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Introduction  

Trade, according to orthodox classical economists and modern 

liberals, is akin to an economic development engine. When a country 

specializes in a product that it can manufacture competitively, and as 

such its export promotion strategy is then frequently based on the idea 

of comparative advantage. The goods become more affordable to the 

rest of the world, thereby resulting in market expansion. Putting weight 

on export promotion will embark optimal allocation of world resources 

and, therefore, result in accelerating growth of exports. Exports promote 

improved resource allocation, an efficient management style, economies 

of scale, and production efficiency—all of which benefit economic 

growth. This is widely documented in the literature (Balassa, 1978; 

Bhagwati, 1982; Srinivasan, 1985; Awokuse, 2003). Furthermore, 

exports allow imports of critical raw materials and capital goods, 

increasing investment and output in the economy (Rana & Dowling, 
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Given the importance of international trade and export performance in economic 
growth, this study attempts to examine the determinants of exports in SAARC 
Countries, using a pooled time-series and cross-section data over the period 2005-
2018. The methodology employed is the export demand model specified with 
appropriate variables. The fixed effects (country-specific intercepts) model is used to 
estimate the relationship of exports with its potential determinants. The study finds a 
positive but insignificant impact of FDI on export growth. The effect of GDP, GDP 
growth, official development assistance, development expenditures, indirect taxes, 
labor force, and real exchange rate on exports is highly significant with a positive 
sign. Furthermore, the results show that an increase in savings significantly 
contributes to exports. Higher savings imply lower interest rates that promote 
investment opportunities. The study concludes that the factors determining the export 
supply need to be focused on for augmentation. Hence, it is suggested that the 
concerned governments must revisit the export policy and make the new policy in 
line with new realities to expand their export base.  
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1990). Following the argument for export-oriented growth, many 

developing nations, notably those in South Asia, shifted their 

development strategy from import substitution to export promotion 

throughout the 1990’s. As a result, South Asian nations (Bangladesh, 

India, and Pakistan) have seen consistent increases in exports and 

economic growth throughout the last three decades. Several studies 

have found that export promotion tactics are beneficial in fostering better 

economic growth in Asian countries (Feldstein and Krugman, 1990; 

Dornbusch, 1992; Bhavan, 2016).  

As exports are assumed to be the engine of economic growth, they 

aid in the process of economic development. With economic 

connections that enable the best deployment of available resources, the 

country may make friends. The country exports goods in accordance 

with the comparative advantage concept, which states that each country 

produces and exports goods that it can produce relatively cheaply. The 

benefits of trade are dependent on increasing exports and exploring new 

markets. Many factors influence a country's export performance. These 

variables can be divided into demand and supply side determinants. The 

demand side drivers include the capacity of trade partners, which is often 

approximated by the GDP of those economies, the prices of exportable 

goods, the prices of competing goods in the export market, and the 

exchange rate, among others. However, political or policy variables have 

a significant impact in this respect as well. Domestic production capacity, 

which is often assessed by GDP, exchange rate, relative pricing (price 

of exports compared to price of competitive goods), wage rate, and input 

imports, among other things, are supply side variables. On the demand 

side, global prices and income play a major influence in influencing 

export behaviour. Some scholarships put forward by Muscatelli, 

Stevenson and Montagna (1995) and Roy (2002), highlight the 

relevance of demand side drivers such as global demand and world 

pricing in understanding export behaviour, whilst others place a greater 

emphasis on supply side and other associated limitations. For example, 

Khan and Knight (1988) demonstrate that input imports have a large 

long-run impact on export performance. Others, such as Mohanan 

(2007), emphasize the importance of both demand and supply side 

variables in determining export behaviour. Hussain, Hussain, and Alam 

(2020) studied effects of supply-side issues on Pakistan's export 

performance propounding that key export categories respond 

differentially to changes in key export supply determinants in the long 

run. Roy (2020) investigated the factors of India's agricultural exports at 

the commodity level.  The export determination models findings reveal 

the predominance of factors like lagged export, production and world 
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income in determining agricultural exports of India. Eckaus (2008) used 

