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ABSTRACT 

Foreign trade reflects economic links between individual economies and constitutes a 

portion of a country's foreign relationships, which includes the trade exchange of a 

portion of its production. Foreign trade is one of the growth indicators. Most economists 

agree that international trade in commodities and services has a beneficial impact on 

growth, increasing productivity per capita. Foreign trade, often known as international 

trade, has enormous economic relevance and benefits for developing country 

economies. The significance of international trade to growth in large-population, 

developing economies is examined in this article, with a focus on India. 
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I. INTRODUCTION 

Foreign trade expands a country's market for its products. Exports have the potential to 

boost national output and serve as a growth engine. Expansion of a country's foreign 

trade may revitalise an otherwise dormant economy and lead it down the road to 

wealth and growth. 

Increased foreign demand may result in large-scale production and lower unit costs as a 

result of economies of scale. Increased exports may lead to better utilisation of current 

capacity and hence lower costs, which could lead to even more export growth. 

Expanding exports may result in more job possibilities. The potential for increased 

exports may also indicate the underlying investment in a country, assisting in its 

economic growth. 

When we examine the role of foreign trade in the economy of individual countries, we 

can see that there are economic differences in the reliance on the kind of economy in 

terms of economic size and development. Nonetheless, certain functions can be marked 

as universally valid: 
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- Transformation function, i.e. the impact of foreign trade on determining the level of 

internal economic balance 

- Expansion function, i.e., satisfying the viewpoint of the "economy of time" with the 

consequence of saving national labour by participating in the international division 

of labour.  

- Foreign trade might, under some situations, act as a barrier to the growth of the 

home economy. 

- The increase (or drop) of national income and the growth (or decline) of exports 

are linked. 

II. THE SIGNIFICANCE OF INTERNATIONAL TRADE:  

Economics works with the correct allocation as well as the efficient use of scarce online 

resources. International Trade is concerned with the allocation of economic energy 

among nations. This kind of allocation is actually carried out to the world markets by 

means of international trade underneath the idea of free trade, the most effective items 

are made as well as purchased in market that is competitive, as well as advantages of 

effective generation such as better quality as well as lower cost can be found to other 

individuals of the world. 

International trading lets the advanced nations use the resources of their efficiently love 

technology, labor as well as capital. As most of the places are actually gifted with various 

assets and natural energy (labour, technology, capital, and land) they are able to make 

lots of items better. Sell at cheaper costs compared to some other places. A nation is able 

to obtain an item from another country in case it cannot successfully create it to the 

national boundaries. This's special of international trade. Worldwide trading enables 

the various nations to take part in an economy that is worldwide stimulating the foreign 

immediate investors.  

 

 

 

Figure 1: Relationship between reduced trade barriers and economic growth
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These people invest the money of theirs in the foreign businesses along with other 

assets. Hence, countries could become cut-throat worldwide participants. 

III. POSITIVE OUTCOMES OF IMTERNATIONAL TRADE ON ECONOMY 

International Trade has positively affected the economic development of a nation in the 

following ways: 

• International trade injects worldwide competitiveness and hence the domestic 

business units are likely to be extremely effective being exposed competition 

that is international. Because of the integration with the world economy the 

business owners are able to have access that is easy to technological innovations. 

They are able to use the newest technologies to boost the efficiency of theirs. 

• The developing countries have higher trade protectionism methods as compared 

to the advanced nations. The countries which have adopted these kinds of 

procedures are actually seen to enjoy the advantages of an open trade regime. 

• The items which are labour rigorous including clothes, footwear, textiles etcetera 

are actually exported by the developing nations to both underdeveloped and 

developed nations. This kind of exports earns serious tax revenue of countries as 

Mexico, India, China and a lot more. 

• International Trade has additionally brought in a decrease in the poverty level. 

India was a closed economy in the 1960s as well as 70s. There wasn't actually a 

1% decline in the poverty level. The whole situation transformed into 

international trade and globalization. Based on Prof. Jagadish Bhagwati the 

decrease in the poverty level is because of a pull up instead of a trickledown 

outcome. The economic development brought around by international trade is 

able to produce financial information. This kind of assets could be utilized to set 

up anti-poverty programs. Better training and health facilities can additionally be 

provided to the poor. 

