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Abstract

This article seeks to assess the impact of the India–Japan Trade Agreement on 
the former’s micro, small and medium enterprises sector, by focusing on changes 
in the realms of employment, output and investment after the implementation 
of the said trade agreement, using the interrupted time series methodology. The 
main sources of data for trade are the ITC Trade Map, and for employment, out-
put, and investment are the Annual Survey of Industries/Centre for Monitoring 
Indian Economy’s Economic Outlook databases. The major findings of this article 
could be summarised as follows. First, following the implementation of this trade 
agreement, the Indo-Japanese bilateral trade increased. However, the country’s 
trade balance remained in the negative territory, and the deficit widened after 
this agreement. Furthermore, this article finds the significant positive impact of 
this trade pact on sectoral output, employment and investment of the selected 
MSME sectors, namely chemicals, leather, article, textiles and handicrafts.
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Background

The Indo-Japanese Comprehensive Economic Partnership Agreement (CEPA), 
signed in 2011, formalised the rich history of trade relations between the two 
nations. This is an extensive pact covering trade in goods, services and 
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investment, and its main aim is to eliminate tariffs on more than 90% of tariff lines 
(with reference to bilateral trade over 10 years) (Kanupriya, 2025; Ministry of 
Commerce and Industry, Government of India, 2026).

It is because of the centrality of this trade agreement for India’s economy and 
the crucial role played by the country’s Micro, Small and Medium Enterprises 
(MSME) segment in its growth, output, employment and exports, that it is vital to 
assess its impact on the latter (Atri, 2025). Most literature in this context is miss-
ing the analysis of the impact of this trade agreement on the country’s MSME 
sector (Hattiambire & Harkal, 2022; Ministry of Commerce and Industry, 
Government of India, 2026; Mukherjee & Mukherjee, 2022; Press Information 
Bureau [PIB], 2024). While scholars such as Masanori may have discussed the 
implications of this trade pact for the Japanese small-scale industrial sector, no 
such studies exist for the Indian MSME sector (Masanori, 2012).

Examining how such agreements might help MSMEs overcome obstacles and 
boost their competitiveness in the global marketplace is made possible by the 
CEPA between Japan and India. As previously said, MSMEs play a crucial part in 
India’s economic structure, which is why it is important to investigate the eco-
nomic effects of the India–Japan CEPA on them. It is crucial to determine which 
MSME sectors have benefited the most from this CEPA. Assessing how this 
CEPA affects MSMEs ensures that trade agreements’ benefits are shared equita-
bly, fostering sustained economic growth and strengthening bilateral ties between 
India and Japan (Babu, 2012; Bhattacharyay & Mukhopadhyay, 2015; Gaurav & 
Bharti, 2019; Masanori, 2012).

In conclusion, this study aims to achieve three main goals. First, it looks at the 
patterns and trends of commerce between Japan and India before and after the 
India–Japan trade agreement was put into effect. Second, it aims to assess how 
this CEPA affects investment, employment and output in India’s MSME sector. 
Finally, it aims to provide policy recommendations to optimise the benefits of this 
CEPA for India’s MSMEs and provide tactics for future free trade agreements 
(FTAs) that can help the MSME sector in the nation.

The existing body of research on this topic is reviewed in the following section.

Present State of Art

Existing literature on India–Japan CEPA has various thematic strands. The first 
theme discusses the foundational concepts of India–Japan CEPA. The second 
deliberates on the effects of this trade pact on the Indian and Japanese economies. 
The third segment discusses the impact of the India–Japan CEPA on the MSME 
sector. In other words, this portion seeks to set the tone for this article by arriving 
at requisite research gaps and helping with the formulation of research objectives 
and hypotheses at later stages.

