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The hypothesis of Export-Led Growth (ELG) asserts exports as a development
approach in order to enhance the productivity of an economy targeting big
international markets. However, empirical evidences based on this postulate are mixed
yet contradictory. The prime objective of this paper is to validate the customary ELG
hypothesis specifically for selected South Asian economies incorporating the dynamics
of the panel data. In this regard, four South Asian countries-Bangladesh, India,
Pakistan, and Sri Lanka have been selected. The study employs panel unit root, panel
ARDL and ECM for the time span of 1991-2017. The model includes annual GDP
growth, exports, imports; and foreign direct investment for the econometric estimation.
The findings prove significant and positive impact of exports and foreign direct
investment whereas; negative but significant impact of imports on GDP growth of

South Asian countries. Nevertheless, there exists some operational and institutional
glitches that obstruct the ELG process in South Asia. These include geo-political
ambiguities of the region, high price ratios, low investment rates, insufficient economic
infrastructure, and unfavorable regulatory settings hampering the economic growth. It
is thus suggested that South Asian countries can promote market diversification
broadening the product range. Besides; policies based on export promotion should be
considered to enhance capacity and quality of exports in order to stimulate growth.

Contribution/ Originality: This study contributes in existing literature while investigating ELG hypothesis
making an allowance for a new panel for economies South Asian namely Bangladesh, India, Pakistan and Sri Lanka.
Moreover, the study clusters around defining the dynamics of the ELG through applying panel Autoregressive
Distributed Lag (ARDL) regression.

1. INTRODUCTION

The Export-Led Growth (ELG) strategy has been aimed to enhance the productive capacity of the home
economy in international markets while achieving the objective of economic growth (Saglam and Egeli, 2017). In
this regard, economists discuss number of international trade theories namely Hecksher-Ohlin theory of trade,
theory of openness; and theory of openness for growth (Krueger, 1978; Salvatore, 1983; Bhagwati, 1988). The
combined declaration of these perspectives considers trade as a source of technological diffusion and spillover to
foster the overall productivity of the economy (Palley, 2011). Moreover; the insight of ELG hypothesis is the main
part of this approach which had been instigated in 1970s in order to bear the fruit of border openness. During this
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era, the most of the economies had switched from inward-looking policies of import substitution policies towards
out-ward looking policy of the ELG while targeting foreign demand for domestic products. For instance; the key of
success for Asian Tigers and Japan was that these economies has contributed a lot towards more economic
integration through trade as the strategy ELG had been widely acknowledged during 1970-1999.

Correspondingly, the ELG claims that development and extension of export activities not only generate
employing opportunities but also provide benefits to industrial sector which cater the growth of the economy.
There are many evidences from developing and emerging economies that were appeared to provide the empirical
supports for this hypothesis. In this regard, a significant segment of literature has been devoted to test the ELG
hypothesis using divergent data sets. The literature also revolves around determining the causality from growth to
exports; however, this is not the concern of this study.

Against the traditional background, over the last years, the literature on ELG has raised apprehensions on the
significance of ELG strategy as an appropriate tactic for the development (Ee, 2016). Even, impact of exports on
growth cannot relates with level of development of the country which is being under consideration such as
developed, emerging or developing because every economy have adopted the policies of export promotion as per
their contemporaneous condition (Palley, 2011). Furthermore; it was believed that ELG depended more on Foreign
Direct Investment (FDI) thus ELG must be replaced with Demand-Led Growth (DLG) hypothesis. In addition, it
was assumed that ELG is only applicable for industrialized and developed countries due to higher share in exports
and it was completely deployed by international organizations and the process of globalization (Palley, 2011).
However; it is argued by Blecker (2008) that the cause of failure of ELG in many developed economies could be
attributed to expansion effect on growth which was crowded-out. Furthermore, due to reduction in international
demands for exports from developed countries, ELG strategy became the reason of over-productivity and over-
investment in these countries.

