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ABSTRACT

The paper explores the changing bilateral commerce between India and Sri Lanka with focus on how the
two countries have reacted strategically toward the economic needs and political agendas of each other.
India and Sri Lanka are geographically proximate neighbours and thus have a long history of economic,
cultural, and diplomatic interactions that have defined the character of the bilateral trade as well as its
direction. The paper highlights the essential factors of political willingness and economic uses of flexibility
in supporting a beneficial environment of trade. The study determines the potential of interdependence
between the two countries in case of trade using Trade Intensity Index (TIl) and analyses trade data from
2006 to 2024, to evaluate the intensity of trade between the 2 countries. The index gives a quantitative
idea of the robustness of bilateral trade compared to the total trade activity of a country which will enable
a broad evaluation of trends, patterns and change in the trade dynamics over the time. The results are in
an effort to provide understanding as to how economic complementary relationship, policy frameworks,
and regional cooperation have impacted trade flows, and to flag important sectors that have untapped
potential. Finally, this paper will add insights concerning the Indian-Sri Lankan economic relationship and
the essence of the strategic importance of long-term bilateral engagements in a fast-evolving global trade
environment.

Keywords: India-Sri Lanka Trade, Trade Intensity Index (Tll), Bilateral Trade Relations, Regional Cooperation.

Introduction

There have been a variety of reasons that drive trade between India and Sri Lanka, with bilateral
trade set to be worth around 6.29 billion in 2024 indicating a strong economic relationship. India and Sri
Lanka are neighboring countries; hence, they enjoy short duration of transmission and low cost of
transportation. This geographical proximity ensures the transportation of goods is easier and cheap
making goods to be exchanged in large quantities. The economies of the two countries are
complementary. The large-scale production of industry and technical capabilities of India gives India
goods and services that Sri Lanka needs, and Sri Lanka products of tea, apparel, spices, and rubber fill
the needs of the Indian markets thereby creating a mutual and fair-trade relationship. ISFTA has been
instrumental in the enhancement of trade through tariffs reduction, reduction of market access. This
agreement has worked well in enhancing the increasing volumes of trade between these two countries.
Close cultural and historical associations of India and Sri Lanka create a sense of trust and cooperation
that is exportable to establishing and sustaining good trade relationships. The Indian businesses have
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invested in Sri Lanka and Indian companies invested heavily in a number of sectors like manufacturing,
energy and services. On the same note, Sri Lankan Indian companies see the large market in India and
this strengthens the bilateral trade between both countries. The booming economy of Sri Lanka poses an
increasing need of the industrial supplies, machine source and technology that India can easily provide.
Conversely, the vast consumer market of India has great potentials in taking Sri Lankan exports
especially in textiles, tea among others as key products. Both of these countries are member of regional
trade bodies such as SAARC that ensures trade flows easier within South Asia. They have a strong
economic partnership that is facilitated by their involvement in the international trade circles. These, plus
the constantly rising value of trade stand to strengthen and broaden the trade relation between India and
Sri Lanka further making them important trading partners in the region Thanga and Chhangte (2021).

Literature Review

Rajapakse and Arunatilake (1997) analyze some of the barriers to intra-SAARC trade from a Sri
Lankan perspective. The study utilizes a gravity model to investigate the potential for bilateral trade
resulting from further liberalization of trade policies. It also assesses whether foreign direct investment
can promote trade within SAARC and identifies the domestic issues that need to be addressed to attract
such investments. The findings indicate a significant potential for improvements in bilateral trade with the
removal of restrictive trade measures. However, the study suggests that none of the SAARC countries
can achieve sustainable economic growth solely by trading among themselves. Instead, all countries in
the region must prioritize improving market access to both global and regional markets.

According to Saman K. (2006) ISFTA exemplifies the potential of bilateral cooperation to pave
the way for regional cooperation. The agreement has significantly boosted the growth and diversification
of Sri Lanka’s exports to and imports from India. Additionally, India has become the second largest
investor in Sri Lanka, with increased investments and cooperation in the service sector following the
growth in trade. Although there were challenges, they were successfully resolved, and the economic
cooperation has mitigated past political issues. By the end of December 2006, a Comprehensive
Economic Partnership Agreement is expected to be operational. The ISLFTA demonstrates that
economic cooperation between a large and a small country can benefit both parties. Bilateral free trade
agreements can invigorate dormant complementarities and uncover new comparative advantages,
further stimulating trade.

Ravindra and Yatawara (2007) examines the impact of preferences under the bilateral free trade
agreements Sri Lanka has signed with India and Pakistan, focusing specifically on exports rather than
imports. The article identifies where Sri Lankan exporters receive the greatest preferences and analyzes
the relationship between these preferences and export outcomes. Preferences are calculated considering
the current levels of protection in India and Pakistan. The article argues that the notable penetration of
the Indian market by successful Sri Lankan exporters, demonstrated by the doubling of total exports from
2003 to 2005, is actually due to a concentrated increase in the export of a few products. After controlling
for industry effects, the study finds that preferences do not have a statistically significant impact on
exporting to India.

