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CHAPTER III

EXPORTS AND ECONOMIC DEVELOPMENT i

A STATISTICAL FRAMEWORK OF INDIA

3*1: INTRODUCTION :

The foregoing analysis of the previous chapter has 
suggested that while there are strong theoretical possi­
bilities of Export-led* growth, historically, exports 
have helped to generate growth in some countries and 
have failed to do so in some other cases. Logically, 

therefore, the question to be addressed in this chapter 
is i How far have exports helped in economic development 
of India ?

In recent years, there have been a few statistical 
studies’" to test the relationship between exports and
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economic growth. These studies can broadly be classified 
into two groups, those studies which have tried to test 
the relationship directly through simple and multiple 
regression analysis between rates of growth of exports and 
that of GNP, such as that of Emery?* 2* and the other studies 

which have tested the relationship indirectly through 

simple and multiple regression analysis between rates of 

growth of exports and of such other factors like savings 

and investment which have direct bearings on growth of the 
economy,such as those of Maizels3 and Lee4 5 6.

But these studies have neither followed the same metho­
dology nor are they unanimous on the issues* For example, ' 
while Emery asserts that countries eager to increase 

their growth rates should adopt the type of policies that 
will stimulate exports, Syran and WalsH^ have pointed out
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that the relationship depends on the type of the export 
goods as different types of goods provide different degrees 

of stimulation to the domestic economy.

It is, therefore, the main purpose of the present

chapter to test the relationship between exports and eco- 
innomie growth.fmt India. As the various statistical studies

\

have not followed the same methodology, section 3.2 shall 
survey the various methods employed by these studies; while 
section 3*3 shall summerise^ the main findings and limita­

tions, if there be any, of the major studies. The relation- 
inship India shall be tested through multiple regression 

and multiplier analyses in section 3.4. This is followed by 

conclusions in the last section 3.5.

3.2: STATISTICAL METHODOLOGY s

The studies have tried to examine the relationship bet­

ween exports and economic growth, first, by forming direct 
and indirect hypotheses regarding the relationship and then 
by testing these hypotheses through simple and multiple 
regression analyses by adopting (l) time-series method;
(2) cross-country method; or (3) cross-section method.

These three methods are discussed below *

3.2.1s Time-series methods :

The method consists of utilizing the data of the factors 

under examination for as many periods,, as usually years, as '
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possible, of the economy* To these time-series data, the 
statistical techniques of correlation and regression analyses 
are applied to find out whether the relationship between 
the factors exists or not. For example, in order to examine 
export-growth relationship for an economy, data on exports, 
GNP, savings and investment (either at constant or current 
prices)' of the economy are to be collected, for as many 
years as possible. These absolute data are to be converted 
into their repsective rates. And finally, the correlation 
and regression analyses are' to be applied to these time-series 
data in rates to find out the relationship between exports 
and economic growth of the economy. It may be noted that this 
method is applied for the examination of exports*growth 
relationship for India.

While the merit of the method is its statistical relia­
bility of the conclusions for the economy concerned, it 
has limited generality since no reliable general conclusions 
can be drawn from a particular case study.

3.2.2: Cross-country method :

The method uses the data concerning the factors for as 
many countries as possible for a single period. For example, 
the data on rates of growth of GNP, exports, savings, and 
investment are to be collected for a single period for as
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many countries as possible* To these cross-country series,

the usual regression and correlation analyses are applied

to find out the extent of the relationship between the

factors. It is this method which has been applied by Sandee 
7in his study.

But it seems that this method did not find favour 

among the research workers in the field of the yatm&xk study. 

This is* understandably, because, firstly, high degree of 

relationship between factors for a single period does not 

mean the same degree of relationship during all periods; 

and secondly, it is highly unreallable to conclude for a 

particular case from a general conclusion.