Additionally, unpredictability, impulsiveness and instability of exchange rate in international markets also can
also be questioned for the dependence of less-developed economies on ELG policies (Singer, 1975). Thus, the ELG
hypothesis undergoes myth of Beggar-Thy Neighbor policy which harms trading partners in terms of devaluation
of currency to gain comparative advantage (Felipe, 2003). These arguments provides an insights views which
clears this misconstruction regarding ELG that there is no mutual consensus on the success or failure of ELG
policies as it may differs from one region or country to another region or country.

South Asia is one of the progressive continents as this region has gained its leads as fastest growing region in
the world that are experiencing sustained and robust growth patterns form the last few years (Munir and Javed,
2018). This could be attributed to the sturdy performance of the various Asian economies like India and Sri-Lanka
which has been driven by foreign investments, infrastructure progress, energy efficiencies and determination of
governments (Chow, 2010). However, this is always not the case for some countries of South Asia. Considering this
region of Asia, the Pakistan and Bangladesh are still striving hard to achieve the goals of sustainable development
and economic growth. Although, imports grew faster than exports in South Asia, however; growth relays on
exports in terms of job creation, foreign reserves, development of small industries etc. Therefore; it can be stated
that ELG stratagem in South Asian economies heavily depend on the access to international trade, market
diversification, and foreign demand. Meanwhile; due to limited production capacity and products diversification,
South Asian countries are not able to avail full benefits of export promotion polices that can stimulate their growth
(Din, 2004). As, it is already well defined that these economies are far behind in turning the benefits of exports in
tavor of their growth (Rizavi et al, 2010). This is due to the fact that major exports of these countries profoundly
rely on primary goods and intermediated goods with less focus on manufactured goods that demand surges
promptly (Hausmann et al., 2007; Jarreau and Poncet, 2012). These products are price inelastic therefore; exchange
rate depreciation is not supporting to enhance export demands in international markets. This insight accentuated

that high technology based exports will add up more benefits for the sluggish growth in South Asia.
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Precisely, this could be the reason that not much devotion had been delivered previously to test the hypothesis
of ELG due to its feeble implications. However, recently policy think tanks and researchers have started showing
inclination to test and approve the hypothesis for South Asian economies due to the fact that there is still an
incessant argument esteeming the probable dominance of South Asian economies in international markets.
Therefore, this study endeavors to revisit the ELG hypothesis making an allowance for a new panel for economies
South Asian namely Bangladesh, India, Pakistan and Sri Lanka. Moreover, the study clusters around defining the
dynamics of the ELG through applying panel Autoregressive Distributed Lag (ARDL) regression. The technique
allows generating aggregate results of the economies in the selected panel regressing separate models for both
long-run and short-run.

The study has been organized in to five main divisions. The next part of the study discusses the divergences in
the literature while the third segment presents methodology with variables descriptions and estimation procedure.
The fourth fragment of the paper elucidates the estimation of results and discussion. The last part concludes the

study with vital policy suggestions.

2. LITERATURE REVIEW

The ELG hypothesis had been explored by various scholars using divergent econometric applications and data
sets. Additionally, there exists huge literature focusing developing nations using abundant pragmatic techniques
and data sets (panel, cross-section, time series). The findings of these studies vary with econometric approach, data
periods under consideration, variables (real or nominal), causality perspectives (uni or bi-directional); control
variables of the models, interactive terms and so on. This is the reason that the export-growth association is yet a
subject of extensive deliberation in the literature. In this regard, it is pertinent to mention here an extraordinary
attempt by Giles and Williams (2000). The authors reviewed the work of more than hundred studies on ELG
during 1963-1999 and concluded an undetermined consensus of ELG literature.

For that reason, we will ponder to a comprehensive perspective of the ELG literature and will consider the
relevant and related studies throughout the section. Therefore, in Table 1 we have focused on specific studies
related to South Asia in order to extract the gap in the extensive ELG literature.