Jayant Menon (2007) discusses the proliferation of Bilateral Trade Agreements (BTAs) and
explores their popularity and impacts on multilateralism and the global trade system. The article identifies
both general and specific factors driving the increase in BTAs and examines their effects on the world
trade system. While the growing number of BTAs is fragmenting the global trade landscape, the impact of
individual BTAs often hinges on their underlying motivations. The article also envisions future scenarios
for world trade and potential responses, questioning whether consolidating BTAs into region-wide
agreements could be a solution or a new issue. Furthermore, it considers how to integrate bilateralism
into multilateralism to repair the world trade system, with or without the Doha Development Agenda.

Chandrima Sikdar (2010) examines the ISFTA, signed in December 1998 and operational since
March 2000. Over the past decade, bilateral trade between India and Sri Lanka has expanded
significantly. In this context, the article proposes a theoretical framework that provides a general
equilibrium analysis of the commodity trade patterns between the two economies, highlighting their
comparative advantages. The empirical model examines trade across 33 sectors using input-output
tables from both economies. The study identifies the benefits of free trade for each country and explores
the bilateral trade patterns when each economy has the option to utilize its own technology or that of the
other country.
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N. Manoharan (2011) analyzes on Mahatma Gandhi's description of Sri Lanka as India’s
‘daughter state,” a metaphor highlighting the largely cordial, though occasionally strained, relations
between the two countries. India, as Sri Lanka’s closest, most important, and powerful neighbor, shares a
relationship that spans over two millennia, encompassing political, economic, socio-cultural, and military
dimensions. Their common colonial experience under British rule has led to similar worldviews, although
strategic imperatives and national interests have sometimes resulted in differing, and occasionally
conflicting, policies. India has consistently supported Sri Lanka, reaffirming its commitment to
safeguarding Sri Lanka’s unity, territorial integrity, and sovereignty. Despite various challenges, bilateral
relations have never deteriorated to the point of confrontation. Over time, these ties have matured and
now exemplify good neighborly interaction.

Sirimal Abeyratne (2013) examines the impact of the ISFTA on Sri Lanka's integration into
Indian manufacturing processes, particularly in the context of emerging trade patterns based on global
product sharing. While Sri Lanka has generally developed close economic ties with India, the FTA
established in 2000 has resulted in a zero-tariff regime for much of their bilateral trade. However, there is
no substantial evidence supporting the belief that Sri Lanka has become more deeply integrated into
Indian supply chains. The expansion of Sri Lanka’s trade with India under the FTA has shown unique
outcomes, yet the traditional trade integration between the two countries remains largely unchanged. The
trade and growth patterns in Sri Lanka and India differ from those of East and Southeast Asian countries,
which successfully integrated into globalized supply chains of fragmented manufacturing processes.

Malhotra and Vadra (2013) highlight the significant economic partnership between India and
Singapore. Singapore is not only India’s most important trading partner within ASEAN but also serves as
a gateway to ASEAN and China. The paper examines trends and changes in the composition of Indian
exports and imports with Singapore from 1991 to 2009, employing regression analysis. During this
period, India has become Singapore’s fastest-growing trade partner among major economies, surpassing
even China. Since the signing of the Comprehensive Economic Cooperation Agreement in 2005, bilateral
trade has significantly increased, and India was Singapore’s 13th largest trading partner in that year. This
paper is valuable for researchers and businesspeople interested in trade between India and Singapore,
highlighting a paradigm shift in their trade relations.

Bano and Paswan (2016) Study the bilateral trade ties between New Zealand and India
between the year 1990 and 2014. The application of export and import intensity index, and revealed
comparative advantage (RCA) indices attributes sectors that exhibit the aspect of static and dynamic
comparative advantage and complementarities. The study also examines the intensity and patterns of
intra-industry trade (lIT) based on IIT indices, provisions that acknowledge how the pattern and
relationships of trade have changed during the time frame. These findings show that New Zealand and
India trade has grown over the recent years with enriched trade and improvement of IIT in different
industries and product lines. The findings indicate a high-level of both static and dynamic comparative
advantage in vast product categories. Such discoveries can be applied in sound bilateral trade, economic
activities, transfer of technology and cultural interaction between the two nations (New Zealand and
India) subsequently.

According to Burhani and Wani (2019) discussed that Pakistan and at times India has a long-
standing trade relationship with Afghanistan, which has been reinforced even more recently with
Afghanistan becoming a part of SAARC in the year 2008. In the case of both countries, there has been a
dedication to deepening the trade relationship with each other where two billion have been set as the
target by 2022. In Afghanistan, exports to India consist of eight major products in which it has a
comparative advantage; these include food, cereals, spices, animal feed, etc. Conversely, India sends 49
products to Afghanistan with 34 ranked as the best. India benefits significantly from these exports,
maintaining a stronger trade position compared to Afghanistan, whose export base is limited to just 11
products. Afghanistan needs to leverage its strategic location to diversify and expand its exports, while
India should aim to capture more of the Afghan market, potentially replacing countries like Pakistan,
China, and Iran. Afghanistan's key imports from India include apparel, chemicals, and textiles, while India
imports 17 commodities from Afghanistan, with 10 having higher trade intensity. These include
vegetables, spices, chemical materials, and specialized machinery. This trade dynamic suggests
opportunities for Afghanistan to strengthen its export health and for India to further establish its presence
in the Afghan market.
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Singh and Kaushal (2020) discuss that trade is a key factor in strengthening bilateral relations
and fostering mutual dependence between countries. India, with its geographical proximity, shared
culture, languages, and historical ties with Afghanistan, has a unique advantage in expanding trade with
its neighbor. These commonalities improve cultural connections and foster business activities. This study
examines India’s trade patterns with Afghanistan before and after the SAFTA agreement, focusing on the
top twenty commodities traded. The analysis shows a consistent increase in trade between the two
countries, and it predicts that by 2028, India’s imports, exports, and total trade with Afghanistan could
reach $619.486 million, $973.162 million, and $1.592 billion, respectively. India is encouraged to
leverage its location to diversify its export base and strengthen its presence in the Afghan market,
potentially replacing competitors like China and Iran. Enhanced trade can be achieved through
infrastructure development, maintaining strong diplomatic ties, offering financial support such as
subsidies, and improving cultural and people-to-people connections between the two nations.