3,2.3s Cross-section method :

This method is a combination of time-series- and cross­

country methods* It consists of applying correlation and 

regression analyses to time-series data for asxycxxr many 

countries as possible. For example, the data on rates of 

growth of GNP and of export© (either at current or constant " 

prices) are collected for as many years as possible for as 

many countries as are available. The statistical techni­

ques consist of finding, put, first, the average rates of 

growth of GNP and of exports of the countries from their 

time-series dataj and then finding out the statistical rela-

op. cit
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tionship between these rates from the cross-country series
through correlation and regression analyses. Such stati-

have been
stical techniques^®®* applied in Emery’s study.® Alterna­
tively, statistical relationship between the factors is 
first found out from the time-series data of the individual 
country through correlation and regression analyses and 
then the result® of these snalyses esc® tabulated according 
to their frequency which will ultimately reflect the 
strength of the relationship between the factors* Such a 
procedure is applied in Lee*s study*^

No doubt, this is the best method of arriving at reliable 
conclusions regarding the relationship between the factors 
under examination. However, great care has to be taken 
while selecting the periods for which the data are to be 
collected, for each country* 1 This is because of the fact 
that different countries may be at different stages of their 
development during a particular period and as- such may K9@c have 
wisisiK different degree of relationship between the factors 
under study* Under such circumstances, statistical results 
from data for a uniform period for all the countries may not 
give reliable Conclusions. Hence, it is felt that the data

8op. cit*

'•9op* cit*



for the same stage of development of the countries has to be 
collected for statistical analysis. This involves great 
many difficulties. In order to overcome this methodological 
limitation, it is suggested that data for more than fifteen 
years for each country may be collected and the sample 
countries may be classified according to their degree of 
development as reflected from their international trade.

3.3s SUMMARY OF PREVIOUS STATISTICAL STUDIES s

During the last ten years many statistical studies have 
been made in this field but only the most outstanding ones, 
from the point of view of the purpose at hand, are consi-. 
dered below s

3.3.1* One of the most remarkable studies in the 
field is that of J.E. Haring}0 assisted by J.E. Hwnphery, 
who made a statistical examination for a few countries for 
the period 1950-60. The data used in the study include GNP 
and exports at current prices for the years 1950-60. The 
model consists of least-square linear regression fitted to 
these simple data. The conclusion of the study is that these 
simple statistical models reveal that exports can and do act 
as a leading sector in soiae developing countries. More spe­
cifically, the author concludes, «the simple models developed
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in the study show that export economies react immediately 
(using annual data) to changes! in exports, adding some 
empirical verification to existing literary theories".^

3.3.2: However, R.F. Emery * s^ study in the field is

the most ambitious and his conclusion is also very definite. 
He asserts that countries eager to increase their growth 
rates should adopt the type of policies that will stimulate 
exports. His conclusion is based on the results, summarised 
in Table 3.1V of a regression analysis of 10 years data 
(1953-63), for average growth rates of GNP per capita, of 
exports and of current account earnings for a sample of 50 
countries!, at various stages of development,

The main observations from the above table are : 
a(i) There is^significant correlation between the growth of 

exports and of GNP. The correlation between durreht account 
earnings and GNP is also high.1 (ii) There is a high degree 
of reliability for coefficient of independent variables 
namely exports and current accounts, but not for the constant

t 1term of the equations. Oh the basis of these results Emery 
has deduced his conclusions regarding export-growth relation­
ship mentioned earlier.

• , * ' . ,

Before we go into the limitations of the studies, let 
cor*us first£ah«xfc out the ’reservations1 pointed out by the 

11 OD.Cit.ipop. cit.
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author himself. They are s (i) the data used covers only 
eleven years and not as large a group of countries as might 
be desirable? (ii) the equation used have assumed that 
economic growth is a function of exports and/or current 
account earnings, but there is a fair amount of interdepen* 
dence between these variables? (iii) the calculations 
compare^rates of change with other rates of fhange. The 
significance of the statistical results in such a case is 
less clear, than where the time series of the absolute data 
are compared; (iv) the relationship between the series may not 
be linear, which would have the effect of reducing the stati* 
stical significance of the correlations. It is because of 
these limitations that the author is careful enough to state 
that "while the statistical results tend to support the 
hypothesis,, they do not completely prove it. The results are 
offered here only as a further step in support of the 
hypothesis. 1,13

Besides, these ♦reservations* pointed out by the author 
himself, the major limitation has been pointed out by R.F.
Syren and B.M. Walsh.14 According to them since different 
types of export goods provide different degrees of stimulation 
to the domestic economy, the stimulus provided by exports to

13R.F. Emery. 
op. cit.