India–Japan CEPA: Some Basics

India and Japan signed their trade agreement (CEPA) in the year 2011. This agree-
ment covers not just trade in goods but also in services and investments and 
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focuses on tariff reduction/elimination on most goods, market access guarantees 
for services and relatively easier movement of professionals, stronger intellectual 
property (IP) rights protection and rationalised customs procedures and business 
environment (Kanupriya, 2025; Ministry of Commerce and Industry, Government 
of India, 2026). Structural impediments, including high services trade restrictive-
ness index (STRI) scores, non-tariff barriers and inadequate enforcement mecha-
nisms, continue to constrain realised trade gains for the India–Japan CEPA 
(Maheshwari & Tiwari, 2026). The India–Japan CEPA has the potential to 
strengthen the two countries’ supply chain resilience and also create alternative 
supply chains. In the process, this would help raise employment and productivity 
profiles across the two countries (Kumar, 2025).

The next few paragraphs discuss the effects of India–Japan CEPA on the two 
countries’ economies. Both the positive and the negative impact would be 
discussed.

Effects of India–Japan CEPA on the Indian and Japanese Economies

Following the signing of trade agreements with countries like Japan and South 
Korea, India experienced a decline in the revealed comparative advantage (RCA) 
index values for its leading product export categories, particularly those related to 
Japan and South Korea (Banik & Kim, 2022; CNBC TV18, 2023; Nandi, 2023; 
Pandey & Unnikrishnan, 2023). Moreover, the FTA utilisation rate in the country 
remains low at 25%. This situation is attributed to a lack of awareness regarding 
the existing FTAs, as well as the complex rules of origin and trade documentation 
processes (Mishra, 2023). Additionally, India faces significant challenges due to 
fierce competition from other low-value-added manufacturers and exporters, 
highlighting the necessity to enhance its export profile through higher-value-
added exports and improved logistics (Anand et al., 2015; Mishra, 2023). 
Mukhopadhyay and Bhattacharyay (2011) emphasise the need to strengthen phys-
ical and human infrastructure, coupled with structural reforms to fully tap into the 
benefits of India–Japan CEPA.

Japanese businesses are actively investing in local stock markets and are 
becoming more and more involved in the Indian economy. The Indian knowledge 
sector can benefit from its Japanese partner’s cutting-edge technologies, while 
Japan could benefit from India’s large market and skilled workforce. Despite 
strengthening economic ties, cultural exchanges have not yet reached their full 
potential (Narsapur & Bhardwaj, 2020; Sikri, 2009). Better resources are being 
provided to the Indian economy by Japanese investments, which is beneficial for 
productivity and growth (Narsapur & Bhardwaj, 2020). However, there is still 
potential for investments, especially foreign direct investment (FDI), to increase 
beyond the current levels (Chanda & Tokas, 2020).

Expected benefits of India–Japan CEPA have not materialised to the antici-
pated levels, even though bilateral trade between the two economies has increased 
(Babu, 2012; Kanupriya, 2025; Mathur & Doley, 2022). Trade and investment 
between India and Japan are hampered by issues of the likes of language hurdles, 
a lack of understanding of demand-supply dynamics and intricate business 
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processes. Resolving these problems could encourage more trade and increase 
Japanese investments in India. Improving stakeholder comprehension of the 
CEPA and optimising its provisions for collaboration in particular industries must 
be the main goals of initiatives. To accomplish the goals of the CEPA, both coun-
tries must work proactively (Joseph & Bera, 2011; Nataraj & Ashwani, 2014; 
Siddiqui & Sharma, 2018).

Impact of India–Japan CEPA on the MSME Sector

Masanori (2012) contends that a number of Japanese MSMEs have entered the 
Indian markets ever since the trade pact between India and Japan was signed. The 
same led to an increased entry of Japanese MSMEs in the domains of food and 
agriculture and machinery. Not much work exists on the impact of this trade 
agreement on India’s MSME sector, except for some studies recommending that 
Japanese retail giants could aid the domestic small-scale industrial sector in reach-
ing its true potential by enabling its integration with the global value chains 
(Prakash, 2025). As per Martinez (2024), trade agreements in general benefit par-
ticipating economies by lowering tariffs, increasing exports, generating more 
business prospects, expanding manufacturing networks and increasing integration 
in regional and global supply chains by contributing to the availability of lower-
priced intermediate inputs.