Thanga and Chhangte (2021), analyze trade indices between India and Sri Lanka highlights the
presence of complementary sectors, offering potential for enhanced trade cooperation. India’s RCA index
indicates opportunities for exporting animal products, minerals, stone and glass, fuels, metals, and
transportation goods to Sri Lanka. Conversely, Sri Lanka’s RCA index shows a comparative advantage in
exporting vegetables, food products, wood, and miscellaneous goods, presenting opportunities for trade
with India. However, trade complementarity between Sri Lanka's exports and India’s imports remains low,
suggesting Sri Lanka should focus its exports on a few key items with a comparative advantage. Sri
Lanka has a notable advantage in wood product exports, yet only 55 items are exported to India, with
136 listed under India's negative list. Reducing these restrictions could expand trade in this sector. On
the other hand, Sri Lanka relies heavily on India for a wide range of products, including animal and
vegetable products, textiles, fuels, metals, chemicals, and transport goods. Many of these items fall
under Sri Lanka's negative list, limiting the benefits of the Free Trade Agreement (FTA). Studies suggest
that removing certain items, such as fish, dairy, and vehicle parts, from the negative list could benefit Sri
Lankan consumers by improving nutrition and reducing transportation costs. There is a stronger trade
complementarity between India’s exports and Sri Lanka’'s imports, indicating potential for deeper
economic integration and trade growth. While Sri Lanka’s Trade Intensity Index (TIl) with India has
remained low and inconsistent, India's Tl with Sri Lanka has shown improvement, especially since 2005.
Both countries’ major export items align with their respective comparative advantages, highlighting
opportunities for further trade collaboration.

Akram, HW. et. al. (2024), examined the trade prospects between India and Sri Lanka,
revealing that trade between the two nations has been minimal over the past two decades. From 2001 to
2020, India's trade with Sri Lanka averaged less than 0.75 per cent of its total global trade. During this
period, India's exports to Sri Lanka averaged 1.34 per cent, while imports from Sri Lanka were around
0.19 per cent. This trade relationship has been heavily skewed towards Indian exports, resulting in a
significant trade deficit for Sri Lanka, which constituted 68 per cent of their bilateral trade. Despite high
expectations, the SAFTA and ISFTA did not significantly boost trade. The average bilateral trade
increased only marginally post-ISFTA, from 0.64 per cent to 0.762 per cent. Similarly, Indian exports to
Sri Lanka increased from 1.33 per cent to 1.57 per cent. These findings challenge previous studies by
Joshi and Sikdar, which reported impressive export growth following ISFTA’s introduction. The paper
identifies a lack of comparative advantage and low trade complementarity between the two countries as
key reasons for the lackluster trade performance. Recommendations include reducing non-tariff barriers,
diversifying traded goods, and enhancing service trade, particularly in IT, tourism, and education, to
foster a more balanced and mutually beneficial trade relationship.

Objectives of the Study

. To examine the trade contribution between India and Sri Lanka.

) To evaluate the strength of trade between India and Sri Lanka using trade intensity indices (TII).
Hypothesis

. Trade intensity of India with Sri Lanka is very high.
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Methodology

This study aims to analyze the bilateral trade relations between India and Sri Lanka of 6000
commodities over the period from 2006 to 2024. It is based on secondary data collected from both
published and unpublished sources. The main sources of data are as under:

. Annual Reports of the Ministry of Commerce and Industry, Government of India
. Annual Reports of the Ministry of External Affairs, Government of India

. Direction of Trade Statistics (DOTS), International Monetary Fund (IMF)

) United Nations COMTRADE Database

. Trade Map, International Trade Centre (ITC)

. World Development Indicators (WDI), World Bank

Following statistical techniques have been employed to ensure a comprehensive analysis of the data.
Trade Intensity Index

The Trade Intensity Index (Tll) is a valuable metric for assessing the strength of trade
relationships between two countries. Originally this method was designed by A.J. Brown in 1947 and
continued to be fine-tuned and extensively used by K. Kojima in 1967 especially in the situation where
the effects of trade liberalization in Japan were to be evaluated. The TIlI can be used in gauging the
extent to which the volume of trade between two countries is greater or smaller than would be anticipated
by the two countries based on their role in the world trade. The Trade Intensity Index is, in short, a
measure of the concentration of a country s exports to a particular trading partner as proportionate to the
trade in the world in general. It is a measure of the share of forty nation export to that partner compared
to the share of export to this partner worldwide. In case the Tll exceeds one, then this implies that trade
between two nations is more rigid than it would be expected given the trade trends in world trade. On the
other hand, the Tll means less than one implies that trade between the two nations is lower than it ought
to be given the importance of the two nations in world trade. Policymakers and economists can use the
TIl to understand the depth of trade relationships and who their major trading partners are, as well as
estimate the impact created by trade agreements, or trade liberalization attempts. It is estimated by the
formula as follows:

THij= [(tij/Tiw)/(twj/ Tww)]x100

In this case tij is the dollar amount of country i trade with country j, Tiw is the dollar amount of a
country i trade with world, twj dollars amount of world trade with country j and Tww is the dollar amount of
world trade. A value of greater than 100 implies that trade flow among countries is higher than it would
have been based on their significance to the world trade.