14op. cit.
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domestic economy may be lower in the underdeveloped countries 
than in the developed due to the weak backward linkage 
effect of exports in underdeveloped countries. It is quite 
likely, therefore, (i) that the correlation between exports 
and growth is less prominent in underdeveloped countries 
than in developed countries; and (ii) that this correlation 
is still less prominent in case of the Underdeveloped coun­
tries, exporting agricultural products. Emery did not con­
sidered this vital points in his study.

theseIn order to show these,/fciw authoxsfirst divided the 
sample of 50 countries into two subsamples s (i) consisting 
of 13 developed countries; (ii) consisting of 35 under­
developed (2 countries were dropped because of inadequate 
export data). GNP per person of $ 900 in 1954 was used as 
the line of demarcation between these two sub-samples. Then 
ordinary least square regression of, GNP (per person) growth 
on growth of exports was applied to these sub-samples. The 
results thus obtained were compared with those of Eraery*s 
entire sample of 50 countries,- After this analysis, the 
underdeveloped countries (35 in all) were further divided 
into three groups according to the proportion of foodstuff 
exports to total exports. These were : (a) countries with 
exports of foodstuffs ^ 66 % of total exports; this inclu­
ded 9 countries; (b) countries with 66 % of exports >; 
foodstuff exports ^ 33 % of total exports; this included
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10 countries! and (c) countries with foodstuff exports 
33 % of total exports, in this 16 countries were covered.
The ordinary least-square regression of GNP growth on export 
growth was also applied to these three groups of under­
developed countries. The results are summarised in Table 
3. 2.

Table 3.2
Results of Regression analysis'from Syren and

Walsh study

Comparisons Equations R2

(i) Emery’s GNP on 
Exports for 50 countries

GNP « 0.663 + 0.3265(E) (1.1557) (0.0332) 0.67

(ii) GNP on Exports 
for 13 developed countries

GNP * -0.1599 #.0.3718(E) (0.3718) (0.0448) 0.86

(iii) GNP on exports for 35 under­developed 
countries

GNP a 0.8128 + 0.3327 (E) 
(0.3067) (0.0447) 0,62

(iv) GNP on exports for 9 groups (a) underdevelo-
GNP * 1.7534 - 0.1215 (!) (0.3768) (0.1305) 0.00

, ped countries - , ' ,
(v) GNP on exports for 10 group (b),under­

developed

GNP a 0.9655 * 0.2753 ,(E) , v (0.5225) (0.0646) °.66

‘ i ,countries
, - , •, ' •(vi) GNP in exports for 16 group (a) under­

developed 
countries

GNP a 0.4827 + 0.4123 (E), (0.5017) (0.0661)

.: \v• ■ \ u
Source : Syran and Walsh,> op. cit.



r 146The following observations are made from the above 
results s

(l) The values of R2 in (ii) and (iii) show# that 

there is greater degree of correlation between exports and 
economic growth in the developed countries than in the 
less developed countries? (2) the values of B-teim in (ii) 
and (iii) suggest that the impact of 1 % increase in exports 
in the developed countries may be larger than that in the 
less developed countries? (3) the intercept term in equation 
(iii) is signifieally great implying thereby that even in 
the absence of export growth, positive growth in GNP can 
occur in the less developed countries* (4) the values of

9R2 rise from 0.0 frangroup A to 0,72 to group C, implying

thereby that there is greater correlation between exports
% age

and economic growth as i&pmie of foodstuff in total export
decreases.- (5) the relationship in group G as indicated by

, • 1 !R a*- 0.72 compares favourably with the relationship in the 
developed countries where R2 * 0,86j (6) for group A there

is no significant relationship between exports and economic 
growth where R* = 00? (7) the values of B-texm rises from
-0,1215 iron group A to 0.4123 for group G. This indicates 
that the more dependent a country is upon food exports, the 
lower the impact of increase in exports upon GNP; ; ($) the 
scope of equation (vi) is, greater, than that of equation .(i^) 
implying thereby that it may be possible for exports to have 
a greater impact on economic growth in less developed
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countries than the developed countries; (9) on the other 
hand, the intercept term goes on increasing from 0.4827 
for group C to 1.7534 for group A. This suggests that Sven 
if exports do not grow, GNP may grow in case of the coun- 
tries in group A.

