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Composition and direction of 

India’s foreign trade 

1)increasing share of gross 

national income - 

In 1990-91, share of India's 

foreign trade (import export) in 

net national income was 17 per 

cent which in 2006-07 rose to 25 

per cent. In 2006-07 exports and 

imports as percentage of GDP 

were 14.0 per cent and 21 per cent 

respectively. 

2) Less Percentage of World 

Trade: 

Share of India's foreign trade in 
world trade has been declining. In 



1950-51, India's share in total 
import trade of the world was 1.8 
per cent and in export trade it was 
2 per cent. According to World 
Trade Statistics, India's share in 

world trade has gone-up from 1.4 
per cent in 2004 to 1.5 per cent in 
2006 and estimated to be 2 per 
cent in 2009. 

3) Oceanic Trade: 

Most of India's trade is by sea, 

India has very little trade relations 

with its neighing countries like 

Nepal, Afghanistan, Myanmar, 

Sri Lanka, etc. Thus, 68 per cent 

of India's trade is oceanic trade: 

Share of these neighing countries 

in our export trade was 21.8 per 

cent and in import trade 19.1 per 

cent. 

4) Dependence on a Few Ports: For 

its foreign trade, India depends 

mostly on Mumbai, Kolkata, and 

Chennai ports. These ports are 



therefore, over-crowded. Recently, 

India has developed Kandla, 

Cochin, and Visakhapatnam ports to 

lessen the burden on former ports. 

5) Increase in Volume and 

Value of Trade: 

Since 1990-91, volume and value 

of India's foreign trade has gone 

up. India now exports and imports 

goods which are several times 

more in value and volume. In 

1990-91, total value of India's 

foreign trade was Rs 75,751 and in 

2008-09, it rose to Rs 22, 15,191 

crore. Of it, value of exports was 

Rs 8, 40,755 crore and that of 

imports was Rs 13, 74,436 crore. 

6) Change in the 

Composition of Exports: 



Since independence, 

composition of export trade of 

India has undergone a change. 

Prior to independence, India used 

to export agricultural products 

and raw materials, like jute, 

cotton, tea, oil seeds, leather, 

food grains, cashew nuts, and 

mineral products. It also 

exported manufactured goods. 

But now in its export kitty are 

included mostly manufactured 

items like, machines, ready-

made garments, gems and 

jewellery, tea, jute manufactures, 

Cashew Kernels, electronic 

goods, especially hardware's and 

software's which occupy prime 

place in exports. 



7) Change in the 

Composition of Imports: 

Since Independence, composition 

of India's import trade has also 

witnessed a sea change. Prior to 

Independence, India used to 

import mostly consumption goods 

like medicines, cloth, motor 

vehicles, electrical goods, iron, 

steel, etc. Now it has been 

importing mostly petrol and 

petroleum products, machines, 

chemicals-, fertilizers, oil seeds, 

raw materials, steel, edible oils, 

etc. 

8) Direction of Foreign 

Trade: 



It refers to the countries with 

whom a country trades. Main 

changes in the direction of 

foreign trade are as under: 

In the year 1990, in exports the 

maximum share, i.e., 17.9 per cent 

was that of Eastern Europe, i.e., 

Romania, East Germany, and 

U.S.S.R., etc. In import trade, 

maximum share, i.e., 16.5 per cent 

was that of OPEC, i.e., Iran, Iraq, 

Saudi Arabia, Kuwait, etc. In 

200809, the largest share in India's 

foreign trade (both imports and 

exports) was that of European 

Union (EU), i.e., Germany, 

Belgium, France, U.K., etc., and 

developing countries. Now, 

U.A.E., China and U.S.A. have 

occupied important place in India's 

foreign trade. The importance of 

England, Russia, etc., has 

declined. 

9) Mounting Deficit in Balance of 

Trade: 



Since 1950-51, India's balance of 

trade has been continuously 

adverse except for two years, 

viz., 

1972-73 and 1976-77 besides it has 

been mounting year after year. In 

1950-51 balance of trade was 

adverse to the tune of Rs 2 crore 

and by 1990-1991 it rose to Rs 

16,933 crore. After the policy of 

liberalization, the country has 

witnessed a rapid increase in it. In 

1999- 2000 it rose to Rs 

77,359crorc and in 2008-09 it 

amounted to 5, 33,680 crore. 