Export intensity of j's trade with i is

xji =[(Xji /Xj)/(Mi/(Mg-Mj))] x 100

Here Xji = Exports of country j to country i, Xj = Global exports of country j, Mi = Global imports
of country i, Mg = Total global imports, Mj = Global imports of country j.

Import intensity of j’s trade with i is

miji =[(Mji /M])/(Xi/(Xg-Xj))] x 100

Here Mji = Imports of country j to country i, Mj = Global imports of country j, Xi = Global exports
of country i, Xg = Total global exports, Xj = Global exports of country j.

The Trade Intensity Index (TIl) is centered around an average value of 1.0, which serves as a
benchmark for assessing the strength of trade relations between two countries. In cases where the
calculated index is above 1.0 then it indicates that trade relationship between the 2 countries in question
is more intensive than it would have been given the worldwide trade trends. That is to say, the countries
are exchanging with one another above the average rate which means they are economically related or a
trade relationship of such defined as good. Conversely, when the TIl outcome is nearer to zero, it implies
that the connection between the countries in relation to trade is both less. This suggests that there is a
relative lack of trade between them with regard to the global expectations, showing that their trade
relations have a lesser intensity or maturity. The index is a useful measure of determining where trade
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relations may be flourishing or falling short on, and is useful to policymakers in determining where
opportunities may exist to reinforce trade dealings or partnerships.

Share in Trade between India and Sri Lanka

These signs can be of benefit to policymakers as they point out the magnitude of trade activity
and the areas of fluctuations in the trade situation in the region. These indicators convey tendencies and
tendencies and alterations in commerce relations holding policymakers in a position to formulate
reasonable judgments on trade policies, economic affairs, and regional ties. The share of trade indicates
the importance of a certain trade partner to an economy in general terms of trade. Time changes in the
share of trade may indicate an increasing level of integration of the regions under consideration. This
indicator demonstrates the proportion of the trade (imports and exports) conducted between a region of
interest and a specific partner as opposed to the total trade levelled by that region. It is scaled between 0
and 100 percent and the higher it is, the stronger the trade relationship it entails. (Mikic et al., 2007).

The export share is the percentage of a country's or region's total exports that are directed
toward a specific partner. For example, Sri Lanka's exports to India, as a percentage of Sri Lanka's global
exports, would represent its export share with India. Similarly, the import share is the percentage of total
imports from a partner, calculated as Sri Lanka's imports from India relative to its global imports. Both
export and import share values fall between 0 and 100 percent (ADB, 2015).

Table 1 reflects from 2006 to 2024, the share of India in Sri Lanka's trade has shown varying
trends across exports, imports, and total trade. In terms of exports, India's share has generally hovered
between 5 and 7 percent. It began at 7.23 percent in 2006, dropped to 4.56 percent in 2008 and then
fluctuated slightly before stabilizing at 6 to 7 percent from 2015 onward. This indicates a relatively stable
but moderate dependence on India for Sri Lankan exports over the years. Regarding imports, India's
share in Sri Lanka's imports was more significant, peaking at 26 percent in 2022. It fluctuated notably,
starting at 18 percent in 2006, rising to 24 percent in 2007 and then showing some ups and downs over
the years. The share remained above 20 percent for many years, underscoring a strong reliance on India
for imports, despite some periods of decline.

India's share in Sri Lanka's total trade has also varied but generally remained in the range of 12
to 18 percent. It started at 14 percent in 2006, reached a peak of 18 percent in 2022, and fluctuated
slightly over the years. Overall, the data suggests a consistent and significant role for India in Sri Lanka's
trade landscape, with a stronger influence on imports compared to exports. Table 2 reflects Sri Lanka's
share in India's trade has shown notable fluctuations. In terms of exports, Sri Lanka maintained a
consistent share of 2 percent from 2006 to 2008 and again from 2014 to 2016, but during most of the
other years, it recorded a 1 percent share. This reflects a slight decrease and stabilization at a lower
share in later years. For imports, Sri Lanka's share has remained relatively small and more variable. It
started at 0.28 percent in 2006, dropped to its lowest point at 0.12 percent in 2009, and then exhibited
slight variations over the years, peaking at 0.26 percent in 2018. The share then gradually declined to
0.13 percent in 2023, indicating a limited but fluctuating role in India's import market. Regarding Sri
Lanka's share in India's total trade, it consistently hovered around 1 percent for the majority of the period,
with the only exceptions being in 2009 and 2023, where the share dipped to 0 percent and 0.41 percent,
respectively.

