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Introduction

As many schools of thoughts emphasize, economiwthras a complex
process which depends on many socio-economic ariticglo factors.
Economists have attempted to identify the majoemeinants of economic
growth through various means, and theories emphagsizcapital
accumulation, consumption level, trade, economabibty and political
environment. In this study, the author gives prattention to the export led-
growth hypothesis which simply states that expansid exports is a
significant determinant of the economic growth o€auntry. Further, the
export led growth hypothesis emphasizes exportheagngine of economic
growth along with labor and capital. Even thougw fstudies have been
conducted regarding the particular area by adoptargous methodologies
and taking Sri Lankan experience into account,ltesfimost of those studies
show an insignificant relationship between expartd economic growth. On
the other hand, one of the major suggestions of\iseon 2025 policy
framework is that of developing Sri Lanka as ancepriented economy. In
this context, there is an apparent mismatch betwegpirical results and the
policy framework of the country. Therefore, condingta comprehensive
analysis is called for. Hence, this study atteriptsxamine the validity of the
export led growth hypothesis (ELGH) for Sri Lanka.

Objective
The general objective of this study is to invesegde relationship between
exports and economic growth in Sri Lanka and taniife the impact of

exports on economic growth based on time seriesardata from 1978 to
2018.
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Methodology

This study is developed based on the extendedoversi the neoclassical
Solow Swan Growth Model (1956) which emphasizestabpnd labour as

the major determinants of economic growth. Grossneésiic Production

(GDP) is considered as the dependent variable v@nbss Domestic Capital
Formation (GDCF), employment and exports are camnsil as independent
variables. Standard time series methods are englaylentify the validity

of the ELGH. The time series annual data for thdysperiod is obtained from
World Development Indicators (WDI) of the World BanThe series are
transformed into natural logarithm terms to avoibe tissues of

heteroscedasticity. This study has added exporta asw variable to the
traditional Neo Classical Growth Model. Based ba previous studies of
Feder (1982), Balassa (1985), Smith (2001), tHevi@hg empirical model is

adopted for the study:

LnGDP, = By + B,LnGDCF, + B,LnEMP, + BsLnEX, + &,

INGDP represents the Natural Logarithm of Gross Bstim Production.
LnGDCF, LnEMP and LnEX represent the Natural Lotens of Gross
Domestic Capital Formation, Employment and Expa#gspectively. Further,
e and t represent error term and time componenteotiseely. First, trend
analysis was conducted based on available litexaturd Augmented Dickey
Fuller (ADF) test was carried out to identify that®onarity of the data. The
Engel Granger cointegration test was used to liesthe long run relationship
between exports and GDP. In addition, error coiwaagnodel (ECM) test was
adopted to examine the short run relationshiptests mentioned above were
conducted using E-Views 9 statistical software pgek

Results and Discussion

According to the results of the ADF test | conclubat all the variable have
unit root at level while stationary at first difeerce, | (1). Because all the
variable are integrated of the same order, integratf order one, Engel
Granger Cointegration test can be conducted. Tlsl&eof Engel Granger
test and OLS test are shown in Table 1.
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Table 1: T Step of the Engel Granger Cointegration test — @gdession

Variable Coefficient Standard Error t-statistics
Constant 5.278 1.520 3.471%**
LnGDCF 0.547 0.034 15.967***
LnEMP 0.069 0.210 0.328
LnEX 0.272 0.064 4,231
Effects Specifications

R-squared 0.995 F-statistic 2059.970
Adj. R-squared 0.995 Prob(F-statistic) 0.000

Durbin-Watson 1.712

Note: *, ** and *** represent statistical significae at 10%, 5% and 1% respectively

As shown in Table 1, exports and GDCF have sigaifiaelationships with
the GDP under the 1 percent significance levelld atalso indicates that a 1
percent increase in exports lead to a 27 perceméase in GDP. But the
relationship between employment and GDP is insicgnit. Further, by the R-
squared value, 99 percent of the variation in tepeddent variable is
explained by independent variables. Because opdssibility of spurious
results, ADF test is conducted on generated relsiciiahe OLS test and the
results of the test is presented in Table 2. Asltesdicate, absolute value of
test statistic of the ADF test is greater thardaibsolute value of Engel Granger
critical value under 5 percent significant leveligih means residuals are
stationary at level. This indicates the existenéelomg run equilibrium
between the dependent and independent variabletheFuthe results show
that not only exports, but also GDCF has a sigaifigositive impact on GDP
in the long run, except employment which is insigant.