The Table 1 explains that there exists an extensive literature exploring the ELG for South Asian economies
focusing in both balanced and unbalanced studies. These studies differ in terms of data, estimations and country
selection of Asia region. Moreover, most of the studies had relied on causality analyses ignoring the dynamic
perspective of the ELG hypothesis and thus there is a limited literature directing the dynamics and forecasting of
growth through exports and vice versa. Shafiullah et al. (2017) and Thornton (1996) ended up on long-term
running from different exportable goods to growth of Australia and Mexico respectively. However, Dhawan and
Biswal (1999) estimated Vector-Autoregressive (VAR) model and found causality in short term for Indian economy.
Additionally, other set of panel exploration includes study by Ee (2016); Biyase and Zwane (2014); Alimi (2012);
Tekin (2012); Razmi and Hernandez (2011); Mehrara and Firouzjaee (2011); Pazim (2009); Kénya (2006); Parida
and Sahoo (2007) and Reppas and Christopoulos (2005).

Considering the time series perspective of the ELG hypothesis, Aslan and Topcu (2018); Bosupeng (2015);
Bilas et al. (2015); Bhatti and Bashir (2015); Shahbaz et al. (2011); Paul (2011) and Yew (2004) are a few
distinguished studies. The other set of studies favoring the ELG includes the studies of Seabra and Galimberti
(2012) and Foster (2006). It is worth mentioning here that these studies took into account various econometric

models and explained results given the time span under consideration for ELG hypothesis.
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Table-1. Compilation of Asian studies.

Author (s) Year Countries (Region) Data Methodology Findings
Ekanayake (1999) 1999 8 Developing Asian 1960-1997 Cointegration & | Validated ELG only for
Economies Balanced Panel Error Malaysia
Correction  Model
(ECM)
Kemal et al. (2002) | 2002 5 South Asian 1960-1998 Johansen Co- | ELG approved for all
Economies Unbalanced Panel integration & | economies
VECM
Din (2004 2004 5 South Asian 2002 Johansen Co- | Bi-directional causality for
Economies Unbalanced Panel integration & | Bangladesh, India, Sri Lanka
VECM while GLE approved for
Nepal & no causality was
found in case of Pakistan
Love and Chandra | 2004 Pakistan, India, Sri 1950-2000 Johansen Co- | ELG for Pakistan, Bi-
(2004 Lanka Unbalanced Panel integration & | directional causality for India
VECM and no causality for Sri
Lanka
Shirazi and Manap | 2005 5 South Asian 20002-03 Trivariate Model, | Bi-directional causality for
(2005) Economies Unbalanced Panel Johansen Bangladesh & Nepal,
Cointegration, ELG for Pakistan and no
Toda-Yamamoto evidence for India & Sri
Granger Lanka
Causality
Eusuf and Ahmed | 2007 South Asian Economies 1965-2005 Bivariate Model, ELG for Pakistan, Growth
(2007) Unbalanced Panel Engle Granger | Led Exports (GLE) for
Method Sri Lanka, Bhutan
GLE-India, Nepal,
Maldives & no causality for
Bangladesh
Parida and Sahoo | 2007 Four  South  Asian | 1980-2002 Multivariate Endorsed ELG hypothesis
(2007) Economies Balanced Panel Analysis, Pedroni’s for all economies
Panel Co-
integration,  Fully
Modified Ordinary
Least Square
(FMOLS)
Safdari et al. (2011) | 2011 13 Developing | 1988-2008 Bivariate ~ Model, | The uni-directional
Economies of Asia Balanced Panel Panel Co- | hypothesis of GLE had been
integration and | affirmed.
FMOLS
Nasreen (2011) 2011 8 Developing | 1975-2008 Bi-variate  Model, | GLE for Pakistan, Sri Lanka,
Economies of Asia Balanced Panel Panel Indonesia,
Cointegration, ELG for Malaysia &
FMOLS Thailand, Bi-directional
causality for India &
Philippines,
no evidence of causality for
Bangladesh
Hye et al. (2013) 2013 Six South Asian | 2009 Trivariate Analysis, | ELG was significant for all
Economies Unbalanced Panel Bound Testing Bangladesh, India, Nepal,
Sri Lanka, Bhutan except
Pakistan. Whereas; GLE was
not eftective for
Bangladesh & Nepal.
Kumari and | 2015 5 South Asian | 1980-2012 Trivariate Analysis, | Bi-directional causality for
Malhotra (2015) Economies Balanced Panel Johansen Co- | India while no causality for
integration, VECM Pakistan, Bangladesh
& Sri Lanka
Malhotra and | 2016 4 Largest South Asia | 1980 to 2012 Johansen Co- | ELG only for the economy of
Kumari (2016) Economies Balanced Panel integration, VECM, | India
Impulse Response
Function, Variance
Decomposition