Table 1: Share of India in Sri Lanka's Trade during 2006-2024

(percent)
Year India's Share in Sri India's Share in Sri India's Share in Sri
Lanka's Exports Lanka's Imports Lanka's Total Trade
2006 7.23 18.47 13.88
2007 6.73 24.43 17.31
2008 5.11 20.81 14.92
2009 4.56 17.96 12.2
2010 5.63 20.64 14.6
2011 5.21 22.08 16.39
2012 6.39 19.66 15.1
2013 5.43 17.43 13.13
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2014 6.49 20.67 15.43
2015 6.8 225 16.93
2016 7.14 19.61 15.24
2017 6.73 21.08 15.98
2018 6.59 20.37 15.31
2019 6.46 19.67 14.64
2020 6.11 19.26 13.91
2021 6.69 22.05 16.17
2022 6.69 26.48 18.08
2023 7.14 19.46 14.33
2024 7.35 20.33 15.23
Period Average 6.34 20.68 15.19

Source: UN Comtrade Database (2024). https://comtradeplus.un.org/TradeFlow
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Figure 1: Share of India in Sri Lanka's Trade during 2006-2024

Source: Table 1
The overall trend suggests that while Sri Lanka has a consistent but relatively modest position in

India's trade structure, its influence has slightly waned in recent years, particularly in the import sector.

Table 2: Share of Sri Lanka in India’s Trade during 2006-2024

(percent)
Year Sri Lanka's share in Sri Lanka's share in Sri Lanka's share in
India's Export India's Import India's Total trade
2006 1.74 0.28 0.87
2007 1.78 0.2 0.83
2008 1.56 0.17 0.68
2009 0.98 0.12 0.43
2010 1.5 0.15 0.67
2011 1.48 0.16 0.68
2012 1.32 0.14 0.58
2013 1.41 0.11 0.66
2014 2.03 0.13 0.9
2015 2.08 0.22 0.97
2016 1.58 0.18 0.77
2017 1.49 0.15 0.69
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2018 1.44 0.26 0.72
2019 1.31 0.21 0.65
2020 1.17 0.19 0.61
2021 1.22 0.17 0.6
2022 1.4 0.14 0.62
2023 0.83 0.18 0.43
2024 1.1 0.2 0.55
Period Average 1.44 0.17 0.68

Source: UN Comtrade Database (2024). https://comtradeplus.un.org/TradeFlow
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Figure 2: Share of Sri Lanka in India’s Trade during 2006-2024
Source: Table 2

Table 3 the index value reflects the intensity of trade between the two countries in terms of
exports, with higher values indicating stronger trade relationships. During 2006-2007 were quite strong,
standing at 2152.08 and 2175.86, respectively, indicating a very robust trade relationship in terms of
exports from India to Sri Lanka during these years. During 2008-2009 In 2008, the index value dropped
to 1843.13, showing a decline in export intensity. This downward trend continued into 2009, where the
index further decreased to 1285.63, reflecting a noticeable weakening of trade activity during these
years. The index value rebounded slightly in 2010 to 1818.69, signaling a recovery. However, in 2011, it
dropped again to 1342.07, indicating some inconsistency in trade intensity. From 2012 to 2014, the trade
intensity fluctuated. In 2012, the index stood at 1326.87, remaining fairly low, but in 2013, it climbed to
1447.78. By 2014, it had risen further to 1943.43, suggesting stronger export activity between India and
Sri Lanka. The index decreased significantly during these years. In 2015, the value was 1778.20, but by
2016 and 2017, it had fallen to 1272.24 and 1214.71, respectively, marking a weakening of trade
intensity. In 2018 notably, the index value for 2018 was recorded as 1232.4, indicating trade intensity for
exports from India to Sri Lanka during that year. During 2019-2021 Trade intensity remained relatively
weak during these years. In 2019, the index was 1250.09, followed by 1301.63 in 2020, and 1237.35 in
2021, showing slight fluctuations but remaining relatively low. In 2022 the index rose sharply in 2022 to
1995.62, suggesting a strong resurgence in export intensity from India to Sri Lanka during this year. In
2023 the index dropped again in 2023, falling to 1157.66, indicating a reduction in trade intensity
compared to the previous year. The intensity of exports from India to Sri Lanka has experienced
considerable fluctuations over the years. The greatest peaks were in the years 2006 and 2007 when the
intensity or intensity reduced drastically in the years 2008 and 2009. Despite the recovery in 2010, the
index persisted to be volatile in the subsequent years with quite significant lack of data or trade activity in
2018. In 2022, there was an upswing and then a fall in 2023 and it improved yet again by 1404.26 in
2024 indicating that the trade relationship has been fluctuating over time.
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Import Intensity index reveals the intensity of trade relationship in imports where the higher the
index number the stronger the trade being experienced between the two countries. The value was
highest during 2006-2007 which stood at 497.13 implying that there was robust import activity in Sri
Lanka. This was surprising as the index fell heavily to 360.02 in 2007 indicating a decline in the trade
intensity. It is observed that the index value further declined to 336.49 during 2008-2009 and by 2009 the
value fell even further to 211.62 showing a further impoverishment of import intensity of Sri Lanka
journeys during this period. There was a slight recovery in 2010, with the index rising to 265.11. This
recovery continued into 2011, where the index climbed to 276.63, reflecting a moderate increase in
import intensity. During 2012-2014 the index values fluctuated. In 2012, the value was 262.93, followed
by a drop to 204.60 in 2013, marking a weaker trade relationship.