regression analysis to examine the drivers of Chinese and Indian exports 

in order to determine the relative importance of impacts on supply and 

demand for Chinese and Indian exports. Exports are influenced by 

aggregate income levels of importing nations on the demand side. In 

influencing demand for Chinese and Indian exports, relative salaries 

have been more significant than exchange rates. Funke and Holly (1992) 

argue that the majority of the previous approaches have emphasised 

demand factors. Such models have generally been rather unsuccessful 

in explaining long run trends in export performance (Landesman and 

Snell, 1989). The study takes into account both supply side and demand 

side factor and applies the model to the West German manufacturing 

sector with findings suggesting that supply side factors are much more 

important for explaining export performance than demand side factors.  

It appears from the above review that studies on export determinants 

are mostly based on country specific factors as export expansion 

schemes, subsidies, etc. There is scanty study that conducted panel 

data estimation on export determinants for a large number of developing 

countries. The present study aims to find out the internal and external 

determinants of export promotion in SAARC countries by employing 

panel data estimation procedure. The rest of the study is organised as 

follows: Section II throws light on literature review, section III explains 

the model and framework of analysis: Section IV introduces the data set 

and the construction of variables. Section V puts forward the main 

findings from empirical analysis. Section VI presents a summary result 

with some policy implications.  

2. Literature Review  

Several studies have been conducted by different people to analyse 

the determinants of exports and to analyse their impact on export 

performance. Most of them have used single equation approach to 

exports model, incorporating both the demand and supply side 

determinants. Many others have relied on simultaneous equation 

approach, in which the demand and supply side functions are specified 

with appropriate variables and estimated in simultaneous equation 

framework. The consensus views about the demand and supply side 

influences vary among the researchers. Some studies establish the 

importance of demand side determinants while other attributes 

importance to the supply side factors. Reidel (1988) and Authokoral and 

Reidel (1994) have suggested insignificant income elasticity of export 

demand but significant and infinite price elasticity of export demand for 
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LDC’s, exports. This supports the small country hypothesis that 

developing countries are price takers at world market.  

2.1. Gross Domestic Product, Economic Growth and Exports: 

Several studies address the importance of economic growth on 

export expansion, on one hand, and export expansion on economic 

growth on the other. Indeed, the higher level of production is one of the 

main causes of export expansion, because surplus of output can be 

exhausted in international markets. In empirical literature, Kumar (1998) 

confirms the positive impact of GDP on exports. In another study, 

Fugazza (2004) empirically examines the impact of real GDP and other 

factors on real exports. The results show that GDP has a positive and 

statistically significant impact on export performance. Growth is more 

valid determinant of exports as compare to GDP because it measures 

the sustainability of output levels. Ahdi, et al., (2013) analyze the 

dynamic causal relationship between economic growth and exports 

using linear and nonlinear Granger causality tests for South Africa for 

the 1911-2011 period. The linear Granger causality result shows no 

evidence of significant causality between exports and GDP. For the 

nonlinear methods, using nonlinear Granger causality tests, reveal that 

there is a unidirectional causality from GDP to exports, and significant 

bidirectional causality as well (Diks & Panchenko, 2005). In another 

study, Sharma & Dhakal (1994) examine the causal relationship 

between exports and output growth in 30 developing countries over the 

1960-1988 period. The results of the paper show that there is feedback 

causal relationship between exports and output growth in five countries. 

The paper also reveals that export growth causes output growth in six 

countries; output growth causes export growth in eight countries; and no 

causal relationship is observed between export growth and output 

growth in the remaining 11 countries. A feedback causal relationship 

between exports and economic growth is also observed by Ghartey 

(1993) for Japan. Similarly, Kalaitzi (2013) examines the causal 

relationship between economic growth and exports in the United Arab 

Emirates over the 1980- 2010 period, applying vector autoregression 

(VAR) model. The Granger causality test for the study reveals 

unidirectional causality between manufactured exports and economic 

growth. A unidirectional causation from exports to output also is 

observed by Foul (2006) for Jordan and Awokuse (2003) for Canada. 