Based on the reviewed literature, the key research gaps could be summarised 
as follows. First, there exists a lack of research on the impact of the India–Japan 
trade accord on the domestic MSME sector. This is due to the relative lack of data 
availability and difficulties in categorising the relatively informal MSME sector. 
Second, accordingly, there is little to no analysis on the impact of the India–Japan 
trade agreement on output, employment and investment in the Indian MSME sec-
tor. This is also due to data and categorisation issues as enunciated earlier. Third, 
as the definition of the MSME sector changes with successive Acts (most notably, 
the MSME Act, 2006), it becomes difficult to quantify the impact on employment, 
number of units, output and exports generated through the sector, in a compara-
tive frame (Bains & Arora, 2019).

Therefore, this study is an attempt to fill the said research gaps and thereby, 
meaningfully contribute to the existing body of literature.

The methodological approach used in this article is explained in the subsequent 
section.

Materials and Methods

The following research hypotheses are formulated based on the reviewed 
literature.

H1: Trade has risen following the enactment of the Indo-Japanese CEPA.
�H2: India–Japan CEPA has enhanced production, job opportunities and invest-
ment within India’s MSME sector.



Chaurasia and Kanupriya	 5

This study employs trade (exports and imports) data from the ITC Trade Map. 
Employment, gross value added (or output) and investment data are sourced from 
the Centre for Monitoring Indian Economy’s (CMIE’s) Economic Outlook data-
base. The time period for the first hypothesis is from 2005 to 2024 (as the availabil-
ity of data on the ITC Trade Map is from 2005 onwards). Time period for the second 
hypothesis is from 1973 to 2022, as per the feasibility of data availability and pur-
pose of the investigation (to account for both pre-India–Japan CEPA and post-CEPA 
effects; as the said CEPA was signed in 2011) (CMIE data on the concerned vari-
ables were available since 1973 up to 2022 at the time of conducting this study).

Based on bilateral trade flows between India and Japan from 1973 to 2022, the 
interrupted time series (ITS) regression model is employed to assess the effect of the 
aforementioned CEPA on output, investment and jobs across India’s major MSME 
industries. The model offers a statistical tool for quickly and effectively evaluating 
the effects of a policy or intervention by looking at data gathered at different time 
periods before and after the intervention’s implementation. The functional form of 
the ITS model utilised in this study is summed up in the subsequent equation.

	 Y Xt t t� � � �� � �0 1 � (1) 

where β0 is the intercept term, εt is the error term, β1 is the coefficient of the inter-
vention dummy variable, and Xt is the intervention dummy variable, which has a 
value of 0 prior to and 1 following the intervention- here, implementation of the 
trade pact between India and Japan in 2011 (Rodrigues, 2020).

A number of indicators are then used to examine this data, such as export and import 
shares and trade balance, which is the difference between total exports and imports. 
Regarding the second hypothesis, an ITS regression model for the top five MSME sec-
tors in India is estimated using the functional form stated in Equation (1) above.

The top five MSME industries in India are chosen based on the most traded 
goods (both imports and exports) in order to investigate the effects of the India–
Japan CEPA on employment, investment and output. The same are paper, textiles, 
leather, chemicals and handicraft sectors. The definition of the MSME sector in 
India is used to determine the top five MSME sectors in India (Table 1). The most 
traded product categories between Japan and India at the HS six-digit level are 
selected. This analysis only takes into account the most traded products (Ministry of 
MSME, Government of India, 2022-23). The corresponding HS codes for the same 
are 48 (for paper and its products), 42 (for leather products), 62 (for articles of 
apparel and clothing accessories), 32 (for paints, varnishes and inks) and 97 (for arts 
and collectibles/handicrafts). The following Tables 1 and 2 represent the detailed 
HS six-digit codes for the MSME sectors being considered for this analysis.

The results and analysis of this article are presented in the following section.

Findings and Evaluations

Figures 1–3 clearly depict India’s trade performance with respect to Japan by 
graphically plotting its export, import and trade balance values over the period 
2005–2024.
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Table 1. Five Leading MSME Products Exported to Japan by India as per HS 6 Digit 
Classification.

