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THE CASE FOR EXPORT-LED GROWTH 

A. J. Marques Mendes(*) 

The idea of export growth being the «engine of growth» has a long ances
try, and there are several models. Major studies by Lewis (1952, 1980) con
cluded that the «rate of growth of output in the developing world has depended 
on the rate of growth of output in the developed world» and, furthermore, «that 
the relationship was quantitatively the same over a hundred years». Then there 
is the Beckerman (1962) virtuous circle model throught which increased ex
ports induces increased investment and output, leading to increased produc
tivity and improved price competitiveness which in turn induces further export 
growth. Finally, there are the more elaborate Kaldor-Dixon-Thirlwall model of 
export-led growth [Kaldor (1966), Dixon and Thirlwall (1975, 1979), and Thirl
wall (1983)]. 

Others, however, have cast doubt on the concept of export-led growth. 
It is argued that the link is purely mechanical and that causality runs the other 
way, while some empirical studies [eng. Lubitz (1973)] maintain that any posi
tive correlation is spurious and can be dismissed when allowance is made for 
the fact that the growth of output also includes export growth. Recently Riedel 
(1983, 1984) has claimed «that if one rejects the notion that LDC (less deve
loped countries) exports are externally driven, it is difficult to maintain any longer 
the notion of trade as an engine, for it then becomes impossible to distinguish 
that which is input to the engine from that which is output». This argument (1), 
as will be shown, clearly misses the point and would not be worth considera
tion if it was not the fact that it was restated in the World Bank's- World 
Development Report 1984 (page 43) which expressed scepticism about export 
oriented growth e). Riedel then goes on to support his claim by refuting the 
Lewis contention of a stable relationship over a hundred years by splitting the 
last 30 years into 1 0 year periods. Lewis has regressed exports of primary 
products against the index of manufactured production in developed countries 

(*) Professor de Economia na Universidade de Coimbra. 
C) After having written the present paper we verified that the most recent issue of the World 

Bank Development Report (1987) has been drawn in line with the arguments put forward here and 
presents a very abundant statistical evidence in favour of outward-looking industrialization policies. 

(2) This is not surprising since it follows the euphoria of the 1960's regarding the role of 
exports which was largely misunderstood and the 70's have been affected by large fluctuations 
in the terms of trade. This scepticism has even spread to other development economists more 
prone to proteccionism as is the case of Streeten (1982) and Adelman (1984). 
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for the periods 1881-1929 and 1950-1952·1969-1971 and obtained elasticities 
of 0.87 and 0.86, while Riedel for the period 1953·1977 obtained 0.83, the stabil· 
ity of which he then checks by introducing dummies for ten year periods obtain
ing the following equation· 

logX F = 2.697 + 0.599 log/ M + 0.423(0 501og/ M) + 0.477 (0 701og/ M) - 2.6730 50 

(1 0.679) (15.646) (4.040) (4.57 4) (-4.125) 

where: 

-3.1230 70 

(-4.411) 

X F = volume index of world exports of primary products; 
I M = index of production of manufactures in DC; 
0 50 = 1 for observations 1953 to 1959 and 0 otherwise; 
0 70 = 1 for observations 1970 to 1977 and 0 otherwise. 

He then concludes that a range of values between 0.6 and 1 «clearly belies 
any simple mechanical relationship». This conclusion, however, cannot be used 
as a rejection of the «engine of growth» hypothesis for the following reasons: 
first, it should be recalled that the Lewis relationship is nothing but a mispeci
fied export demand equation for less developed economies which only has a 
meaning for long periods if one admits the plausible hypothesis of very low 
long run price elasticities; secondly, for shorter periods a mispecified equation 
of the type above can not be used to test the stability of the income elasticity 
as the dummy variables might be picking up the missing price variables; third, 
the question of the stability of the income elasticity is not relevant to answer 
the export drive question as this depends only on the relative importance of 
the income and price elasticities; fourth, the stability in itself reported by Lewis 
has no particular economic significance. Indeed, it may be a statistical curi
osity stemming from a decline of the relative share of food exports (subject 
to Engel's law) replaced by and increase in the share of manufactured products 
(with higher income elasticities). Finally, and more important, Riedel's analysis 
leaves untouched the arguments in favour of export growth, namely, that as 
growth proceeds exports take over the role of agriculture as the source of au
tonomous demand for manufacturing output and that exports are associated 
with two possible virtuous circles arising from a relaxation of the balance of 
payments constraint and increased productivity through output growth, reallo
cation of resources to more productive sectors, returns to scale and other ex
ternalities associated with the exporting sector. Clearly, these arguments 
preclude any criticism of simple mechanicism and one should devote the ef
fort to check whether these links hold. 
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The importance of export growth 

From now on we concentrate on the Kaldorian framework which highlights 
the various links of the export-led growth model. This is presented in a diagra
matic form in figure 1 where the so-called «Kaldor laws» are brought together 
with the two virtuous circles referred above. These laws have been the subject 
of discussion in a recent symposium e), and we will state then here as Thirl
wall does (1983). The first proposition (1) is that the manufacturing sector of 
the economy is the «engine of growth» and that the faster its rate of growth 
the faster will be the rate of growth of gross domestic product (gr), not sim
ply in a definitional sense of being a large component of output. There is no 
incompatibility between this proposition and the idea of «exports as the engine 
of growth» because exports are the driving force behind manufacturing growth 
from the take-off stage of development. Indeed, it is not a matter of having 
two engines but rather both being the parts (say the combustion chamber for 
exports and the turbine for manufacturing using a power station image) of the 
same engine. 