Khaliq, Shatha,and Shihab (2014) also find that there is a causal 

relationship going from the economic growth to export for Jordan. In the 

same vein, Shan & Sun (1998), while applying a procedure developed 

by Toda & Yamamoto (1995) in a VAR model find evidence of a one-
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way Granger causality running from manufacturing growth to exports 

growth for Australia. The one-way Granger causality running from GDP 

to exports also is revealed by Shan & Tian (1998) for Shanghai. Like 

Shan & Sun (1998)’s study, Shan & Tian (1998) also examined the 

Granger no-causality procedure developed by Toda & Yamamoto (1995) 

in a VAR model.  

2.2. Trade Liberalization, Indirect Taxes and Exports 

There are many studies which analyse the impact of trade 

liberalization on export performance in developing countries. The 

argument for analysing the relationship between trade liberalization and 

exports is that the removal or reduction of barriers to trade such as import 

tariffs, export duties and quantitative restrictions stimulates the growth 

of exports and imports. Some of previous studies such as Thomas, Nash 

and Edwardsm (1991); Weiss (1992); Joshi & Little (1996); Helleiner 

(1994); and Ahmed (2000) confirm that countries that embark on 

liberalization programmes improve their export performance. Indeed, the 

study by Paulino (2000) on the impact of trade liberalization on export 

performance for a sample of developing economies concludes that trade 

liberalization is a fundamental determinant of export growth in all the 

countries in the sample. Other studies such as Agosín (1991), Clarke & 

Kirkpatrick (1992), Greenaway & Sapsford (1994), Shafaeddin (1994), 

and Jenkins (1996), however, reveal little or no evidence of any 

favourable impact of trade liberalization on export performance. 

However, lack of evidence on the impact of trade liberalization on export 

performance may be due to the fact that average tariff rates are not 

directly related to exports. The bases of this controversy have been due 

to a number of factors including the importance of economic reforms, 

stage of development before opening up to trade, sequence and degree 

of liberalization as well as methodological and measurement issues 

among others (Utkulu, Seymmen and Ari, 2004; UNCTAD, 2005; and 

Morrissey & Mold, 2006). Utkulu (2004) argues that strong influence of 

liberalization on export performance has remained largely unresolved in 

the literature. Hence, studies on whether trade liberalization leads to 

positive or negative export performance can be examined by taking into 

consideration the effects of trade reform, which consists of measures to 

reduce anti-export bias in addition to traditional model of export supply 

with explanatory variables such as export prices, domestic and foreign 

costs, and productive capacity. Bader (2006) examined the relationship 

between Imports of Inputs and exports of Pakistan, by employing 

ordinary least square, and all the variables carried their expected sign 

and reasonable magnitudes. Mohanan (2007) has employed the three 

stage least square to estimate the demand and supply side exports 
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equations in a simultaneous equation frame-work for India. The price of 

exports and skilled labour on the supply side were found to be correctly 

signed with plausible magnitudes. The findings suggest importance of 

all demand side factors for exports performance. On the supply side, the 

variables produced mix results in terms of significance and some 

variables like world GDP and exports volume turned out to be 

insignificant for textile and iron-steel exports respectively. 

Recently, the influence of indirect taxes on exports has been studied. 

Desai and Hines (2005) investigate the effect of VAT on exports. The 

study's findings for high-income nations, on the other hand, indicate 

rather varied results. On one hand, when there are fixed effects, a simple 

dummy indicating the existence or absence of a VAT has no influence 

on export. The percentage of VAT in overall tax revenue, on the other 

hand, has a considerable and negative impact on export. In another 

research, Razin and Slemrod (2004) discovers a substantial positive 

relationship between company tax receipts relative to GDP and trade 

intensity for around 100 nations at various income levels.  In general, the 

influence of indirect domestic taxes on export performance has become 

increasingly contentious. According to studies, a fully expected rise in 

the rate of VAT, for example, has consequences similar to an increase 

in the rate of residence-based taxes, because it reduces the actual return 

to saving. Consumers are predicted to shift consumption ahead to avoid 

the higher tax in the second period, resulting in a fall in net exports in the 

first period and an increase in the second. According to Feldstein and 

Krugman (1990) and Keen and Syed (2006), VAT tends to diminish the 

size of the tradable sector and therefore export intensity. This is owing 

to the fact that non-tradables, such as food, are taxed at a low rate or 

are exempted on equity grounds. As a result, production and 

consumption move away from tradable goods and toward non-tradable 

goods.  