However, even these observations have to be taken as 
very tentative, as suggested by the authors. This is 
because * (i) the model applied is very simple; (ii) the 
data used in the model are also of varying reliability;
(iii) number of countries included in the three groups of 
the underdeveloped countries is small; (iv) only l year 
data is used.

Now let us turn to the most common limitations of all 
the above three studies. They are i (i) All the studies 
compared rate of growth of current GNP with that of current 
exports which is highly inappropriate as it requires some 4 
time to have full impact of exports on GNP. it is, there­
fore, essential to use lagged relationship between GNP and 
exports growth rates; (ii) In all the studies, the functions 
form is inappropriate as it did not include the impact of 
the extent of ’openness* of a country. The export variable 
should be modified by an ’openness coefficient’

GNP *(iii) All the studies ignored one of the major roles of 
exports as quasi-capital goods sector. This may be done by
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M’ is the developmental (capital goods + raw materials 

and intermediate goods) imports.

We have so far dealt with the studies which tried to 
test the hypothesis directly. But there are a few other 

recent studies which have tried to test it indirectly with 
the assumption that exports play their role in economic 

development through stimulating savings in the domestic eco­
nomy. Thus, M. Maizels^ has argued that "variations in , 

exports might very well result in associated variations in 
domestic savings." Maizels tested the hypothesis using the 

annual data from 11 member countries of the Overseas Ster­
ling Area for 10 to 11 years and using the relations :

(1) St « a ♦' (Yt)

(2) St « a + b (Yt - xt) + G (Xt>

Where S = gross domestic saving;
Y » gross domestic product;

X « value of exports at constant prices.

His feeling was that equation (2) would produce larger
2 1 R value for each country than equation (i) and the regre­
ssion coefficient of X^. would not only be statistically 

significant, but, would also be larger than that of non-export

* 15A3op. cit.
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SDP. His test led hitn to conclude that, in all but 3 out 
of 11 countries, the inclusion of exports in the sayings 
function improved the -goodness of fit and that "the regre­
ssion results (could be) taken as supporting the view that there 
is likely to be a positive association in many primary exporting 
countries between exports and ^savings.

This conclusion is tested more recently by J.K, Lee^ 
with the following modifications *

(i) The study included 20 less developed countries and 8 deve­

loped countries for the analysis; (ii) It covered a longer 
period, more than 15 years, than that of Maizels’; (iii) It 
tried to fit, in addition to the two relations fitted by 
Maizels, a third relation, namelyj

st * a + b ^{Yt - Kt) + G ^Xt#

His findings led him to conclude that "This study has 
attempted a more extensive test of the Maizels hypothesis of 
the association of exports with domestic savings. The resu­
lts obtained from fitting Maizels' equations (and the first 
difference equation) to the data covering a total of 28 coun­
tries over the period of 1950-67 seem to be consistent with the 
Maizels hypothesis.”i8

..

17J.K. Lee, "Exports and Propensity to 
isonoraie Journal, June, 1971, pp. 341-351. save in L.D.C's,"

18Ibid. p. 349.



. 150
In short, the foregoing brief discussion of a few lead­

ing statistical studies have pointed out that exports have 
helped in the process of economic development of under­
developed as well as developed countries. That the impact 
of exports on growth is not only direct but is also indirect 
in the sense that exports have positively reacted in supple­
menting domestic savings of many primary exporting countries.