The second law (2) is the much debated relationship between output growth 
and productivity growth in manufacturing, the so-called Verdoorn's law, which 
states that there is a strong positive relation between the two [see Rowthorn 
(1979), Verdoorn (1980), Thirlwall (1980) and McCombie and Ridder (1984)]. 
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(3) See the special issue of the Journal of Post Keynesian Economics, vol. v (3), Spring, 
1983. 
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The third proposition (3) states that the faster the growth of manufactur
ing output, the faster the rate of labour transference from non-manufacturing 
sectors (specially agriculture) so that the overall productivity growth is posi
tively related to output and employment growth in manufacturing and negatively 
associated with the growth of employment outside manufacturing. 

The three laws, which constitute the core of the Kaldorian model, are the 
basic links in the «exports as an engine of growth idea» such as depicted in 
the diagram above. The idea can be summarised in three basic propositions: 

- Exports are the single most important component of autonomous 
demand and apart from direct inducement of GDP growth they 
gradually take over from the agriculture sector as the main source 
of demand for manufacturing; 
Export growth relaxes the major constraint of demand growth 
-the balance of payments- and therefore permits (rather than 
automatically causes) the growth of other autonomous expendi
tures, namely investment which generates a virtuous circle; 

- Through productivity growth, externalities associated with the ex
ternal sector and resource allocation a faster export growth is also 
associated with a virtuous circle. 

Now, let us present the empirical evidence. First there is the causality 
question which is very important. In fact, although the system contains impor
tant feedback effects one needs to know the driving element. However, the 
«notion of causality» is more theoretical than empirical and if causal orderings 
are simply properties of the scientist's model, properties that are subject to 
change as the model is altered to fit new observations, one is always limited 
to concepts which are not model free. Clearly, one must distinguish causality 
from interdependence and functional relation if we adopt Simon's (1953) con
cept then orderings are based on assymetry rather than simply time sequences. 
In this sense we have that in the Kaldorian model above causality runs clearly 
from exports to output growth. And, there is substantial empirical evidence in 
support of this. First, using a cross section over a large sample of countries, 
Thirlawall (1982) has shown for the period 1960-1970 a strong correlation bet
ween GDP growth and export growth, which furthermore increases with the 
level of income. Although this does seem to support the model it is obviously 
open to the spurious correlation charge as exports are an important compo
nent of GDP, which is larger(4l the higher the level of income. 

One possibility is to reestimate the basic relationship 

(4) A simple average (without taking into account country size) of the shares of exports in 
total GOP in 1982 gave the following values: low income countries= 12.6%; middie income 
countries= 21.6% and industrial economies= 26.2%. 
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(where b is the export elasticity) by deducting exports from GOP, so that 

[ 9r-1 9x] =a+f39x 

and the export elasticity is now: 

b={3+l£ 
y 

The results obtained when estimating the two relations above are presented 
in table 1, below. The first half of the table (eqs. 1-4) confirms Thirlwall's results 
for the 1960s with the exception of the middle income countries where the re
lation apparently broke. However, export growth is positively correlated with 
GOP growth and the higher the level of development the higher the correla
tion. The relationship is strongest for industrial economies. 

TABLE 1 

Relationship between GOP growth (GOP) and the export growth rate (X) 

Dependent Export 
Number 

Equations Constant Parameter F{2 ofobser-
variable elasticity vations (a) (ll) (b) 

1 -All countries 1970-1982. GOP 3.577 - 0.123 0.077 80 
(11.69) - (2.54) 

2 - Low income countries 1970- 2.668 - 0.182 GOP 0.266 21 1982 ... . . . . . . . . (5.77) - (2.62) 

3- Middle income countries 1970- 4.769 - 0.100 
1982 GOP 0.049 40 

.... (10.65) - (1.40) 

4- Industrial countries 1970-1982 GOP 0.873 - 0.339 0.372 19 
(1.40) - (3.17) 

5 - All countries 1 960-1982 .... (GOP-X) 3.904 -0.163 0.014 0.168 80 (13.36) (-3.96) 

6 - Low income countries 1960- 2.969 -0.019 
1982 (GOP-X) - 0.004 21 

. . . ..... (7.02} (-0.26) 

7- Middle income countries 1960- 4.957 -0.229 (GOP-X) 0.022 0.393 40 1982 ...... . .... (14.11) (-4.96) 

8 -Industrial countries 1960-1982 (GOP-X) -0.667 0.343 0.511 0.195 19 
(-0.537) (2.03) 

Figures in brackets are /-statistics. 