2.3. Real Exchange Rate, Official Development Assistance, Indirect 

Taxes, Inflation and Exports 

Government officials, policy makers and academics across the world 

are concerned about severe consequences of a currency appreciation 

on exports and domestic production (Yi Lu and Zhou, 2013). Rise in real 

exchange rate means domestic products are more expensive compared 

to those sold overseas, and are therefore less competitive. Specifically, 

an appreciation of domestic currency, other things remaining the same, 

will lift domestic real exchange rate, thereby lowering competitiveness 

and eventually affect export volumes. In addition, a rise in the exchange 

rate will affect exporters’ returns, making exports less profitable, and this 

too may affect export volumes if firms cut back on, or even stop, 
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exporting. Balogun (2007) analyses the impact of exchange rate policies 

of the West African Monetary Zone (WAMZ) countries on export supply. 

The findings reveal that exchange rates have a positive and statistically 

significant impact on export performance. Contrary to the aggregate 

pooled results, the results show that export performance of Ghana and 

Guinea is unaffected by exchange rate changes. Studies that find 

positive and significant effect of real exchange rate on export 

performance, their argument has been that real undervaluation or 

depreciation increases the profitability of the tradable sector, and leads 

to an expansion of the share of tradable in domestic value added 

(Rodrik, 2009), while real appreciation or overvaluation hampers exports 

and leads to a fall in economic growth (Johnson, Ostry, and 

Subramanian 2007; Gupta, Raychaudhuri, and Haldar, 2015; Bhavan, 

2016; Epaphra, 2016; Rangarajan and Kannan, 2017; Uysal and 

Mohamoud, 2018; Irshad and Anwar, 2019 ).  

Official development aid (ODA) is a major source of external finance 

for some developing countries. Moyo (2010) view official aid as creating 

dependency, fostering corruption, and encouraging currency 

overvaluation. Studies show that where aid is volatile or unpredictable, 

recipient governments are less able to plan expenditures effectively. 

This raises the costs of financial management and can worsen the 

composition of government spending. Furthermore, previous studies, 

including Van Wijnbergen (1986); Younger (1992); White & Wignaraja 

(1992); and Elbadawi (1999) show that foreign aid can harm export 

performance of an economy through real exchange rate appreciation. 

This is due to the fact that; because foreign aid raises the domestic 

demand for goods and services, it drives up prices in the non-traded 

sector and causes the real exchange rate to appreciate. Thus, aid 

inflows indirectly erode the export competitiveness of developing 

countries by causing real exchange rate appreciation. However, Arvin 

(1999) argues that the relationship between export performance and 

foreign aid of a country depends upon several factors such as 

investment and improvements in trade facilitating infrastructure such as 

roads, ports, and telecommunications. Indeed, previous research finds 

that aid is most effective in those countries with strong policies and 

institutions. 

Despite the attention that export performance has received in the 

literature, it has remained one of the world economy's least understood 

topics. The focus of the debate has been on the need of complementing 

reforms, the level of development before opening up to trade, the 

sequencing and degree of liberalization. These studies show that in 

order to increase export capacity, governments must implement proper 
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policies and strategies that address supply side restrictions. Most 

research to date on the drivers of export success have dealt with either 

supply or demand side issues individually, using regression analysis 

technique. Unfortunately, cross-national research depicts varied results 

that lack generalizability. They fail to explain why a handful of rare 

situations occurred. A country-specific research can help to explain 

these. This study aims to fill a methodological gap that has been 

identified in earlier investigations. 