However, by 2014, the index rose again slightly to 211.52. In 2015-2017 years, the intensity of
imports remained lower compared to previous years. In 2015, the index was 336.28, but it dropped to
263.27 in 2016 and further decreased to 219.81 in 2017, indicating a consistent decline in trade intensity.
In 2018 In 2018, the index value was recorded as 269.72. During 2019-2021 Trade intensity saw some
recovery in these years. The index rose to 319.63 in 2019, decreased slightly to 300.31 in 2020, and
further decreased to 280.38 in 2021, reflecting fluctuating but relatively stronger import activity compared
to previous years. In 2022 the index value stood at 270.48, and by 2023, it dropped again to 251.86,
indicating a reduction in the intensity of imports from Sri Lanka compared to earlier years. Overall, the
intensity of imports from Sri Lanka to India has experienced fluctuations over the years. The strongest
period was in 2006, with an index value of 497.13, but the following years saw a general decline. While
there were periods of recovery, particularly in 2010 and 2011, the index values remained lower than the
peak years. The complete absence of trade intensity in 2018 marks a notable disruption in the
relationship, and although there was resurgence in 2019 and 2020, the trend remains variable into 2023
and 2024

Trade intensity measures the strength of trade relations between two countries. Originally
developed by Brown in (1947) and later refined by Kojima in (1964) it provides insights into how closely
trading partners are connected. To evaluate the trade dynamics between India and Sri Lanka, trade
intensity indices for both exports and imports were calculated from 2006 to 2023. These indices help
quantify the trade relationship from both perspectives, revealing how closely the two nations' trade
patterns align and how trade has evolved over time between them.

The intensity of trade between two countries is influenced by factors such as geographic
proximity, economic complementarities, and historical political ties. When the trade intensity index is
zero, it indicates no significant trade relationship between the partner countries. An export intensity index
greater than 100 suggests that a country is exporting more to a particular trading partner than expected
based on that partner's share in global trade. On the other hand, the index below100 means less than
expected exports to that nation. In the same manner, the higher value on import intensity than 100
implies more imports as indicated by the country relative to the role played by the partner in the
international trade, whereas a rate lower than 100 illustrates fewer imports compared to the expectations.
(Singh, 2015).

Trade Intensity Index is an indicator of the intensity of trade (imports, and exports) between the
two countries, where higher values are stronger relationships of the trade. In 2006, the index was highest
(1324.60) signifying that trade intensity between India and Sri Lanka was very high. The intensity stopped
at 1279.10 in the year 2006 and decreased slightly to 1267.94 in 2007. The updated value of the indices
in 2008 fell to 1089.81 which means that the intensity of the overall trade had decreased. It kept on
decreasing in 2009, when the index as at 748.62 was indicating poor trade relations in these years. This
was reversed in 2010 when the index increased to 1041.90 indicating that the activity in the trade had
regained vigor. But it fell once more to 809.35 in 2011 whose decline in the intensity of trade was
moderate. The intensity of the trade was fluctuating in the period between 2012 and 2014. The value of
index increased in 2013 to 826.19 comprising of rise in 2012 and subtle increase in 2013. This has
further improved to 1077.48 by 2014 which shows greater activities of trade. The level of trading was on
the decline in this duration. The index value as of 2015 was 1057.24, which decreased to 767.75 and
717.26 in 2016 and 2017 respectively indicating a definite decreasing trade with references to the level of
overall trade intensity between the two nations. Its performance in 2019 and 2020 was at 784.86 and
then 800.97 afterwards dropping back to 758.87 in 2021 which shows stagnation but relative high levels
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of trade. In 2022, there was a strong revival of the level of trade intensity, and the indicator is 1133.05,
which is one of the highest over the past few years. However, in 2023, the index went down to 704.76,
which indicates a decline in the intensity of trade in comparison with the prior year. Overall, the intensity
of total trade between India and Sri Lanka has experienced significant fluctuations over the years. The
highest levels of trade intensity were seen in 2006, 2007, and 2022. However, the relationship weakened
considerably in 2009 and again from 2016 to 2018. Although there was a strong recovery in 2022, the
trade intensity dropped again in 2023 and again rise in 2024 by 826.24 indicating a strong trade
relationship over time.

Table 4 reflected Sri Lanka Export Intensity Index to India from 2006 to 2024, which measures
the intensity of Sri Lanka's export relationship with India. Higher values indicate a stronger trade
relationship in terms of exports. In 2006, the export intensity was at its peak, with an index value of
498.42. However, in 2007, it decreased slightly to 435.43, indicating strong but slightly weaker trade
intensity compared to the previous year

Table 3: India’s Trade Intensity with Sri Lanka during 2006-2024

Year Export Intensity Index Import Intensity Index Trade Intensity Index
2006 2152.08 497.13 1324.6
2007 2175.86 360.02 1267.94
2008 1843.13 336.49 1089.81
2009 1285.63 211.62 748.62
2010 1818.69 265.11 1041.9
2011 1342.07 276.63 809.35
2012 1326.87 262.93 794.9
2013 1447.78 204.6 826.19
2014 1943.43 211.52 1077.48
2015 1778.2 336.28 1057.24
2016 1272.24 263.27 767.75
2017 1214.71 219.81 717.26
2018 1232.4 269.72 751.06
2019 1250.09 319.63 784.86
2020 1301.63 300.31 800.97
2021 1237.35 280.38 758.87
2022 1995.62 270.48 1133.05
2023 1157.66 251.86 704.76
2024 1404.26 388.22 896.24