The literature review provides useful insights and revealed mixed results that specifically count on the either

country or region given the objective under consideration. Summing the gist of the section, it is examined these

studies have not integrated the acumen of exports-growth dynamics which plugs in the long term perspective in

compliance with the short term convergence or divergence.
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3. ANALYTICAL FRAMEWORK

Export-orientation policies have significant impact in the stimulation of economic growth directly and
indirectly both. It has been found that increase in exports raise directly output growth as a main factor of GDP
which is Keynesian perspective. While using advance technology, exports also stimulate economic growth
indirectly this may lead to efficient allocation of economic resources, increase in productivity, full capacity
utilization and economies of scale (Balassa, 1985; Grossman and Helpman, 1991). Furthermore; it increases
economic competency of the country in order to compete with foreign competitors while exploring new markets for
their products. Moreover; exports also generates foreign exchange which not only raise the level of imports but
also support to imports capital and intermediate inputs for domestic production that further enhance growth
through progression of industries (Balassa, 1985; Awokuse, 2003). This study follows new growth framework of
Awokuse (2003) and Shan and Sun (1998) to examine the ELG hypothesis in growth model while including other

relevant variables which have also significant contribution of GDP growth.

4. METHODOLOGY
4.1. Data Source

This study implies panel dataset exports for the period of 1981 to 2017of four selected countries such as
Pakistan, India, Sri Lanka, and Bangladesh that have significant share of exports in GDP. All dataset have been
obtained from World Development Indicators (WDI) and International Financial Statistics (IFS). Description of

variables and unit of measurement is presented in Table 2.

Table-2. Description of variables.

Variables Abbreviation | Unit of Measurement | Reference Studies

Annual GDP growth Dependent Log(GDPG) Annual Percentage Paul (2011); Shahbaz
et al. (2011)

Exports Independent | Log(EX) Percentage of GDP Ahmad et al. (2016);
Ronit and Divya
(2014)

Imports Log(IMP) Percentage of GDP Malhotra and
Kumari (2016);
Shirazi and Manap
(2005)

Foreign Direct Investment FDI Percentage of GDP Hakizimana (2015)

4.2. Research Estimation Technique

While considering panel data framework, this research has been performed due to several advantages which
improve efficiency of estimated outcomes. Using diverse knowledge and increase comprehensiveness of the analysis
panel data incorporates effects of time series data along with cross section (Baltagi, 2013). Due to availability of
data, panel data is estimated with large time period (T) and large cross section (N). However; the differences are
applied with assumptions of with large or small time span with large number of cross section. Other panel different
techniques are available through which panel data set can be estimated with certain restrictions and requirements.
For instance; models of Fixed Effect (FE), Random Effect (RE); and Generalized Method of Moment (GMM) are
appropriate for small time span. Moreover; the main outcomes have been drawn from large time span which
divulges that homogenous slope coefficients (asymptotic) are often not suitable (Pesaran and Smith, 1995; Pesaran
et al., 1999;1997). It should be notified that dynamic GMM estimator is applicable only in case of N>T. The FE
model pools time series data for each cross section while allowing fluctuation in intercept across cross section.
However; if estimated coefficients are not same then fixed effect model generate false and misleading outcomes. It is

pertinent to mention here that as for our case, 4 economies are less than the 86 years (N<T). Hence, Dynamic
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Mean Group (DMG) projected by Pesaran et al. (1999) is a suitable panel option as this considers a lower degree of
heterogeneity (Fazli and Abbasi, 2018).
Equation 1 illustrates model with homogenous slope coefficient while Equation 2 presents panel model with

heterogeneous slope coeficient.