3. Methodology  

In this section, a framework of analysis is depicted to determine the 

effects of various factors on exports in developing countries, which is 

taken as sample. The underlying objective is to explain the rationale 

behind exports.  In the export function we consider all those factors that 

can potentially play a meaningful role in the determination of exports in 

the developing countries. Export promotion strategies have a great deal 

in trade liberalization regime. On one hand, developing countries are 

facing twin deficits, namely, fiscal deficit and trade deficit. On the other 

hand, external debt crises create further financial problems. In such sorry 

state of financial crises, the sole of FDI inflow is not sufficient. But the 

expansion of export sector for the improvement of financial disturbance 

also needs to be addressed. In this respect, we identify various 

determinants of exports. Export growth is basically determined by 

external factors, for this we employ two variables FDI and real exchange 

rate. However, exports are also affected by domestic factors. In this 

respect we incorporate GDP, GDP growth rate, indirect taxes, savings, 

labour force and official development assistance. Specified equation for 

export promotion is as follow.  

EXit= f(FDIit GDPit GROWit SAVit ODit ITit EXCHit LFit), ... (2) 

where the subscript i (=1,...n) represents country and t (= 1,...T) the 

period of time (years). The variables appearing in the equation are 

defined as follows.  

EX = Exports as a percentage of GDP, 

GDP = Gross domestic production in constant prices of 2011, 

GROW = Annual percentage growth rate of GDP, 

SAV = National savings as a percentage of GDP, 

OD = Official development assistance as a percentage of GDP, 



Determinants of Exports in SAARC Countries: An Empirical Evaluation  

46  

 IT = Indirect taxes as a percentage of GDP, 

EXCH = Real exchange rate. It is obtained by multiplying the nominal 

exchange rate by US CPI and divided by domestic CPI, 

LF = Total labour force. 

3.2. Operationalization of Variables  

Variable Definition Measurement Expected 

sign 

Production 

Level (GDP) 

It is the supply side determinant of 

exports. 

Gross domestic production in constant 

prices of 2011. For each variable expressed 

in terms of ratios to GDP, both the level of 

the variable and the GDP are measured in 

US dollar at current prices. 

+ 

Production 

Growth 

(GROW) 

Growth of the GDP is an indicator of 

future potential and sustainability of 

production level. 

Annual percentage growth rate of GDP + 

Real 

Exchange 

Rate (EXCH) 

The real exchange rate (RER) 

between two currencies is the product 

of the nominal exchange rate (the 

dollar cost of a euro, for example) and 

the ratio of prices between the two 

countries.  

It is obtained by multiplying the nominal 

exchange rate by US CPI and divided by 

domestic CPI. Official exchange rate is 

measured as the period average of the 

number of local currency units per US$.  

+ 

Indirect 

Taxes (IT) 

An indirect tax is collected by one 

entity in the supply chain (usually a 

producer or retailer) and paid to the 

government. 

Indirect taxes as a percentage of GDP. Net 

indirect taxes are measured as percentage 

of GDP. These taxes are the sum of indirect 

taxes less subsidies. Indirect taxes are 

those taxes payable by producers that 

relate to the production, sale, purchase or 

use of the goods and services. 

_ 

Official 

Development 

Assistance 

(ODA) 

ODA is a measure of donor effort in 

terms of grants, loans and other flows. 

Official development assistance and 

net official aid record the actual 

international transfer by the donor of 

financial resources or of goods or 

services valued at the cost to the 

donor, less any repayments of loan 

principal during the same period. 

Official development assistance as a 

percentage of GDP. Aid dependency ratios 

are computed using values in U.S. dollars 

converted at official exchange rates. 

+ 

Savings 

(SAV) 

Money that a person has left over 

after they subtract out their consumer 

spending from their disposable 

income. 

National savings as a percentage of GDP. 

Gross national savings, defined as gross 

domestic savings plus net income and net 

current transfers from abroad, are 

measured as percentage of GDP. 

+ 

Labour Force 

(LF) 

The labor force participation rate is a 

measure of an economy's 

active workforce. 

Total labour force comprises people who 

meet the International Labour Organisation 

(ILO) definition of the economically active 

population: all people who supply labour for 

the production of goods and services during 

a specified period. It includes both the 

employed and the unemployed members of 

labour force.  