Product Code Product Label

420222 Bags with handles made of plastic sheets or textiles, whether or not 
they have shoulder straps, including those without handles

320417 Artificial chemical colours; formulations made from synthesised 
organic colouring agents of a type used to make colourant 
preparations or dye textiles

620630 Cotton blouses, shirts and blouses for women or girls (not including 
knitted or crocheted items and vests)

970110 Artworks such as oil canvases, watercolours, handmade crayons and 
sketches made solely (excluding methodical illustrations and items 
similar to heading 4,906, as well as handcrafted or hand-adorned 
products)

482390 Paper, paperboard, cellulose wadding and cellulose fibre webs, in 
strips or rolls not wider than 36 cm, in rectangular or square sheets 
with no side exceeding 36 cm when unfolded or cut to shapes other 
than rectangular or square, along with products made from paper 
pulp, paper, cellulose wadding or cellulose fibre webs

Source: Trade Map.

Table 2. Five Leading MSME Products Imported by India from Japan as per the HS Six-
digit Classification.

Product Code Product Label

420222 Bags with handles, regardless of shoulder straps, including those 
lacking handles, with outer surfaces made of plastic film or fabric 
materials

321519 Printing ink, regardless of being concentrated or solid (excluding 
black ink)

620342 Pants, dungarees, knickerbockers and shorts for men or boys, 
made of cotton (excluding items made by knitting or crocheting, 
underpants and swimwear)

970110 Artworks, such as oil paintings, watercolours and pastels, along with 
hand-drawn illustrations (not including technical drawings and similar 
items from heading 4,906, and hand-painted or hand-decorated 
manufactured products)

481013 Paper and paperboard intended for composing, publishing or various 
visual uses, not including fibres sourced from a mechanical or 
chemi-mechanical process, where less than equal to 10%, based on 
the total fibre content by weight, is made up of such fibres, coated 
on one or both sides with kaolin or different inorganic materials, 
available in reels of any dimensions

Source: Trade Map.
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As illustrated in Figure 1, Indian shipments to Japan are experiencing a growth 
trend from 2005 to 2024. This is particularly evident in the period following the 
trade agreement in the year 2011. The same is also corroborated by the trend line.

Figure 2 shows that India’s imports from Japan have been increasing since 
2005, with this trend becoming more noticeable following the signing of the 
India–Japan CEPA. Additionally, compared to India’s exports to Japan, the trend 
line for imports from Japan has a steeper incline.

Furthermore, as illustrated in Figure 3, the trade balance between India and 
Japan is progressively shifting unfavourably for India during the analysed 
period, particularly following the trade agreement between the two countries. 
This indicates that India’s imports from Japan significantly surpass its exports 
to that country. This trend may also suggest a decline in export competitiveness 
over time.
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Figure 1. India’s Shipments to Japan (2005–2024).

Source: Trade Map.
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All in all, Figures 1–3 clearly show that India’s trade with Japan is increas-
ing from 2005 to 2024. This can be seen in both the export and import statis-
tics (in USD Thousand). The same pattern is evident in the post-CEPA 
timeframe, although somewhat unevenly. Regrettably, the trade balance 
(B.O.T.) is becoming more unfavourable for India, especially following the 
signing of the India–Japan CEPA in 2011. In addition, Figures 1–3 illustrate 
these trade indicators to aid in their visual examination. This is further sup-
ported by literature previously examined (Babu, 2012; Kanupriya, 2025; 
Mathur & Doley, 2022).

The subsequent tables summarise the impact on investments, employment and 
output across the chosen MSME sectors in the country, using the ITS model. For 
the purpose of interpretation in this segment, ‘I’ stands for Total Investments, ‘N’ 
stands for Total Employment, ‘GVA’ stands for Gross Value Added and ‘T’ stands 
for Total Number of Observations. In addition, R2 refers to R-squared, and ¯R2 
refers to adjusted R-squared, respectively, throughout this section.