Fast rise in the value of imports 

and slow rise in the value of 

exports accounted for this 

tremendous rise in balance of 

trade deficit. 

10) Trend towards 

Globalization: 

Globalization and diversification 

mark the latest trend of India's 

foreign trade. India's foreign trade 

is no longer confined or a few 

goods or a few countries. 



Presently, India exports 7,500 

items to about 190 countries and 

in its import- kitty there are 6,000 

items from 140 countries. It 

unveiled the changing pattern of 

India's foreign trade. 

11) Changing Role of Public 

Since 1991 the role of public 

sector in India's foreign trade has 

undergone a change. Prior to it, 

State Trading Corporation (STC), 

Minerals and Metals Trading 

Corporation (MMTC), Handicraft 

and Handloom Corporation, Steel 

Authority of India Ltd. (SAIL), 

Hindustan Machine Tools (HMT), 

Bharat Heaw Electrical Limited 

(BHEL), etc., used to play 

significant role in India's foreign 



trade. As a result of 

implementation of the policy of 

liberalization, the importance of 

all these public sector enterprises 

has diminished. 
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What is Foreign Direct 
Investment? 

Foreign Direct Investment is a self-explanatory term. 

FDI is when an investor from another country 

(foreign country) makes an investment in a business 

situated in the country. Now such an investor can be 

an individual, firm, company, etc. 

Generally, the investor will acquire assets of the 

business or establishes business operations to get 

a controlling interest in the business in a foreign 

country. This is distinctly separate than buying the 

equity of foreign companies, i.e. portfolio 

investment. 
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Now, there are mainly three types of Foreign Direct 

Investments - horizontal, vertical and conglomerate. 

A horizontal investment would entail opening up the 

same business in a foreign country. 

And a vertical investment is when a slightly 

differentiated business is established in a foreign 

country. And conglomerate is when the investment is 

made even if the business is unrelated to its existing 

business. 

FDI in India 
Post the economic reforms of 1991, the FDI route to 

India became easier. Also, for a developing country 

sometimes domestic sources may not be enough. 



Hence, foreign capital can help fill the gaps between 

domestic savings and investment requirements. 

FDI is one of the important tools of economic growth 

for a developing nation like India. So to boost the 

flow of foreign investment the process of 

liberalization is undertaken. However, liberalization 

of an economy always comes with regulations. 

Routes for FDI 

Basically, there are two routes for FDI in India. 

There is the Automatic Route, where no approval or 

authority is required by the private foreign investor. 

He can invest in any company it wishes with no need 

for government approval. 

And then there is the Government Route. In this 

route there is no investment without the rior And 

then there is the Government Route. In this route, 

there is no investment without the prior approval of 

the Government of India. 



Foreign Direct Investment in India does not have a 

uniform rate. Some industries allow 100% FDI, i.e. 

the entire funds of the business can be from foreign 

direct investment. The percentages vary from 26% to 

49% to 51%. There are a few industries where FDI is 

strictly prohibited under any route. These industries 

are 

i. Atomic Energy Generation  

ii. Any Gambling or Betting businesses  

iii. Lotteries (online, private, 

government, etc)  

     iv. Investment in Chit Funds 

v. Nidhi Company 

vi. Agricultural or Plantation Activities 

(although there are many exceptions like 

horticulture, fisheries, tea plantations, 

Pisciculture, animal husbandry, etc) 



vii. Housing and Real Estate (except townships, 

commercial projects, etc) viii. Trading in 

TDR's. 

viii. Trading in TDR's 

ix. Cigars, Cigarettes, or any related tobacco 

industry 

There has always been opposing views about FDI in 

some sensitive industries like defence, insurance, 

media, etc. Because of the integrity of our 

democracy and the safety of our nation are at stake. 

So, for many such industries, the FDI limits are 

there. For example, defence industry allows only 

49% FDI. 
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