Yie= ay, + 8. X+ 8:X; + B X3+ &;¢

in

(1)
Yie = @y, + By Xy + B2i Xz, + Bai X3, + Vi (2)
Where;

i = cross section
t = time span
¥ = dependent variable

X = independent variable

If Equation 1 is accepted then panel model is estimated through conventional panel models (FE, RE, or GMM)
whereas; if Equation 2 is accepted then panel model can be estimated through PMG or DMG. However; model
estimation with heterogeneous slope coefficient are considered better in empirical research because it is more
consistent authentic with economic realities (Coakley et al, 2006; Eberhardt and Teal, 2011; Fazli and Abbasi,
2018).

The mean group estimators follow two basic rules: first; to estimate a particular estimation model for every
group which exists in the panel model. Second; to take average of coefficient of each group in order to obtain
coefficients of the panel. In this respect; the group heterogeneity is deliberated in the model and coefficients would

also be comparable to the original parameters of the economies.

Equation 3 present the DMG estimators with panel ARDL[:P; Gi,Ga0g cneny qn].

P q
NYie = E ‘A;)' }":.:‘—j + E 6:) x:.:—j + K T &
Jj=1

i=e (¥

Here;

v;. = dependent variable for groupI

x;; = Vector of explanatory varaibles of group I
8;; = Vector of coef ficients

i=1,23,...,N (Groups)

t=123,.....,T (Time)

u; = Fixed ef fect
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g;,, = Vector of error terms

It is more appropriate to estimate model with re-parameterization of Equation 3. It is structured co-integration
DMG obtaining both long-run and short-run estimates. The choice between DMG models i.e Average Mean Group
(AMG) or Pooled Mean Group (PMG) has been done by Hausman test.

The PMG estimation assumes that error terms are independent yet not serially correlated with explanatory
variables (exogenous). The second imperative assumption of PGM 1is the presences of long-term association
between variables (endogenous and exogenous). The third assumption of PGM is that parameters of long run are
same across different cross section however it may not be same in short-run. Moreover; the PGM estimator is also
flexible which permits homogeneity in long-run coefficient over each subgroup of countries or variables. Hence;

through this producer of estimation, the conventional problems of estimation can be resolved.

-1 q-1
* *!
Ayie = (@iYie—1Bixi) + Zlaj Ayie-j+ Z O Axjp—j+ i+ &t
=1 j=o (4)
» q
Where,Ay;, = ¥ — Vi 0: = —|1— Z Aij |, Bi= Z Oj A3
=1 j=e

v q

j— L J—

= — E Jhmandﬂj— - E 8.
m=j+1 m=j+1

Equation 4 shows general model of ARDL-PMG where; is speed of adjustment parameters which is expected to
be negative. As mentioned above that PGM estimator assumes homogeneity in the coefficient of long-run estimates
which must be same across countries and group whereas; coefficients of short run estimates are allowed vary across
group or countries.

The error correction from of PMG is estimated as follow:
p—1 q-1
I * IE]
Ayie = ¢i(yie-1 — 0 Xi) + Z AijAyie-1 + Z 0ij AXjp—j + i + €
=t =0 (%)

Equation 5 shows error correction from of PMG where; parameter is the error term which shows speed of

adjustment. If ;=0 no long run relationship would be proved. This error term should be negative and significant

due to prior assumption which shows that variables will be converged towards equilibrium in long-run whereas; the

vector 01 contain the long-run association among variables.

5. FINDINGS OF PANEL ESTIMATES
Table 3 presents summary statistics of the variables in the study. There is significant fluctuation in the
maximum and minimum values of exports with the range of minimum value of 1.22 while maximum of 3.66.
Similarly; the range of variation for imports is minimum 1.948 and maximum 3.90. GDP growth rate and
foreign direct investment have also recorded variations ranging from 0.014 to 2.26 for GDP growth whereas; from

0.000861 to 38.66 for FDI.
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Table-3. Statistical descriptive.