+ 

Foreign 

Direct 

Investment 

(FDI) 

Investment made by a firm or 

individual in one country into business 

interests located in another country. 

Foreign Direct Investment as a percentage 

of GDP. Gross foreign direct investment is 

measured as percentage of GDP. Gross 

foreign direct investment is inflows of 

foreign direct investment recorded in the 

balance of payments financial account. 

+ 
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3.3. Data and Estimation Procedure  

The data for this study have been taken from World Development 

Indicators (WDI) 2019. Originally all the SAARC countries were selected 

but after screening process 5 countries (Afghanistan, Bangladesh, India, 

Pakistan and Srilanka) were chosen for which data on most of the 

variables were available for at least 14 years. For the estimation 

procedure, the model employed the use of pooled time-series and cross-

section data. The efficiency in using large sample data set is expected 

to yield efficient parameter estimates. Since political, structural and 

institutional characteristics vary from country to country, imposing a 

single relationship to all units is likely to suppress information. In order 

to overcome this problem, the approach of uniform shifts is exercised 

The econometric literature suggests two approaches for uniform shifts 

namely fixed effects and random effects model (Greenaway and 

Sapsford, 1997; Kmenta, 1986; and Maddla, 1986). The present study 

envisages fixed effects model. 

4. Empirical Results and Interpretation  

In this section we report the empirical results based on pooled data 

for 5 SAARC countries over the period 2005-2019. We select a large set 

of developing countries for empirical investigation. The panel data model 

is estimated by allowing the deterministic shifts across the countries. 

Since the model uses panel data, it is likely to suffer from autocorrelation 

as well as heteroscedasticity. Both are removed by applying appropriate 

econometric techniques. The results of estimation are presented in 

Tables 1 and Table 2 respectively.  

Table 1: Parameter Estimates of the Fixed Effects Model 

Note: The numbers in parentheses are the computed t-values. The statistics significant at 5 
percent level are indicated by *.  
Source: Data output through E-Views 12.0 
 
  

Variables Fixed Effects Variables Fixed Effects 

FDI 0.000271 (1.3845) EXCH 3.14E-04 (14.37)* 

GDP 8.35E-20  (4.91)* LF 0.000298 (5.23)* 

Grow 0.021323  (4.05)* OD 0.153712  (7.27)* 

SAV 0.378692 (15.66)* IT 0.036623   (2.08)* 

R2 .915 AR (1) 0.697156    (37.21)* 

A.R2 .897 

DW 1.67 F 433 
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Table 2: Country-specific Intercepts of the Fixed Effects Model 

Countries Fixed Effects 

Afghanistan 0.0212(1.27) 

Bangladesh 0.0421(1.29) 

India –0.1821 (–2.39)* 

Pakistan –0.0813 (–2.41)* 

Srilanka 0.0297(1.33) 

Note: The numbers in parentheses are the computed t-values. The statistics significant 

at 5 percent level are indicated by *.  

Source: Data output through E-Views 12.0 

In literature the first and foremost determinant of exports is FDI. 

However, in empirical literature the effects of FDI on exports are 

controversial. Our study finds positive but insignificant impact of FDI on 

export growth. The success stories of South Asian countries suggest that 

FDI is a powerful tool of export promotion because multinational 

companies (MNCs) through which most FDI is undertaken have the well-

established contacts and the up-to-date information about foreign 

markets. However, the experience of these countries cannot be 

generalised to all developing countries given the lower level of 

infrastructure, fragility and the rigidity in both the factor as well as 

commodity markets across countries. Furthermore, the role of FDI in 

exports promotion in developing countries remains controversial and 

depends crucially on the motive for such investment. If the motive behind 

FDI is to capture domestic market (tariff-jumping type investment), it may 

not contribute to export growth. On the other hand, if the motive is top 

tap exports markets by taking advantage of the country’s comparative 

advantage, then FDI may contribute to export growth to the extent 

permissible under the prevailing policy regime. By now it is well known 

that an outward oriented regime encourages export-oriented FDI while 

an inward-oriented policy regime attracts FDI mainly to capture domestic 

rather than exports markets. The effect of GDP and GDP growth on 

exports is highly significant with positive sign. The level of production 

can be utilised at domestic and international level at the same time. The 

developing countries have relative advantages for agriculture goods. 