• The exclusion of all kinds of trade barriers in the agricultural products of the 

advanced nations will result in a decline as well as an increase in production as 

well as planet prices 

• International trade isn't a brand new idea among various nations. In the past, 

there were a number of apparent situations in international trade. For 15th and 

14th-century traders used to carry spices and silk via silk route. In the 1700s 

quickly sailing ships used to carry tea from China to various European nations. 

Foreign trade also offers a huge effect on economic development. 

IV. CONTRIBUTION AND ROLE OF FOREIGN TRADE IN ECONOMIC 

DEVELOPMENT 
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Contribution of Foreign Trade 

The following are some of the major ways that foreign trade helps to economic growth: 

i. The primary function of foreign trade is to find ways to obtain capital goods 

imports, without which no development process can begin;  

ii. Trade allows for the flow of technology, which allows for increases in productivity 

and also results in a short-term multiplier effect;  

iii. Foreign trade generates pressure for dynamic change through  

(a) competitive pressure from imports,  

(b) presuppositional pressure from exports; and  

(c) presuppositional pressure from exports. 

Role of Foreign Trade 

The role of foreign trade could be gauged by the following faces: 

Foreign trade and economic development 

All of the country’s export a great deal of agricultural product to various other countries 

as well as import capital goods. Hence, it the economic development of a nation hugely 

depends on foreign trade. 

Foreign exchange earning  

Foreign trade offers foreign exchange which is actually utilized to get rid of the poverty 

and for some other product requirements. 

Promote expansion  

International trade plays a crucial role in raising the generation of any nation. The 

foreign trade is actually an outstanding element in growing the marketplace and 

encouraging the producers. In countries where the home market place is restricted it's 

essential to promote the product in some other countries. 

Expansion in expenditure Foreign trade really encourages businessmen to boost the 

expense to create a lot more goods. So the speed of expense increases. 

Foreign investment  

Foreign trade offers rewards for foreign investors, besides regional investment, to 

invest in those countries in which there's a lack of investment. 
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The significance of international trade on economic, political, and social problems has 

been theorized in the Industrial Age too. It's important for the development of 

globalization. 

V. RELATION BETWEEN ECONOMIC DEVELOPMENT AND TRADE  

Foreign trade reflects economic links between individual economies and constitutes a 

portion of a country's foreign relationships, which includes the trade exchange of a 

portion of its production. Developing countries are more and more operating the overall 

performance of the world economy. Trade between developing countries is actually 

starting to be as vital as trade between them and developed economies. Additionally, by 

expanding the domestic market of theirs and pursuing regional economic integration 

developing countries are able to diversify the creation of theirs away from the 

conventional export markets of theirs in North America and Europe. 

Economic development depends upon improving efficiency (of work, capital, knowledge 

and land); a conducive and stable policy environment; as well as strong rewards for 

expenditure by companies and people. For developing countries, the main barriers to 

development are: 

• regulatory, informational and coordination problems which hamper the effective 

functioning of markets;  

• Poor conditions for private sector expense (terrible governance, lack of 

infrastructure, etc.); 

• limited financial services with lack of access to credit for small businesses which 

hold back production; 

• poverty which restricts the progress of inner customer need and encourages a big 

casual sphere; and  

• Difficulty in accessing international markets (technical barriers to trade, 

protectionist actions, etc.). 

Foreign Trade is currently an essential component of international relations and it 

offers essential foreign exchange reserves which would add to the higher effectiveness 

of information consumption, much better technology as well as much better quality etc. 

Internationalization of production, analysis, information research, and trade marketing, 

technology transfer, human resource development have today reached an 

unprecedented level of intensity. In this find state of the world economic scene, India’s 

outside trade sector must increase to the chance of making the most effective use of the 

potentialities as well as beware of the pitfalls as well as bottlenecks. Because exports 

are going to have to play a really substantial role in the coming years, the export method 

must be created on a far more thorough and integrated framework as opposed to the 

one that is used at current. 
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VI. CONCLUSION 

In terms of growth theories, the flow of trade is important in determining the rate of 

economic growth since trade allows for the advancement of technology in a region, 

which ends up playing a critical part in production and competitive gains. To sum up, 

international trade leads to economic progress if policy procedures and economic 

infrastructure are flexible enough to cope with the resulting changes in the financial and 

social environment. 

Modern economists feel that today's developing countries can rely on trade for 

considerably less of their growth and development than developing economies did in 

the past. Due to fewer favourable demand and supply situations, this is the case. 
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