Statistics LnGDPG LnEX LnIM FDI
Mean 1.594185 2.687286 3.020553 0.860799
Median 1.631239 2.737326 3.043754 0.747736
Maximum 2.264653 3.663964 3.904409 3.668323
Minimum 0.014293 1.222673 1.948082 0.000861
Std. Dev. 0.411831 0.545998 0.480088 0.749025
Skewness -1.268760 -0.868411 -0.198668 1.299739
Kurtosis 5.1853876 2.539093 2.477399 5.210041
Jarque-Bera 68.22385 4.505957 2.621843 70.81955
Probability 0.000000 0.105086 0.269572 0.000000
Sum 282.7511 392.3438 441.0008 125.6766
Sum Sq. Dev. 24.59266 438.22655 33.42024 81.35064
Observations 146 146 146 146
Table-4. Correlation matrix.
Variables GDPG IMP EX FDI
LnGDPG 1 0.0997 0.1401 0.18724
LnIMP 0.0997 1 0.9024 0.5213
LnEX 0.14011 0.9024 1 0.5840
FDI 0.18724 0.5218 0.5840 1

The above table shows various correlation matrixes that proves linear relationship and strength of among

variables. We have found weak but positive linear association among variables with respect to GDPG. The results

of panel unit root tests have been presented in Table 4. First, we have employed the panel unit root test of Im ez al.

(2003) which was hereafter termed as IPS test. This test has been widely used in empirical studies due to its simple

technique and alternative hypothesis which claims heterogeneity. The IPS test basically assumes independence

among cross sections of the panel data without considering time effects (common). Moreover, the test incorporates

the heterogeneity through distinct deterministic properties (both constant and non-constant) with serial correlation

(heterogeneous) arrangement of the error terms (Afonso and Rault, 2008). Additionally, we have also provided the

results of three other panel unit root tests for expedite comparisons. These include Levin, Lin and Chu, Augmented

Dickey Fuller and Peseran tests that are hereafter referred as LLC, ADF and PP test respectively.

Table-5. Panel unit root tests.

LLC Test (Trend and Intercept) IPS Test (Trend and Intercept)
I(0) I(1) I(0) I(1)
T-Stat Probe- | T-Stat Probe- T-Stat | Probe- | T-Stat Probe-
values values values values
LnEX 2.215 0.9866 -1.34336 | 0.0896 LnEX 2.7176 0.9967 -3.91299 0.0000
FDI -.1.44577 0.0741 -4.62605 | 0.0000 FDI 2.81458 0.0024 -6.32640 0.0000
LnGDPG | -2.21773 0.0133 -5.569699 | 0.0000 LnGDPG -3.8339 0.0001 -9.15049 0.0000
LnIMP 1.82876 0.9080 -5.156529 | 0.0000 LnIMP 0.11823 0.5439 -5.10114 0.0000
ADF Test (Trend and Intercept PP Test (Trend and Intercept)
[(O) I(1) 1(0) I(1)
T-Stat | Probe- | T-Stat Probe- T-Stat | Probe- | T-Stat Probe-
values values values values
LnEX 0.72202 0.9995 29.6543 0.0002 LnEX 2.56268 0.9586 111.729 0.0000
FDI 22.7279 0.0037 50.3488 0.0000 FDI 17.5468 0.0249 127.404 0.0000
LnGDPG 29.7337 0.0002 77.7071 0.0000 LnGDPG 286.899 0.0000 1053.56 0.0000
LnIMP 0.62986 0.6138 39.4391 0.0000 LnIMP 6.42545 0.5997 72.1505 0.0000
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Table 5_represents outcomes of various unit root tests. It can be verified that the variables of the panel dataset
are integrated at level and first difference both. This allows to employ the panel ARDL methodology. The outcomes
of panel unit roots also exclude the possibility of integration of variables at second difference and none of under
lying variable is of order I(2). The long-term integration between under lying variables is inspected by the Kao

(1999).

Table-6. Results of cointegration test.

H,: No Co — integration t-Statistic Prob.
-2.848414 0.0022

The Table 6 shows result of Kao test. It is clear from the estimates in the table that the null hypothesis is
rejected at 1 percent which endorses long-term affiliation between variables. Thus, co-integration among variables

is sufficient avoiding likelihood of false regression.