Chemical Sector

The dummy variable is designated a value of 0 to denote the years leading up to 
the implementation of the India–Japan CEPA, and a value of 1 from the year this 
policy was put into effect in 2011. Ceteris paribus, the outcomes in Table 3 pro-
vide persuasive evidence that the 2011 India–Japan CEPA had a significant and 
favourable effect on investment, employment and output in the chemical products 
segment of India’s MSME industry. The period of this analysis is from 1973 to 
2022, as mentioned earlier as well. This is in line with the findings of Martinez 
(2024) and Prakash (2025) as discussed earlier.
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Leather Sector

Clearly, as depicted in Table 4, the India–Japan CEPA had a significant and 
favourable effect on investment, employment and output in the leather segment of 
India’s MSME industry. The time period of this analysis is also from 1973 to 
2022. This is in line with the findings of Martinez (2024) and Prakash (2025) as 
discussed earlier.

Paper Sector

Clearly, as depicted in Table 5, the India–Japan CEPA had a significant and favourable 
effect on investment, employment and output in the paper sector of India’s MSME 
industry. The time period of this analysis is also from 1973 to 2022. This is in line with 
the findings of Martinez (2024) and Prakash (2025) as discussed earlier.

Textile Sector

Clearly, as depicted in Table 6, the India–Japan CEPA had a significant and 
favourable effect on investment, employment and output in the textile sector of 
India’s MSME industry. The time period of this analysis is also from 1973 to 
2022. This is in line with the findings of Martinez (2024) and Prakash (2025) as 
discussed earlier.

Table 3. Effects of Indo-Japanese Trade Agreement on Investments, Jobs and 
Production in India’s Chemical Products Industry.

Variable Estimate

I 425,789.35***

SE
47,446.67

p Value
7.74E-12

R2 .626

¯R2 .618

N 200,003.45***

SE
20,257.89

p Value
3.84E-13

R2 .67

¯R2 .66

GVA 2,419,356.28***

SE
167,229.027

p Value
3.99E-19

R2 .813

¯R2 .809

T 50

Note: ***Represents significance at 0.1 % level.
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Table 4. Effects of Indo-Japanese Trade Agreement on Investments, Jobs and 
Production in India’s Leather Industry.

Variable Estimate

I 16,417.855***

SE
1,593.9

p Value
9.54E-14

R2 .688

¯R2 .682

N 62,535***

SE
4,314.99

p Value
3.73E-19

R2 .813

¯R2 .81

GVA 82,694.38***

SE
5,817.87

p Value
7.96E-19

R2 .808

¯R2 .804

T 50

Note: *** Represents significance at 0.1 % level.

Table 5. Effects of Indo-Japanese Trade Agreement on Investments, Jobs and 
Production in India’s Paper Industry.

Variable Estimate

I 489,614.8***

S3
4,796.22

p Value
1.18E-18

R2 .80

¯R2 .80

N 126,652.66***

SE
13,347.58

p Value
1.37E-12

R2 .65

¯R2 .64

GVA 1,062,179***

SE
82,631.57

p Value
3.32E-17

R2 .77

¯R2 .76

T 50

Note: *** Represents significance at 0.1 % level.
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Arts and Collectibles (Handicraft) Sector

As shown in Table 7, after the signing and implementation of the Indo-Japanese 
trade agreement, investments, employment and output are significantly and posi-
tively impacted in the handicrafts segment of the Indian MSME sector. The time 
period for this analysis is also from 1973 to 2022. This is in line with the findings 
of Martinez (2024) and Prakash (2025) as discussed earlier.

All in all, these results are not at all surprising as studies indicate a significant 
and positive impact on sectoral employment, output and investments due to FTAs 
(Mai & Bui, 2025; Ngo et al., 2025).

The next section concludes this study and lists its limitations, directions for 
future research and policy implications.

Conclusion and Future Policy Implications

Commencing in 2011, the trade pact between Japan and India is aimed at fortify-
ing economic relations between the two countries. This study shows that when the 
Indo-Japanese CEPA was put into effect, both imports and exports between India 
and Japan grew. India’s trade balance is negative, both before and after the adop-
tion and implementation of this trade pact. After the India–Japan CEPA was 
implemented, this unfavourable balance worsened even more. The study sought 
to assess how this agreement affects India’s Micro, Small and Medium-Sized 
Enterprises (MSMEs), which are essential for a nation’s economy, particularly in 

Table 6. Effects of Indo-Japanese Trade Agreement on Investments, Jobs and 
Production in India’s Textile Industry.