3.4: CASE STUDY OF INDIA :

It is against this methodological and statistical back­
ground that the present study shall examine the export- 
growth relationship in India. It may be noted at this stage 
that in spite of the official policy of export promotion and 
extensive academic discussions on export performance of India, 
no systematic effort has yet been made in the direction of 
examining export-growth relationship of India. Afterall, 
exports are to be increased not for its own sake but to earn 
scarce foreign exchange resources, so that much needed deve­
lopmental goods can be imported at the initial stages of a 
developing economy. No doubt, exports also hasten the process
of development through supplementing domestic savings and 

> . , formation .enhancing capita^ funodsmon through increasing inducement to 
invest. It, therefore, remains the main purpose of this 
section to examine, how 'far? have exports helped in the econo­
mic development of India ? And what are the possible factors



responsible for such a role of Indian exports ? £ Js '

3.4.it METHODOLOGY OF THE STUDY :
-a* /'i

In order to examine the relationship in India, the"follo­
wing modifications over the methodology of the previous
studies are made, so that more reliable conclusion can be 
drawn from the results i-

(l) It may be noted that the previous studies have tested 
the relationship through the correlation and regression, 
analyses alone. In what follows, not or»ly these stati- 
stidal techniques shall be used but the results of these 
analyses shall also be checked through multiplier ana- 
lysis. It is through such cross-checking that the, con­
clusions of the present study shall become more reliable.

19y.K.R.V. Rao, in his "Investment, Income and the Multi­
plier in an underdeveloped Economy*. Indian Economy". Indian 
Economic Review" February, 1952.

- has argued that the multiplier principle cannot be 
applied to developing countries like India since the 
assumptions under which it is working, are not valid in such 
countries. These assumptions are :

a)
b)
c)
d)

involuntary unemployment.
elastic supply of output.
excess capacity in the consumption-goods industries.
comparatively elastic supply of the working capital required for increased in output, F

. IbS/ay*be truf f°r the underorganized sectors but not 
Sfi ^ „f?rei^n s®ctor of a developing country which is usuall
that theS«bSvf ®r9anized and as such it is assumed
mat the above assumptions may not hold good for such a 
sector of the economy.
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So far as the statistical analysis is concerned the 

modifications are :

(2) The statistical analysis shall further be carried out at
two levels as have been done by the previous studies, 
direct and indirect# In the direct analysis, the hypo­
thesis to be tested is * rate of growth of exports has
helped to generate economic growth of Indian economy, So
far as indirect analysis is concerned Instead of testing 
only exports-savings hypothesis, viz#, growth of exports
stimulates, domestic savings, an addition$l,exports-inve-

) • -stment hypothesis, namely, export growth helps the process 
of capital formation shall also be tested;

(3) It may be recalled that the most ambitious study, that
of Emery, used cross-section method by taking ten-year 
average rates of growth of GNP and of exports which is a 
very short period. The present study shall use time- 
series method by taking twenty-years (1948-49 to 1968-69) 
data. _

(4) In order to test the direct hypothesis, the following 
three modification shall be made in the function/relation­
ship between exports and GNP *

a) Emery’s export variable shall be modified by bpenness* 
coefficient in order to take care of the possible 
impact of the degree of openaess on the relationship.



b) A few other operationally significant variables like, 

investment, level of foreign aid and short-run 

fluctuations in exports shall be added as independent 

variables to the functional relationship in order to 

observe the relative impacts of exports growth and 

of the variables on the growth of esspssjfpss GNP.

c) the study has used lagged relationship between exports 

and GNP as it is assumed that it requires some time, 

at least a year,, to have full impact of expfkxi exports 

on GNP.

153

Taking into consideration all these three modifications 

the study has used the following linear legged functional 

equations to test the diredt hypothesis *

a! Yt+1 * a + bxt

b: Yt+i
-4* V’ *a *t GNP

* Yt+-i " a + b ^Xt *GNP^ + c^t

d: Qt+i * a + b It + c|t + d!t + eEt

Where,

* Growth rate of gross nation product (GNP) 

Qt+1 “ chan9® in per capita GNP at time t+1

X^. = Growth rate of exports of goods and services
at time t.
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• Growth rate of investment of time t.

A^ « Foreign aid at time t.

S^. - Short-run fluctuations in exports of time t.

= Balance of payments on current account at * time t.