Table-7. Results of hausman test.
Test Summary Chi-Sq. Statistic | Chi-Sq. d.f. Prob.
Cross-section random 17.700574 3 0.0005

The acceptance of alternative hypothesis in Table 7 also allows to employ the PMG-ARDL technique (Fazli
and Abbasi, 2018). Thus, result of Hausman test allows to estimate the dynamics of the main model (Fazli and
Abbasi, 2018). Figure 1 shows maximum selected lags of estimated model.

Figure 1 shows maximum selected lags of estimated model.

Akaike Information Criteria (top 20 models)
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Figure-1. Optimal model selection of ARDL (akaike information criteria).

While selecting appropriate maximum lag lengths with automatic selection under Akaike Information Criteria

(AIC), we have estimated ARDL Model for long and short run estimates.
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Table-8. Long run estimates of panel model.

Dependent Variable: D(LnGDPG)

Model selection method: Akaike info criterion (AIC)
Selected Model: ARDL(6, 4, 4, 4)

Variable Coefficient | Std. Error | t-Statistic Prob.

LnEX 0.629670 0.120532 5.224100 0.0000
LnIMP -0.664867 0.352884 -1.884094 0.0642
FDI 0.371595 0.096173 3.863808 0.0003

The results of long run estimates have been presented in Table 8. The result confirms export-led growth

hypothesis in case of SAARC countries. The result is in line with number of studies such as Balassa (1985); Parida

and Sahoo (2007); Medina-Smith (2000); Seabra and Galimberti (2012) and Kumari and Malhotra (2015). A 1

percent increase in exports may leads to cause economic growth by 0.62 percent which also proves export potential

for this region. Therefore; to ensure long-term growth; the region need to integrated with global world to sustain

its upward growth, create more jobs and economic development for its people. Policymakers need to implement

and ambiguous range of policy to implements an ambitious range of reforms that can turn the regions into the

world next export power (World Bank, 2019). Moreover; foreign exchange from export earning can also be used to

imports capital and intermediate goods to enhance growth.

Table-9. Short-run estimates of panel model.

Dependent Variable: D(LnGDPG)

Model selection method: Akaike info criterion (AIC)

Selected Model: ARDL (6, 4, 4, 4).

ECM(-1) -1.431219 0.589750 | -2.426821 0.0181
D(GDPG(-1)) 0.655284 0.578356 1.133013 0.2615
D(GDPG(-2)) 0.536123 0.594920 | 0.901168 0.8709
D(GDPG(-3)) 0.289217 0.307332 | 0.941059 0.8503
D(GDPG(-4)) 0.295633 0.261916 1.128728 0.2633
D(GDPG(-5)) 0.178443 0.221952 0.803969 0.4244
D(EX) -0.556764% 2.331738 | -0.238777 | 0.8121
D(EX(-1)) 2.138019 1.366663 1.564409 0.1227
D(EX(-2)) -0.814167 1.8391289 | -0.585188 | 0.5605
D(EX(-3)) -0.994394 0.610060 | -1.629993 | 0.1081
D(IMP) 0.619595 1.555323 0.398371 0.6917
D(IMP(-1)) -1.284561 0.832072 | -1.543810 | 0.1276
D(IMP(-2)) -0.091395 0.686766 | -0.133080 | 0.8946
D(IMP(-3)) 0.033348 0.253368 0.131620 0.8957
D(FDI) -0.291280 0.348400 | -0.836051 0.4063
D(FDI(-1)) -0.394480 0.208827 | -1.889028 | 0.0635
D(FDI(-2)) -0.184767 0.195483 | -0.945183 | 0.3482
D(FDI(-3)) -0.280690 0.070182 | -3.999470 | 0.0002
C 2.212869 1.094008 2.022717 0.0474
@TREND 0.004013 0.012351 0.324893 0.7463
Log likelihood 45.79675
Cross Section Short Run Equation