Variable Estimate

I 278,373.22***

SE
2,373.35

p Value
1.06E-15

R2 .74

¯R2 .73

N 539,974***

SE
60,261.21

p Value
8.11E-12

R2 .62

¯R2 .61

GVA 785,952***

SE
58,975.85

p Value
9.51E-18

R2 .78

¯R2 .78

T 50

Note: *** Represents significance at 0.1 % level.
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sectors like chemicals, leather, textiles, paper and handicrafts, in terms of sectoral 
employment, output and investments. This 2011 policy adjustment had a positive 
and significant influence on investment, employment and gross value of output in 
each of the five investigated MSME industries. In this regard, this article is a 
novel attempt at assessing the impact of the said trade pact on the country’s 
MSME sector, for studies on this theme are nearly absent in a typical Indian con-
text. As such, it shows the way forward to future researchers to explore the effects 
of India’s other trade pacts on its small-scale industrial sector—a vital segment in 
terms of contributions to India’s overall employment, output and exports.

In spite of all its merits, this study suffers from certain limitations. The same also 
serve as future directions for research. First, such studies could be extended to include 
an analysis of all trade agreements currently in operation, aside from the focus of this 
article, the India–Japan CEPA. Second, a pan-India primary survey, covering all four 
directions (North, South, East and West) could be conducted to understand the MSME 
exporters’ perspective after the implementation of this trade agreement in 2011. The 
assessment could range from analysing changes to the surveyed MSME sector’s 
exports, employment, value added and investments after the implementation of the 
India–Japan trade pact. Such extensions to existing research shall go a long way in 
expanding the scope and relevance of this otherwise pertinent article that seeks to 
study one of India’s prominent trade pacts in the context of its impact on the socio-
economically important MSME sector. Third, there is no causal identification beyond 
ITS. A more comprehensive econometric technique could have been employed by 

Table 7. Effects of Indo-Japanese Trade Agreement on Investments, Jobs and 
Production in India’s Arts and Collectibles (Handicraft) Industry.

Variable Estimate

I 122,383.2***

SE
12,313.46

p Value
2.91E-13

R2 .67

¯R2 .66

N 200,003.45***

SE
20,257.89

p Value
3.84E-13

R2 .67

¯R2 .66

GVA 462,988.1***

SE
36,202.41

p Value
2.61E-17

R2 .77

¯R2 .76

T 50

Note: ***Represents significance at 5% level.
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future researchers on this topic. Fourth, firm-level data could be utilised by other 
scholars in the future and hence, build on this work that relies on aggregate sectoral 
data. Last, a comparative study could be undertaken to differentiate among MSMEs.

As far as the imminent implications of this study are concerned, future FTAs 
need to feature MSME-focused clauses that specifically acknowledge the distinct 
challenges faced by MSME businesses. Specialised mechanisms for dispute reso-
lution of MSMEs, along with streamlined rules of origin and tailored schedules 
for tariff reductions, must be implemented through trade agreements. As many 
MSMEs are largely unaware of CEPA’s provisions, it is vital to make them cogni-
zant of the same. Government agencies and trade associations should start spe-
cialised outreach programmes, conferences and online resources to educate 
MSMEs about the advantages of FTAs. This will offer simpler procedural instruc-
tions, real-time tariff and standard databases and tailored help in regional lan-
guages (Wang, 2024). In addition, for the chemicals exporters to Japan, the 
Government and associated export promotion councils must ensure strong com-
pliance frameworks and focus on green and sustainable chemistry in order to meet 
Japan’s stringent chemical standards. For the leather, textile and handicrafts 
exporters, it is vital to focus on quality, scale and ESG compliance standards. For 
the paper exporters, it is imperative to understand the strict Japanese green pro-
curement laws. Moreover, ecolabels could signal modern and environmentally 
sustainable manufacturing practices. This would help the sector gain a better foot-
hold in the concerned market. In this regard, the role of relevant export promotion 
bodies/councils should not be ignored. The Government could actively rope in 
these bodies/councils to spread awareness about the product quality standards 
expected of any exporter in Japan across all the discussed MSME sectors (Import 
Export Federation, 2022).
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