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ABSTRACT-The objective of this research paper is to analyze the
contribution of exports in Economic growth in Pakistan. For this purpose, we
used time series data for the period of 1980-2015. We checked the impact of
three independent variables; exports, imports and FDI on dependent variable
GDP by using ARDL and VECM approaches. We applied ADFs Unit Root test
to check stationarity. Our results show that Export and FDI have positive and
significant impact on GDP while import has negative significant impact on
GDP in the long run and short run.
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1. INTRODUCTION:
In this era of globalization every country whether it is developed or
developing wants to maximize its level of growth. Countries applied different
strategies to uplift its level of economic growth. Export is one of the varieties
through which a country tries to achieve its desired level of GDP It is a point
of debate between economists whether export really helpful for those countries
which want to achieve target level of GDP growth. Neo-classical growth
theories are in favor of export-oriented economic growth. According to them
export shows significant and positive impact on economic growth. In contrast,
some economists say that export shows long run relationship with economic
growth of the country and in short run, it has no significant effect on the
economy.
One can also find much historical evidence of the countries that got
their desire level of economic progress through export promotion. We have
very first examples of Germany that initiated its exports led growth in 1950
and the second country was Japan that started this policy in 1960. While import
substitution policy started in 1970. IMF and World Bank are also two
important institutions that supported this idea. Asian tigers are also another
example in the favour of export led growth. China started following this policy
in 2000 and made tremendous growth in its economic growth since then. It is
now prevailing concept that export not only contribute in earning foreign
exchange but also equally beneficial for the creation of more jobs inside the
country.
1.2 Objectives of the study:
The study consists of following objectives:-
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● To check relationship between export and Gross Domestic Product (GDP)
in Pakistan.
● To examine the relationship between economic growths, exports and
imports.
● To measure the impact of exports and imports on economic growth of
Pakistan.
● To analyze the impact of FDI on economic growth in Pakistan.
1.3 Scope of study:
Different Economic policies show the positive impact of export on
economic growth. Different countries are formulating different strategies to
increase economic growth through exports. Thus, there is a dire need to
conduct a study on exports to measure its impact on economic growth. The
results of this study will be beneficial for researchers, academicians and policy
makers equally.
2. REVIEW OF LITERATURE:
Different studies on the relationship between exports and GDP growth
have shown different results and we briefly discussed them in the following: Fatimah and Qayyum (2018) conducted research on the role of export
in economic growth in Pakistan. In this research they check whether export
can boost the economy of Pakistan. They take 46-year time series data from
1971- 2016 and their empirical results show that increase in exports had
significant impact on Pakistan’s economy. Which means it shows positive
direction to economy.
Ekanayake (1999) also conducted the study on export and shows the
growth of economy in Asian countries. In his research, he selected eight Asian
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countries including Pakistan. He uses data of 37 years from 1960 to 1997. His
study showed various results for various countries. In view of Pakistan he
found bidirectional causal relationship between export and GDP growth.
Shirazi, Manap conducted study in 2004 to ascertain relationship
between export and economic growth in Pakistan. They check whether or not
exports lead to boost the economy of Pakistan.They used 43-year data from
1960 to 2003. They concluded that export had positive relationship with GDP
in the long run.
Raza (2017) study pointed out the causality between exports and
economic growth in Pakistan. He used econometric techniques Toda and
Yama moto Granger causality and co integration test. He used 48-year data
from 1967 to 2015 and source of data was world development indicators. The
empirical effects of Granger causality show that there is unidirectional
relationship between export and GDP growth rate in Pakistan.
Najid, Arslan and Katarina (2002) worked for the Pakistan and Europe
economy to show the contribution of export and growth of economy. In their
work they used data of 35 years from 1977 to 2012. They take value of GDP
as dependent variable and export as independent variable. Different
econometric techniques were used and at the end they concluded that export
is beneficial both Pakistan and Europe countries.
Anwar and Sampath (1997) took a sample of 96 countries to study the
relationship between export and GDP growth. They used time series data
from 1960-1992. Their results show that there is one-way causation between
exports and GDP in eight sampling countries. While the causation regarding
GDP to exports is found only in nine countries which shows the positive
relationship between these variables.
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Iqbal, Hameed and Devi (2012) study the same topic by taking 50
years’ data from 1960 to 2009. Their study uses different econometric
techniques to check relationship between export and growth in Pakistan. The
outcomes of their investigation show the one-way causation from GDP to
exports.
Awan (2014) studied the causes of US economic slowdown. He
revealed that growing imports and declining exports were the two reasons for
US economic growth. The US focused on the growth of service sector and
ignored manufacturing sector to reduce environmental hazards and the result
was that the GDP growth was slow, causing huge deficit in international trade.
Awan (2015) also investigated economic growth of China. He argued
that China opened economy for foreign investment and focused on expansion
of manufacturing sector. It caused transfer of technology and capital from the
United States and European Union. In this way, China did not only produce
surplus goods and services but also was able to reduce unemployment rate to
historically low. It was proved from the results of this study that exports are
the engine of economic growth and countries particularly developing countries
should focus on its promotion through fiscal incentives and developing
infrastructure.
Mujahid and Noman (2016) conducted research on trade to show its
effect on Pakistan economy. They take 44-year data from 1971 to 2013. In
their study they selected variables like GDP, export, import and FDI. They
applied ARDL approach and co integration technique. Their results show
equilibrium adjustment in long and short run. They viewed Pakistan exports
can be increased by getting removed trade barriers, export quotas market
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access. Moreover, favorable exchange rate also helped in improving the
exports of the country, the concluded.
3. RESEARCH METHODOLOGY:
3.1 Nature of Study:
This study is quantitative in nature and we will use quantitative method
to analyze the data.
3.2 Type of Data:
Time series data is used in this study.
3.3 sample of Study:
This research work consists of 35 years’ data ranging from 1980 to
2015.
3.4 Selected Variables:
We have used four variables like Export, FDI, GDP and Import. GDP
is taken as dependent variable while export, import and FDI are used as
explanatory variables.
3.5 Econometric Model:
In this study we used multiple regression analysis to analyze
relationship between independent and dependent variables, which have shown
in the following equation: GDP_ = β0+ β1 (EXP)i + β2 (IMP)i + β3 (FDI_)i + εi
Where GDP is the dependent variable, β0 is the intercept, β1, β2 and β3 are the
slopes of EXP, imports and FDI. and e is an error or residual term used in this
model.
3.6 Hypothesis of study:
The hypothesis of this study are given as under:

H0: Export does not have impact on GDP growth rate in Pakistan.
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H1: Export does have impact on GDP growth rate in Pakistan.

3.7 Analytical Techniques:
We have applied the following statistical techniques to analyze data:
3.6.1. Descriptive statistics.
3.6.2. ADF’s Unit Root Test.
3.6.3. ARDL Model.
3.6.4. Error Correction Model.
3.6.5 E-View Software.
4. DATA ANALYSIS:
4.1 Descriptive statistics:
The results of descriptive statistics are given in Table 1:
Table 1: Results of Descriptive statistics

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis
Jarque-Bera
Probability
Sum
Sum Sq. Dev.
Observations

LNGDP

LNEXPORT

LNIMPORT

LNFDI

1.40479
1.576825
2.323926
-0.57264
0.651998
-1.29319
4.282613
12.5017
0.001929
50.57243
14.87855
36

1.82131
1.862378
3.510507
-1.02157
1.100077
-0.45097
2.546878
1.528227
0.465747
65.56716
42.3559
36

1.517185
1.578071
3.701112
-2.12619
1.239475
-0.87746
4.118318
6.495514
0.038861
54.61867
53.77042
36

-0.43632
-0.48305
1.299735
-2.27627
0.821175
0.054225
3.099986
0.032638
0.983813
-15.7077
23.60149
36

Table 1 shows descriptive stat of selected variables. The results show that
mean value of Export (1.82) is greater than mean value of GDP (1.40) and the
mean value of Import (1.51). while FDI shows negative impact on GDP. The
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higher value of Export shows that GDP of country increases when Export
increases.
4.2 ADF’ Unit Root Test:
The results of Unit Root test are shown in Table 2:
Table 2: Results of Unit Root Test of selected variables
Variables