(5) As regards, indirect exports-savings hypothesis is con­
cerned, the functional relations of M. Maizels20 and 

21J.K. Lee , are used to test the hypothesis.

as S. * a + bY.t t
b! St = a ♦ b(Yt - xt) fi + c(xt)
C! St - «'♦ b( Avt - Axt) + c Axt

Where, S « gross domestic savings;
Y » gross domestic product;
X * value of exports at current prices.

in order to test the indirect exports-investment hypo­
thesis, the following three linear functions are useds
a! If(t+1) 8 a + b!t 

bs (IA).£ *» a * bx^

ci ClA)t * a +b(AA)^ + CX|. + aE^ * eF^
Where, * Fixed investment of time t+1.

— investment — GNP ratio gft time t.

20nn - op. cit,
21op. cit.
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X+ =* Growth of exports of goods and services 

at time t.

E^ =5 Short-run fluctions in Exports at time t.

F. = Rate of growth of foreign exchange reserves 
at time t.

(6) Finally, in order to find out the multiplier of the export
in

growth, the multiplier formula stated^chapter II is sli­

ghtly modified in order to suit the availability of Indian 

data. Thus, instead of taking total imports to be equal 

to impottcontent of exports plus import content of invest-

. ment plus import content of consumption,!,e. M=M +m.+M ,
X x c

the present study has taken, M = * m . With this
modification the multiplier formula used in the study are:

l iy » __ x + _JIL 1 = alX + blI ....... U)
1 - c*

A ..1. A 1 - M.
= l - c»m Ax «■ Al « a2 Ax+b2 Ai ... (2)

1 - c'm
Therefore, ,

Ay 2MW
X bg At 1

a ,X+b,2 + a, X+b ,1

al+bl Fi7xJ 
Ax

X * b3

Ax b2X * a^b3"(l/x)

Ai
i ... .. (3)

In the formula (3), the coefficient of namely, (a ),

is the multiplier of export growth, while (ai) and (a2)



in foxmul,e8(i) and (2) are the average and marginal 

export multipliers respectively. The various 
notations in the above formule®are :

Y =3 Gross National Product

C ** Consumption

I = Gross Investment

X as . Total exports

M 

c’

Jff 'c *m® cm ( 1 - c ) Where cm is the marginal 
C propensity to consume.

88 Total Imports 
M* c(l - !lc ) 
G

Where c is the average 
propensity to consume.

It will be easy to see that the value of multipliers 

a2» or a^* show what the values of Y, AY or

. would be when the values of X, AX or

is multiplied by the multipliers alf a0 and a„ res-

pectively. In other words, if a-., a„ or a« be .5
1 2 3

then every unit of X, or ~~ will contribute 

1 X .5 - .5 unit in Y, AY or^.
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3.4,2: MAIN FINDINGZTHE STATISTICAL AND THE 

MULTIPLIER ANALYSES :

With the above methodological modifications, the export* 

growth relationship in India has been examined first by the 

statistical analysis and then by the multiplier analysis.

The main findings of these analyses are discussed below :

3.4.2.2: Statistical Analysis :

It may be recalled, in brief, that the three hypotheses 

mentioned in (2) of 3.4.1 have been tested through time- 

series method by taking 18 to 20 years data whenever possible. 

The functional equations mentioned in (4) and (5) of 3.4.1 

have been used for correlation and regression analyses. The 

results of the analyses are shown In Table 3.5,

Before commenting on the results of the analyses, it is 

pertinent to note some of its limitations: Firstly, the

functional relations used are linear. In actual circumstances, 

they may not be linear. This would reduce the statistical 

significance of the whole analyses. Secondly, in the esti­

mations, the rates of growth of exports are compared with 

rates of growth of GNP. The significance of the statistical 

results in such cases is less pronouncedthan where the time 
series of the absolute data are compared.^ Finally, the

2.Q.When the time series method is applied to absolute 
data, zhe following significant resultshave been obtained:-
4 \ \/ _ / ___ Oi)

ii) Y

Yt » -6306.79+27.25 Xt, R * .8609 D-W*l.0196 Co.of V.93.
t 88 -4048.97+3.08 It+9.46Et+14.17X’t-.04At-jL

R * .9775 D-W a 1.3862 Co. of V. 163.8
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relating used have assumed one-way relationship, but there 
is a fair amount of two-way relationship between exports 
and growth. This may reduce the significance of the results.

