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Introduction

In the desire to realise rapid economic growth, Governments of the developing world have pursued export promotion strategies, for the belief that exports would have the capacity to overcome natural limits and constrains to growth that might exist within their respective domestic economies. It was hypothesised that the exports would have the necessary pulling capacity on the economy, which would enable an accelerated growth. Sri Lanka was no exception, and resorted explicitly to export development strategies, particularly since opening up of the economy in 1977. 

How successful have these strategies been in achieving faster economic growth?  Can the growth rates realised during the periods of implementation of such policies be identified as “export-led”?  This interesting question has been the subject for a number of research works in the recent past. Many econometric analyses have been performed to identify the export causality towards economic growth with varying degree of results. In relation to Sri Lankan economy, the studies hitherto conducted have not been able to identify a significant correlation of the progress of economic activity to exports, let alone the question of its causality.

The present exercise was with the intention of modelling the Gross Domestic Product (GDP) of the Sri Lankan economy, against its theoretically acceptable determining variables through a Time Series econometric analysis using macroeconomic data for the period from 1975 onwards, and to verify the hypotheses that (a) the economic output was significantly correlated with exports, and (b) the economic progress was caused by the country’s exports. The study also intended to identify the other significant determinants, if any, of the economy’s GDP.

Methodology

This study tested the export-led growth hypothesis by expanding the real output equation which included relevant determinant variables such as exports, imports, investment, and consumption in real terms. 
Macroeconomic data published in the annual reports of the Central Bank of Sri Lanka for the period between 1975 and 2009 were used in this analysis, while converting the respective values to constant prices using respective deflators with 1974 as the base year.

This study adopted the Time-series methodology, particularly that of unit-roots and co-integration, which have attracted considerable attention among Economists to examine the dynamic relationship between export growth and economic growth.

Different forms of models were tested with varying combinations of explanatory variables. Among them was also the combinations tested in the previous research. Results of model testing were used to arrive at conclusions pertaining to determinants of economic growth in Sri Lanka over the past 35 years. 

Results and Conclusions 
The Augmented Dickey-Fuller (ADF) test, based on the Akaike information criterion, indicated that all the variables were stationary at first differences or were integrated with order one, I(1). According to the results of the tests for cointegration between the variables in all forms of the model tested using the Johansen methodology, the null hypotheses of “no co-integration” stands rejected. This empirical support for the presence of one co-integration vector implies that all four variables were co-integrated and would follow a common long-run path.
The results obtained in all models tested indicated that Exports was significantly and positively correlated with GDP. Imports became insignificant, possibly owing to the fact that the Consumption variable would also represent much of Imports. The model with only Imports, Exports and Investment necessitated the introduction of Trend as a variable, which significantly improved the model’s explanatory power. However, in contrast to the previous findings, our analysis indicated a strong long-term and positive relationship between GDP and the variables representing Exports and Investment.  The insignificance of Imports in both exercises led us to test a third form by dropping Import, but adding back Consumption, as explanatory variables. All there variables showed significant correlation with GDP, Consumption and Exports positively, and Investment negatively.

It is interesting to note that the Granger causality examination performed in all models indicated no evidence to conclude a significant causality towards GDP from Exports. Hence, this outcome leads us towards the same conclusion arrived at in previous studies that Sri Lanka’s economic growth has not been export-led. Another noteworthy outcome of the present research was the qualification of Imports as the only variable having significantly caused GDP according to Granger test methodology. However, such causality appears to be questionable as Imports did not qualify as a significant explanatory variable in any of the long-run models tested. 

In the mean time, the model with Investment, Exports and Imports and Time as explanatory variables, the form which possessed the strongest explanatory power among those tested and which indicated significant requirement for error-correction, resulted in a long-run error-corrected model where Exports with one year and two year lags emerge significant in explaining GDP.

Therefore, it is our view that the empirical evidence does not enable us to conclude that Sri Lankan growth process over the past 35 years has not been export-led. Rather, the national output has had a positive influence from both Exports and Imports, at least over a medium-term scenario.
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