At

level

values

p At 1st difference Order
p value

integration

GDP

0.0056

I(0)

EXPORT

0.0000

I(0)

IMPORT

0.0000

I(0)

FDI

0.1226

0.0002

of

I(1)

Table 2 shows the results of unit root test. The results reflect that GDP, Export,
and Import got stationary at level but FDI is stationer at 1st difference. Thus
we can use the ARDL and ECM model for analysis because the variables of
the study are stationary at different levels.
4.3 ARDL Approach:
The results of ARDL model is shown in table 3:
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Table 3: Results of ARDL Model

The results in table 3 shows that Export value is (0.024) that has significant
positive relationship with GDP. It means if one-unit increase in the exports it
will likely to increase GP by 28 percent. The value of import is (-0.18) which
shows if one unit increases in import it will cause decrease in GDP by 18
percent in the long run. Similarly, the value of FDI is minus (-0.16), shows
negative relationship with GDP. It means if one unit increases in GDP it will
likely to cause decrease in GDP by 16 percent in the long run. The cause of
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negative effect of FDI is that most of foreign direct investment is made in
speculative activities due political instability. The R2 value is 55 which means
that 55 percent variations in the dependent variable is due to independent
variables in the long run. However, its adjusted value is 30, which low
dependency of dependent variable on independent variables in the long run.
4.4 Optimal Lags:
Table 4: Optimal Lags
Variables

Optimal lag

Gross domestic product

4

Export

0

Import

1

FDI

3

Table 4 shows optimal lags of different variables. It shows GDP has 4 lags in
the model, Export shows zero lag in the model, Import shows one lag while
the FDI shows 3 lags in the model.
4.5.: Error Correction Model:
The results of Error Correction Model are shown in Table 5:
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Table 5: Results of ECM

Table 5 shows ECM model results. The ECM model results shows 59%
variation in dependent variable is due to independent variables in the short run
because the value of R2 is (0.59). However, adjusted R2 value is 029 which is
low. Similarly, Durbin Watson ECM result is (2.052), which also shows
positive relationship between Export and GDP.
5.FINDINGS OF STUDY:
According to results of this study, the Export has positive and
significant effect on GDP in Pakistan, so the Economic growth increases over
time. This increase in GDP is due to increase in exports of primary goods like
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yarn, cotton, cloth and rice, etc. Whereas the foreign direct investment and
import shows negative impact on DGP of Pakistan. This is because of the
following reasons:

Political instability



Small size of local market



Exports of primary goods



High Tax rate.



High inflation rates

However, our findings show that there is a positive relationship between
export and GDP growth rate in Pakistan.in the long run and short run.
6. CONCLUSION:
The aim for this study was to find out relationship between exports can
economic growth in Pakistan. We used time series data of 35-year data from
1980 to 2015 to study long run and short run relationship between these two
variables. The results drawn by using ARDL and ECM model. We can
conclude that exports have positive impact on economic growth in the short
run and long run. However, imports and FDI have negative relationship with
GDP in Pakistan. But the low value of adjusted R2 shows that exports has
about 30 percent positive impact on economic growth. The reason is that
Pakistan is exporting primary goods which fetches low prices in international
markets. So Pakistan should produce high tech product to earn high amount of
foreign exchange. However, it is exporting luxury goods which are costly and
involve heavy foreign exchange. This is the reason imports always exert
significant pressure on Pakistan foreign exchange researve. FDI also has
negative effect on Pakistan’s economy due to its short duration its use in
speculative and non-productive activities.
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7. RECOMMENDATION:
The recommendation of this study are given below: ► Pakistan must boost export to increase GDP growth rate. Those
commodities should be produced which have export potential. The market size
for exports can be increased by improving long term relationship with other
countries. The improved human capital can also boost the exports of domestic
goods.
► Government should make such policies which have positive impact on
productivity like education sector in which primary, secondary and technical
education are more important. As human capital has direct connection with
productivity so we Pakistan must focus on its development. Government
should allocate sufficient budget for development of human capital.
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