Countries Coefficient | Std. Error | t-Statistic | Prob.*
Bangladesh -2.342712 0.325736 | -7.192063 | 0.0055
India -0.61650 0.239957 -2.5669223 0.0825
Pakistan -2.539204 0.112492 | -22.57277 | 0.0002
Sri-Lanka -0.226455 0.068264 | -3.317322 | 0.0451

Finally foreign competition brings economies of scale and accelerates technical progress in production

resulting economic growth (Moosa, 1999). We have found significantly positive impact of FDI on economic growth

of SAARC countries. The finding is similar with Lan (2006); Mottaleb (2007); Hansen and Rand (2006); Ahmad et

© 2020 AESS Publications. All Rights Reserved.
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al. (2012); Andraz and Rodrigues (2010). We can conclude that FDI positively enhances economic growth in South
Asia, both directly and indirectly. The negative and significant association between import and gdp growth has
been found in this study which is logically accepted that increasing imports worsen balance of trade. A 1 percent
decrease in import may leads to increase economic growth by 0.66 percent. Increasing imports not only increase
debt of region but also increase demand of foreign currency that negatively impacts economic growth. the finding is
in line with the study of Mohsen (2015); Kholis (2012) and Kartikasari (2017). Moreover; deficit in trade reflects
foreign borrowing which further increase problems in developing countries.

Table 9 elucidates the results of PGM short run estimates of both panel data. Considering the panel estimates
of short run, the value of ECM is -1.43(0.0181) which is validating convergence of the model towards long run
equilibrium after occurrence of any shocks in the short. Meanwhile, cross-section estimates of short run also
indicate movement towards equilibrium as ECM term’s signs are negative and statistically significant for

Bangladesh, India, Pakistan and Sri Lanka with coefficients values of -2.34, -0.616, -2.53 and -0.22 respectively.

6. CONCLUSION AND RECOMMENDATIONS

This study has contributed in the recent literature incorporating the dynamics of ELG for selected economies
of South Asia. We have investigated the traditional concept of ELG by making the panel for the time span of 1981-
2017. The dynamic behavior of the variables in the model has been captured through the panel ARDL approach.
The positive and significant coefficient between the core indicators of ELG has endorsed the postulate for the
selected countries. This implies that expansion in exports would be significantly transmuted in the growth of the
South Asian emerging economies. Considering the other control variables of the model, all variables have been
found significant influence on growth of South Asian economies.

Besides, the significant declaration of both long-run and short-run estimates affirmed the dynamics of the
model under consideration in this study. This provides a plausible explanation of using appropriate variables in
remodel. Moreover, the outcomes of the separate short run ECM has revealed no considerable variations implying
the short run convergence in all four economies. On the whole, the ELG in the developing economies of South Asia
has been declared effective in improving the growth.

In this regard, we have proposed a few doable policy measures in the lieu of two main insights, notably
considering the long term perspective and to rectify the distortions in case of disequilibrium in the short run.

e  This is high time for the South Asian economies to calibrate the initiative of export expansion which may
tend to facilitate their exports and markets to international exposure. This will not only fabricate the
capacity of exports in these economies but will also provide an accelerator effect to economic progress.

e  Considering the geo-political patterns of the South Asia, it is well persuaded that economies in the region
lag behind in terms of regional trend and integration. Therefore, it is essential for these economies to
compose worthy regional trade policies and go beyond conflicts in order to converge in a more liberalized
region.

e There is also a dire need for the region to develop the research and development (R&D) infrastructure in
order to acquire knowledge and technological expertise.

e  The harmony of the ELG in South Asia can be conveniently attained through enhancement in productive
capacity to fulfill local demand, technological intensiveness, and competitive prices (home and foreign) and
last but not the least product and market diversification.

e  Turning to the demand of the importing countries, the exports of value added and manufactured products
are highly inelastic and thus provide an intuition for the economies to deviate from their traditional
exports of primary goods.

e Nevertheless, the economies must reduce their reliance on external sources (imports) and adopt the

contemporary models of growth as these models emphasize on local components of aggregate demand.

11
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e  The extraordinary propensity of imports must be eliminated and should be replaced with the initiatives of
raising wages specifically in the services sector in compliance with more focus on financial derivatives

alleviating savings of the economies.
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