It is against these limitations of the results that 
the following observations may be drawn from Table 3.3* It 
may be noted from the table that three groups of equation 
are presented, one group for each of the above three hypo­
theses regarding export-growth relationship in India. From

%

these groups of equations* the following observations may 
be made.

It may be observed from the equations in group (i) that 
Firstly, the values of the co-efficients of b—term, which 
shows the impact of exports on growth, in all the four 
equations are positive and significant as shown by ’t® score 
in the brackets below them? Secondly, the values of the 
constant term of the equations goes on decreasing as v/e go 
on adding independent variables in the equations! and Finally, 
the multiple regression equation (iv) in the group suggests 4 
that with i % growth in exports, GNP JSSsby ,35 %„ This 

means that exports do contribute to Indian economic growth.

This conclusion of the direct analysis is reinforced by 
the indirect analysis , as can be observed from the groups of 
equations (2) and (3) in the table* On the one band, the
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values of the coefficient of b-term, which shows the impact 
of exports on savings in equations (v) and (vi) of group 
(2) are negative implying negative relationship between 

exports and savings. But, on the other hand, theoretically 
equation (vii) shows a better savings function than the 
equations (v) and (vi) in group (2). Further, the coefficient 
of the exports terms (&Xt) is also significant as shown 
by the *t* score below the term. Hence,, it is better to 
consider, theoretically and statistically, the equation (vii) 
for our conclusion. As such, the equation suggests that 
with every 1 % increase in exports, savings of the Indian 
economy increase by 1.29 %,

Finally, the value of b-term in equation (viii) in 
group (3), is positive and significant. It, shows that 

exports have helped in the process of fixed capital formation 
in the Indian economy and as such played the role of quas.i- 
capital goods sector of the economy. While equation (ix) 
has yielded a positive and significant (as shown by *t* 
score) coefficient of the export, term. The value and the 
significance of the coefficient of the term has improved 
considerably by adding three more independent variables as 
shown by equation (x) in group (3). This has also gained 

support to the hypothesis that Indian exports have also 
helped the process of capital formation of the economy.
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In short, both the direct and indirect tests through 

statistical analysis have revealed that Indian exports 
have played a positive role in Indian, economic growth.
This conclusion of the statistical analysis has to taken 
with due regard* to the various limitations of the analysis 
mentioned earlier.

3.4.2.2s Multiplier. Analysis t

Now coming to the multiplier analysis, it may be noted 
that the data for the period, 1951-52; to 1968*69, are used 
to calculate the export multipliers a^» ag and a3 of the 
formula as referred to in (6). The values of these multi­
pliers in different periods are shown in Table 3.4.

Table 3.4
Values of Export Multipliers of India

Period AverageExportMultiplier
al

Marginal
ExportMultiplier

a2

Multiplier 
of Export Growth

a3
U) (2) (3) (4)

1st Plan 09.70 02.13 0.039
Ilnd Plan 10.30 13.16 0.0460
Illrd Plan 13.70 52.63 1.500
1966*71
3 Annual Plans 09.50 05.92 0.308
IVth Plan
1951-1969 10.60 15.33 0.453
Source t Calculated from Table I and II from the Appendix.
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Before commenting on the results of the analysis# it

is worthwhile to note the following pointers Firstly^ as
noted earlier the multiplied principle cannot be applied
to a developing economy like India since the assumptions
under which it is working, are not valid in such a country.
However, it is assumed that the foreign sector of a
developing economy is usually well developed and organised
and as, such the assumptions on which the principle is
working may aocfcxb* hold good for such a sector of the
economy. Secondly, the values of the various variable
used are at current prices and not at constant prices. As

moneysuch the multipliers are not in real terms but are 
terms. Thirdly, the values of the multipliers are.calcu* 
lated by taking M « M and not M • M +M.+M . This has 
inflated the values of the various multipliers.