Source: Table Author's Computation from UN Comtrade Database (2024). https://comtradeplus.un.org/TradeFlow

The index dropped sharply in 2008, falling to 265.50, and continued to decrease in 2009 to
217.32, suggesting a significant weakening of Sri Lanka's export intensity to India during these years. In
2010, the index slightly recovered to 246.24, but the recovery was short-lived as it decreased again in
2011 to 206.55, showing inconsistency in the export intensity. From 2012 to 2014, the export intensity
showed some stability. The index was 241.62 in 2012, dropping slightly to 219.33 in 2013, and then rising
again to 267.08 in 2014, reflecting moderate trade activity. In 2015, the index stood at 288.24, followed
by a rise in 2016 to 321.71, indicating stronger export activity. However, by 2017, the index had declined
to 269.33, showing a slight decrease in trade intensity. The export intensity index for 2018 was recorded
as 263.44. The export intensity began to recover in 2019, reaching 257.55. In 2020, the index climbed to
294 .18, reflecting improved trade relations. However, in 2021, the value dropped to 263.00, showing a
slight decrease in intensity. In 2022, the index continued to fall, reaching 232.01, and by 2023, it further
decreased to 250.15. While there is some fluctuation, the values indicate relatively stable but reduced
trade intensity compared to earlier years. Sri Lanka's export intensity to India has fluctuated over the
years, with the highest intensity recorded in 2006. After a significant decline between 2008 and 2011, the
trade intensity showed moderate recovery in subsequent years, peaking again in 2016. However, the
trade relationship has remained variable. Despite some periods of recovery, the overall trend points to a
more subdued export relationship between Sri Lanka and India in recent years.
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Figure 3: India’s Trade Intensity with Sri Lanka during 2006-2024

Source: Table 3

Sri Lanka Import Intensity Index 2006-2023 which reflects the intensity of Sri Lanka's import
relationship with India. Higher values indicate stronger import intensity. In 2006, the index was relatively
high at 1824.11, showing strong import intensity. It was then followed by an upsurge in 2007 which saw
the index hitting a high of 2310.97 indicating a healthy trade relationship at this time. The index declined
by 2008 to 1831.67 indicating a reduction in the intensity of importation as compared to 2007. This
deterioration was experienced in 2009 when the index recorded a drop to 1257.88 to show trade activity
has weakened. The index improved a bit in the year 2010 when it increased to 1412.42. Nevertheless,
such speed of recovery was not sustainable as the index fell further in 2011 to 1327.71 implying that
there were fluctuations in trade intensity within these years. The index in 2012 also went down to
1248.39, after which there is a more noticeable slump in 2013 to 975.69 which is the lowest in these
years. The index was rising once more to 1226.66 by 2014 and indicated a recovery at a moderate level.
It was more or less constant in terms of trade intensity but lower in this period. The index stood at
1399.24 in 2015 and reduced to 1196.10 in 2016. The index saw a minor rise in the year 2017 to reach
1250.73 to show a stable though decreased intensity of imports. The intensity of import had a resurgence
in 2019 when the index value was 1140.80 continued up to 1223.84 in 2020 and 1236.52 in 2021,
implying better trade between the years. The index recorded a rocket rise in 2022 to 1445.05 which was
the highest intensity of imports since 2015. Nevertheless, it fell back in 2023 to 1051.10, where it is
evident that the import intensity was lower than when it was the preceding year. There has been a lot of
fluctuation in Sri Lanka in case of import intensity with India. Import intensity was the strongest in the
2006-2007 period and this reached its peak in 2007. Nevertheless, following a gradual fall that continued
up to 2009, the index kept recovering by a few points, but never resumed the highs of the mid-
2000s.Notably, 2018 stands out as a year with no recorded trade intensity, suggesting a disruption in the
trade relationship. The index rose again in 2022 but fell back in 2023 and again rose in 2024 indicating a
variable import relationship between the two countries over the long term.

Sri Lanka Total Trade Intensity Index with India from 2006 to 2024, which measures the overall
trade intensity between the two countries.

A higher index value indicates a stronger trade relationship. In 2006, the index was at a strong
level of 1161.26, indicating a solid trade relationship between Sri Lanka and India. The intensity
increased further in 2007, peaking at 1373.20, marking the highest trade intensity in the dataset. The
index value dropped in 2008 to 1048.58, indicating a decline in trade intensity, but it remained relatively
high. In 2009, there was a more significant drop to 737.60, showing a weakening in trade between the
two countries. In 2010, the index rose to 829.33, reflecting a recovery in trade intensity. However, the
following year, 2011, saw a slight decrease, with the index falling to 767.13. Trade intensity remained
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relatively stable between 2012 and 2014. The index was 745.01 in 2012, 597.51 in 2013, and 746.87 in
2014, showing fluctuations but maintaining a moderate level of trade activity. In 2015, the index
increased to 843.74, indicating a stronger trade relationship. However, the intensity dropped to 758.90 in
2016 and slightly increased to 760.03 in 2017, suggesting stability but at a lower intensity compared to
earlier years. The index for 2018 was recorded as 729.6. In 2019, the index dropped to 699.18, showing
a decrease in trade intensity.