They can exhaust benefits of lower cost production by export growth 

policies. Moreover, large size of GDP creates environments for 

investment decisions.  

According to the regression results real exchange rate positively 

affects export. It turned out to be the most significant variable affecting 

export. As expected, the effect of labour force on exports growth is 

positively significant. The results are consistent with the findings in 

Pfaffermayr (1996). The effect of official development assistance 

variable is also positively significant. This variable reflects the 
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development phenomena. Exports are favourably affected by 

development expenditures. Because it is the sign of government positive 

behaviour and the future expectations of exporters that export facilities 

would become stronger. Indirect taxes are also positively associated with 

exports. The proportion of indirect taxes varies for different goods. So it 

is not necessary that indirect tax is high for exportable goods. 

Furthermore, government provides tax exemptions to exporters. These 

are the reasons that this variable does not adversely affect exports. The 

results show that increase in savings significantly contributes to exports. 

Higher savings imply lower interest rates that promote investment 

opportunities. The investment is the key channel for export growth. In 

developing countries government provide many incentives for export 

promotion strategies. The domestic investment take place in different 

sectors but it is much responsive in trade sector to incentives provided 

by government. After the activism of WTO developing countries are 

enhancing export oriented investment schemes. These are the 

arguments that support our hypotheses of investment led export growth. 

The empirical results also support our hypotheses. Over and above, 

savings are the source of removal of internal and external gaps in 

developing countries. As two-gap theory explains saving-investment and 

exports-imports gaps in developing countries, large savings are the 

source of removal of domestic gap that in turn remove external gap by 

enhancing export growth. The industrialisation variable is highly 

significant in explaining export growth. The importance of 

industrialisation for developing countries is obvious because production 

levels in agricultural remains unstable due to uncertainty of weather 

conditions and pest attacks and, hence, on the basis of agricultural 

output alone a country cannot expand its exports potential. The results 

signify the importance of industrialization as means of sustained exports 

growth.  

4.2. Discussion 

This paper has analyzed the role played by country-specific factors in 

the determination of exports. We were particularly motivated by the fact 

that earlier studies presented single country analysis. A panel dataset of 

countries to identify country-specific factors driving changes in exports 

in SAARC context was scanty. Specifically, we analyzed the effect of 

production level, production growth, official development assistance, 

savings, labor force, inflow of foreign direct investment, net indirect taxes 

and official exchange rate on export performance. The empirical findings 

of fixed effects model shows that all factors are positively and 

significantly associated with export performance. The findings justify the 
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vitality of determinants in enhancing diversification of exports. In 

literature the first and foremost determinant of exports is FDI. However, 

in empirical literature the effects of FDI on exports are controversial. Our 

study finds positive but insignificant impact of FDI on export growth. Our 

results match with the findings of Dunning, 1993; Pfaffermayr, 1996; 

Nath, 2009; Kersan-Skabic and Zubin, 2009; Tekin, 2012; Mahmoodi 

and Mahmoodi, 2016; Jana, Sahu and Pandey, 2020, regarding positive 

effect of FDI on exports. The main reason is the export-oriented MNCs. 

Since the government provides facilities for export promotion, such 

facilities also attract foreign investors. In order to promote exports, 

governments can adopt FDI-led export growth strategies with twin 

objectives of capturing the benefits of both FDI inflow and export growth. 

Defining production level as the supply side determinant of exports, the 

higher level of production is the main cause of export expansion, 

because surplus of output can be exhausted in international markets. In 

a close economy surplus of production leads to fall in prices, which, in 

turn, creates pessimism among producers. In an open economy such 

surpluses create foreign reserves by exporting production. So as 

expected, the study found the positive impact of GDP on exports growth 

confirming the proximity with the empirical findings of Kumar (1998). As 

growth of the GDP is an indicator of future potential and sustainability of 

production level. Since, growth is a valid determinant of exports as 

compare to GDP because it measures the sustainability of output levels. 