Results of the ECM are reported in Table 3 and digaificant negative
coefficient of the error correction term revealsfoonation of long run
relationship in the model. The coefficient of theoe correction term is
(minus) -0.272105 and it shows that approximat@lp@rcent of a disturbance
is adjusted over the long run. It means that thedehccorrects the
disequilibrium of the short run by a speed of 27cpet. In addition, results
do not support rejecting the null hypothesis ofraelationship which means
there is no relationship between exports and GCiRdrshort run.
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Table 2: ADF Unit Root test on U (Residuals)

t-statistic Prob.
ADF Test Statistic -5.323 0.0000
Engle-Granger Critical Value 1% -5.017
5% -4.324
10% -3.979

Note: *, ** and *** represent statistical signifioae at 10%, 5% and 1% respectively.

Table 3: Error Correction Model

Variable Coefficient Standard error t-statistics
C 0.031 0.003 10.086
D(LGDCF) 0.235 0.033 6.954
D(LEMP) 0.035 0.067 0.530
D(LEX) 0.059 0.037 1.582
U(-1) -0.272 0.087 -3.099
Effects Specifications

R-squared 0.761 F-statistic 18.403
Adj. R-squared 0.720 Prob(F-statistic) 0.000
LM test 0.093 Durbin-Watson stat 1.582

Note: *, ** and *** represent statistical signifioae at 10%, 5% and 1% respectively.

On the other hand, GDCF is the only independentalilr which has
significant effect on the dependent variable in ghert run which indicates
that a 1 percent increase leads to approximat2§/ercent increase in GDP.
It can be concluded that, even though the restiliseoECM model confirms
the long run equilibrium of the dependent and irhejent variables which
strengths the validity of ELGH in the context of Banka, it does not provide
sufficient support for a short relationship betweeports and GDP.

Serial correlation is one of the prominent issuéb @CM which makes the
model inappropriate. Therefore the Breusch-God8eyial Correlation LM

Test was conducted and results indicate that thehgpothesis of no serial
correlation cannot be rejected under the 5 persgmificance level which

reinforces the validity of results of the ECM fugthAs indicated by the above
results, there is a relationship between the egpamtd GDP in the long run
and but not in the short run. It clearly means,ttfe results of the long run
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model strongly support the validity of the ELGHtire context of Sri Lanka.
Further, there are many channels through which gspean impact on
economic growth as revealed by the literature. Tinelude generation of
greater capacity utilization, advantage of econgroiescale, ability to absorb
foreign technology, employment creation, increasesabor productivity,
improving the allocation of scarce resources thnoug the economy, relaxing
the current account pressures for foreign capitaddg by increasing the
country’s external earnings, attracting foreignestymnent and increasing the
TFP and hence the well-being of the country (Sn2001). As for other
variables, only GDCF has a significant impact onFGB both long and short
run in Sri Lanka. As the neo-classical Solow-Swamwgh model emphasizes,
capital accumulation is a core determinant of eagn@rowth in both short
and long run. Further, capital accumulation leadsnproved productivity of
the economy and higher economic growth.

Conclusion

Many studies emphasize exports as a major factochwktimulates the
economic growth of a country and this study attenptexamine the validity
of this statement using time series econometrityarsafor Sri Lanka. Results
of the ADF test revealed that all the variablessidered in the study are
nonstationary in level and in first difference. Toesults of the Engel Granger
Cointegration test concluded that GDCF and expgmatse significant impact
on GDP in the long run. A 1 percent increase inogetsplead to a 27 percent
increase GDP. Further, the ECM test results comfirnthe long run
relationship and showed that the model correctsligeguilibrium of the short
run at a speed of 27 percent. In addition, ECMdat#id that GDCF is the only
variable which has a significant relationship vattonomic growth in the short
run. Finally, the study provides statistical supporthe validity of the Export
Led Growth Hypothesis (ELGH) in the context of Banka only in the long
run.
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