With these limitations of the results, the following 
observations may be made from Table 3.4. Firstly, the 
multiplier of export growth is relatively higher during 
the Third Plan than that of the previous plans and of the 
planning period 1951«»69» This is because, as can be 
observed from the table, the marginal multiplier is much 
greater than the average multiplier during the Third Plan. 
This, in turn, is due to c^^ c* during the plan because 
of the larger value of the marginal propensity to consume 
(c) than that of the average propensity to consume during
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the plan. Secondly* the multiplier of export growth during 
1951-1969 is 0.453. This means that with 1 % growth in 
exports, Hie growth in GNP will be 0.453 %• Considering 
the third limitation mentioned shove, this is ifi consonance 
with the conclusion from the statistical analysis, where 
1he value of the coefficient of growth rate of exports has 
been 0.35 {equation (iv) of group (l) in Table 3.3).

3.4.2.3s Suggestive explanation for the positive 
impact of exports on Indian economic 
growths

In short, both the statistical and multiplier analyses 
have suggested that Indian exports have positively reacted 
on Indian economic development. But, then, what should be 
the possible explanations for such a reaction ?

The possible clue to such a reaction has bean provided 
by the indirect evidences of the statistical analysis 
itself. The analysis has revealed that exports have sti­
mulated domestic savings and have also enhanced the process 
of capital formation of the Indian economy. They have played 
the latter role through acting as a cfJ a si-capital goods 
sector, enabling India to import much needed developmental 
goods which include capital goods also. This can very well 
be observed from Table 3.5*
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Table 3.5

Financing Developmental Imports through Export Earnings (1951-52 to .1969-70)

. Period % of Imports financed through exports 
of goods

Developmental Total
Imports Imports

U) (a) (3)

1st Plan 121.06 86.15
Ilnd Plan 80.19 57.38
Illrd Plan 78.95 61.77
Three Year Annual 
Plans and First 
Year of the
Fourth Plan 98,74 70.46

Source : As per Table I and VI from the Appendix.

The table clearly brings out a fact that while import 
financing through export earnings has increased from plan 
to plan^, there has been always a gap between imports and 
exports and as such India had to depend on other methods of 
financing its imports during the whole of the planning period. 
This has been well brought out in Chapter I.

3.5: SUMMARY AND CONCLUSION :

In the foregoing discussion, two questions have been 
xd^xassadx How far have exports helped in economic develop­

ment of India ? And what are the possible factors responsible
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for such a role of Indian exports ?,

In recent years* there have been a few statistical 
studies to test the relationship between exports and econo­
mic growth* Some of the studies have tried to t§st the 
relationship directly, while other studies have tested 
the relationship indirectly. However, these studies have 
not used the same methodology. ?he methods that have been 
used by the studies are : (l) time-series method? (2) cross­
country method? and (3) Cross-section method. The present 
study has applied time-series method for the examination of 
export-gorwth relationship of India.

While examining the results of a few leading studied, it 
was revealed that exports haV^fielped in the process of 
economic development of developing as well as developed 
countries. Further, the impact of exports on growth is not 
only direct but is also indirect in the sense that exports 
have positively reacted, in supplementing domestic savings of 
many primary producing countries.

It is against this methodological and statistical back- 
grouhd that the present study has examined the export-growth 
relationship of India. The study has used both the stati­
stical and multiplier analyses for cross-checking the 
results and as such the conclusions have became more reliable
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Both# these analyses have revealed that Indian exports 
have positively helped the process of economic 
development. The possible factors responsible for such 

a role have been revealed by the indirect evidences 
that Indian exports have supplemented domestic savings 

and have also enhanced the process of capital formation 
of Indian economy through importing much needed develop­

mental imports*

It is against these conclusions that the present 

Government policy of export promotion measures is to be 
viewed. But the Government should be more selective 
in promoting exports of goods. This is because different 

types of export goods provide different degrees of stimu­
lation to the domestic economy through .their forward and 

backward linkage effects. The present policy of encoura­
ging exports of manufactured and engineering goods couid 

be further analysed in this light.