The results portray positive impact of GDP growth on exports expansion. 

The large size of official development assistance implied is likely to 

facilitate growth of infrastructure, which in turn favorably affect the 

investment climate. The study found the positive effect of ODA on export 

growth confirming the results associated with other studies (Munemo, 

2007; Moyo, 2010; WTO, 2013). Generally, in developing countries the 

proportion of savings used for non-productive factors, for example 

purchasing of jewellery, property, etc., is larger. Therefore, higher 

savings result in a large volume of goods being made available for 

exports. So the results suggested a positive impact on exports. As labour 

force is an important dimension in defining the flow of exports. Since the  

optimum utilization of resources depends upon the labour force, 

reflecting that labour force positively determines production levels. In 

developing countries, a large volume of labour force in the agriculture 

sector can be transferred to the industrial sector without affecting the 

output of the agriculture sector, because this sector is confronted with 

the problem of disguised unemployment. Such a labour force can be 

properly utilized in the industrial sector, that in turn expands the export 

sector. In findings labor force has positive impact on exports supporting 

the empirical literature of Pfaffermayr (1996). Net indirect taxes also 
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experience positive impact on exports. As government provides tax 

exemptions to exporters, resulting in export growth structure, confirming 

its positive impact on exports. Furthermore, the results show that 

increase in savings significantly contributes to exports. Higher savings 

imply lower interest rates that promote investment opportunities. The 

investment is the key channel for export growth. In developing countries 

government provide many incentives for export promotion strategies. 

The domestic investment take place in different sectors but it is much 

responsive in trade sector to incentives provided by government. After 

the activism of WTO developing countries are enhancing export-oriented 

investment schemes. These are the arguments that support our 

hypotheses of investment led export growth. The empirical results also 

support our hypotheses. Over and above, savings are the source of 

removal of internal and external gaps in developing countries. As two-

gap theory explains saving-investment and exports-imports gaps in 

developing countries, large savings are the source of removal of 

domestic gap that in turn remove external gap by enhancing export 

growth. The industrialization variable is highly significant in explaining 

export growth. The importance of industrialization for developing 

countries is obvious because production levels in agricultural remains 

unstable due to uncertainty of weather conditions and pest attacks and, 

hence, on the basis of agricultural output alone a country cannot expand 

its exports potential. The results signify the importance of 

industrialization as means of sustained exports growth. The empirical 

findings further suggest that the real depreciation of national currencies 

is profitable as it strengthens competitiveness required for export 

diversification. According to the regression results real exchange rate 

positively affects export. It turned out to be the most significant variable 

affecting export. Our empirical estimates are consistent with theory as 

well as empirical evidence found in other studies (Sharma; 2001). 

5. Conclusion  

The objective of this study has been to find out the main factors that 

are important in the determination of exports in developing countries. For 

this purpose, the study used a fairly large sample of panel observations 

for 5 developing countries over the period 2005-2019. The data are 

derived from the World Development Indicators (WDI) 2019. Fixed 

effects (country specific intercepts) model is employed for the estimation 

of the relationship of exports with its potential determinants based on the 

panel data. It is of critical importance to maintain a high and sustainable 

economic growth rate. Evidence has shown that a sustainable growth 

pattern promotes exports. A stable exchange rate policy has to be 
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ensured in order to avoid the exchange-rate risks associated with the 

assets, import prices and profit considerations of direct investor in 

developing countries. Stabilize domestic currencies as well as inflation 

to gain competitive strength in international markets for attaining the 

objective of export diversification. There is need to attract FDI by 

providing appropriate incentives and policies aimed at simplifying tax 

structure, flexible labour markets, and improved infrastructure. It is 

further recommended that developing countries need to replace 

agriculture exports by the industrial exports, which command reasonable 

and stable prices in the world markets. Moreover, the industrialization 

will reduce dependence on imports by initiating the process of import 

substitution.  
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