variables are
undertaken for the study i.e. X, TT & GDP. Further to find out the impact of liberalization and to study the growth of X, TT and GDP, the
period of the study has been divided into two parts: 1960-1991 (period of pre-liberalization) and 1991-2021 (period of post-
liberalization) to analyse the impact of liberalization. The data of X, import, TT and GDP will be denoted in INR.

Sources of Data: To achieve the pre-determined objectives of the study, this research study is based on secondary data. The
secondary data s collected from several newspapers, books, journals, bulletins, periodicals, thesis and websites like websites of RBI,
NSO, DOC, and DGCI&S.

Analysis of Data: Since, the basic objective of the study is to find out the impact of liberalization on India's trade performance i.e. we are
going to check whether there is a change in India's trade performance after the adoption of liberalization, Privatization and Globalization
(LPG). Hence, to check the change between two differenttime periods, we will use Paired Sample T-test. The next objective is to find out
the extent of change i.e. the magnitude of the effect of liberalization on X, TT, X % of GDP and TT % of GDP. To fulfill this objective we will
use the Eta-squared test. Hence, two techniques were used to analyse data. They are:

Paired sample T-test: Paired Sample T-test compares the means of two observations or populations taken from the same related units,
objects & individuals. In this, the intervention is administered between the two time periods. Hence, paired sample t-test is best suited
for our study. SPSS version 20 has been used for the analysis of data.

Eta-Squared Test: This testis generally used to find out the magnitude of the effect of intervention i.e. liberalization on X, TT and X and
TTas % of GDP This is the most commonly used effect statistic.

Table-1: India's Trade Performance Pre-Liberalization (Rs. Crore)

GDP at Basic
Year (includi)r(1g rex) | meort T?gcliaen(céaOT) m ngigeatzgg’qﬁz”t % i)(f%SDP as %T; GDP
1960-61 947 1025 78 1972 737044 0.13 0.27
1965-66 1269 2218 -949 3487 872598 0.15 0.40
1967-68 1199 2008 -809 3207 940367 0.13 0.34
1968-69 1358 1909 551 3267 972226 0.14 0.34
1969-70 1413 1582 -169 2995 1035807 0.14 0.29
1970-71 1535 1634 99 3169 1089226 0.14 0.29
1971-72 1608 1825 217 3433 1107121 0.15 0.31
1972-73 1971 1867 104 3838 1100995 0.18 0.35
1973-74 2523 2955 432 5478 1137279 0.22 0.48
1974-75 3329 4519 1190 7848 1150759 0.29 0.68
1975-76 4036 5265 1229 9301 1256053 0.32 0.74
1976-77 5142 5074 68 10216 1276942 0.40 0.80
1977-78 5408 6020 612 11428 1369581 0.39 0.83
1978-79 5726 6811 -1085 12537 1447819 0.40 0.87
1979-80 6418 9143 2725 15561 1371980 0.47 113
1980-81 6711 12549 5838 19260 1464394 0.46 1.32
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