However, there was a recovery in 2020 and 2021, with the index values standing at 759.01 and
749.76, respectively, indicating relatively stable trade activity during these years. Trade intensity
increased significantly in 2022, reaching 838.53, reflecting a stronger trade relationship. However, in
2023, the index dropped again to 650.63, indicating a reduction in trade activity compared to the previous
year. The trade intensity between Sri Lanka and India has fluctuated over the years. The peak trade
intensity occurred in 2007, followed by a period of decline through 2009. There were periods of recovery,
particularly in 2010 and 2015, but the overall trend shows variability in the trade relationship. Notably,
there was a complete absence of recorded trade in 2018, which stands out as a significant disruption.
The intensity increased again in 2022, but the drop in 2023 highlights the inconsistent nature of the trade
relationship over the long term and again rose in 2024

Since trade intensity between India and Sri Lanka is very high and desirable level therefore
study hypothesis is accepted.

Table 4: Sri Lanka’s Trade Intensity with India during 2006-2024

Year Export Intensity Index Import Intensity Index Trade Intensity Index
2006 498.42 1824.11 1161.26
2007 435.43 2310.97 1373.2
2008 265.5 1831.67 1048.58
2009 217.32 1257.88 737.6
2010 246.24 141242 829.33
2011 206.55 1327.71 767.13
2012 241.62 1248.39 745.01
2013 219.33 975.69 597.51
2014 267.08 1226.66 746.87
2015 288.24 1399.24 843.74
2016 321.71 1196.1 758.9
2017 269.33 1250.73 760.03
2018 263.44 1195.76 729.6
2019 257.55 1140.8 699.18
2020 294.18 1223.84 759.01
2021 263 1236.52 749.76
2022 232.01 1445.05 838.53
2023 250.15 1051.1 650.63
2024 251.72 1099.41 675.56

Source: Table Author's Computation from UN Comtrade Database (2024). https://comtradeplus.un.org/TradeFlow

However, there was a recovery in 2020 and 2021, with the index values standing at 759.01 and
749.76, respectively, indicating relatively stable trade activity during these years. Trade intensity
increased significantly in 2022, reaching 838.53, reflecting a stronger trade relationship. However, in
2023, the index dropped again to 650.63, indicating a reduction in trade activity compared to the previous
year. The trade intensity between Sri Lanka and India has fluctuated over the years. The peak trade
intensity occurred in 2007, followed by a period of decline through 2009. There were periods of recovery,
particularly in 2010 and 2015, but the overall trend shows variability in the trade relationship. Notably,
there was a complete absence of recorded trade in 2018, which stands out as a significant disruption.
The intensity increased again in 2022, but the drop in 2023 highlights the inconsistent nature of the trade
relationship over the long term and again rose in 2024

Since trade intensity between India and Sri Lanka is very high and desirable level therefore
study hypothesis is accepted.
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Figure 4: Sri Lanka’s Trade Intensity with India during 2006-2024
Source: Table 4

Conclusion

India and Sri Lanka's trade and export intensity indices have fluctuated notably over the years.
India’s export intensity with Sri Lanka saw peaks above 2152 in 2006 and 2176 in 2007, followed by
declines to 1843 in 2008 and 1286 in 2009, with a brief rebound of 1819 in 2010. It rose again to 1995.62
in 2022 but dropped to 1157.7 in 2023. Similarly, trade intensity hit a high of 1325 in 2006, decreased to
749 by 2009, and reached a low of 717 in 2017. It recovered to 1133 in 2022 before falling once more to
704.8 in 2023 again rose in 2024 to 896.24 which shows the strong trade relationship between the both
nations. Sri Lanka relies heavily on India, while India’s dependence on Sri Lanka remains minimal. This
does not imply that India fully meets its requirements through Sri Lankan goods and services. Instead, Sri
Lanka’s limited export capacity is largely shaped by its domestic policies and the growing influence of
China, which restrict its ability to expand trade with other nations.

Suggestions

In order to balance trade with India, Sri Lanka should focus on expanding its export capacity in
products that India imports from other countries. These items include cloves and stems, centrifugal
cream separators, nutmeg, oil cake, safrole, copra, parts of slide fasteners, watch movements, and hides
and skins from antelopes, elephants, and other animals. During 2006-2024, There exists India's share in
Sri Lanka's total exports was around 7 per cent for imports while Sri Lanka's it was 20% only. In contrast,
Sri Lanka's contribution to India's exports and imports stands at 1% and 0.13%, respectively. This gap
highlights an opportunity for both countries to deepen their economic relationship. Both countries should
consider conducting border trade in local currency or the Indian Rupee, or through a currency swap
agreement, to reduce transaction costs in intra-regional trade and protect traders from exchange rate
fluctuations. Intra-regional trade payments should be settled promptly through Real-Time Gross
Settlement (RTGS) or other online payment systems across central banks, which would minimize
transaction delays, costs, and exchange rate volatility risks. Additionally, the Letter of Credit system
between the two countries should be fully implemented to streamline trade operations.
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