Source of data: World Development Report 1984, World Bank. 
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In an attempt to provide a model free answer to the causality question 
we segmented our sample of 80 countries into three groups according to a 
double criteria. First we ranked the countries based on the growth rate of ex
ports and estimated separate export elasticities for each group (fast, intermedi
ate and slow growth). Second, we did the same but now with the countries 
ranked according to the GOP growth rate experienced in the period 1960-1982. 

From the results presented in table 2, below, we can now point to a causality 
direction running from export to GOP growth. Indeed, although the interpretation 
of the results might be rather complex, the fact that the ranking by GOP growth 
has shown negative elasticities clearly denies that GOP growth «causes» export 
growth. Furthermore, the fact that on the contrary the rank by the export growth 
showed a positive elasticity for at least (5) the fast growing group points in the 
opposite direction, that is, exports «cause» GOP growth. 

TABLE 2 

Relationship between GOP and export growth rates In the period 1960-1982 

Dependent Export Number 
Equations variable Constant Parameter elasticity 

:-r of obser-

(a) (ft) (b) vations 

1 - Fast export growth ..... (GOP-X) 4.360 -0.208 0.015 0.209 27 
(4.91) (-2.57) 

2- Intermediate export growth (GOP-X) 3.484 -0.088 - 0.003 27 
(2.06) (-0.26) 

3 - Slow export growth ..... (GOP-X) 3.975 0.129 - 0.017 26 
(10.16) (0.65) 

4 - Fast GDP growth ... (GOP-X) 5.831 -0.202 -0.029 0.436 27 . . . . 
(15.93) (-4.40) 

5 - Intermediate GDP growth (GOP-X) 4.563 -0.327 -0.059 0.680 27 
(13.55) (-7.29) 

6- Slow GDP growth ... (GOP-X) 1.866 -0.034 - 0.022 26 .... 
(7.48) (-0.74) 

Figures in brackets are t-statistics. 

Source of data: World Development Report 1984, World Bank. 

(5) The fact that the other two groups appear as non-significant might be only due to statistical 

reasons. As var (.B) ----'.,'--=- , when we grouped ranked observations it is likely that the 
r:(x-X}' 

regressor shows little variation and therefore var (,B) must be large. If we kept the estimated non
significant parameters then the export el::!.sticities for these groups would also be positive. 

38 



Although not specifically addressed to this question there is also other evi
dence that may be added in support of the above. For instance, Chenery's (1980) 
analysis of two samples of newly industrialized countries starting with similar 
shares of industrial value added in total GDP and similar levels of development 
shows that those which adopted an outwardlooking strategy had achieved 
substantially higher growth rates. 

Leaving aside the Kaldorian laws which have already come under close 
scrutiny there are two other important links to consider. The rising importance 
of exports as a source of demand for industrial output coupled with a diminishing 
role of agriculture as development proceeds can be easily verified from table 3, 
below. This confirms earlier results for the period 1960-1970 presented by Thirl
wall (1982), and if we had followed his suggestion of using total foreign curren
cy earnings instead of only merchandise exports in order to account for the 
relaxation of the balance of payments constraint presumably the export elasticity 
would be even higher. However, here we are only concerned with the role 
played by exports as a source of demand. Its role as a generator of a balance 
of payments virtuous circle is examined next from the regression of investment 
on exports, also presented in table 3, below. Once more it can be observed 
that a positive correlation exists and that it increases as development proceeds. 
It is interesting to note, however, that for low income countries the relation
ship is not significant which probably has two explanations: first that these coun
tries are specialized in exporting primary products which are not investment 
constrained (the role of export demand is very weak) and secondly that their 
balance of payments problems are so severe that export growth alone is in
sufficient to relax its constraint on growth. We cannot discriminate between 
these hypothesis here. 

Turning now to the virtuous circle operating through productivity growth 
induced by output growth we will make use of Feder's (1982) work using a con
ventional supply side analysis. Under this approach the aim is to show whether 
there are substantial differences between marginal factor productivities in 
export-oriented and non-export-oriented industries. Feder measures both the ex
ternalities associated with the export sector stemming from a more competi
tive environment, more innovation proness and skilled labour and a steadier 
flow of imported inputs - and productivity gains from resource allocation 
towards the export sector. He used one sample of (31} semi-industrialized coun
tries and another sample of (17} developed economies, and both showed 
substantial gains. In the case of the semi-industrialized, where it was possible 
to split the two effects, these gave values of 0.96 and 0.81 of one percentage 
point, respectively. That is, both contributed to about 1.8 percentage points to 
the average growth rate of 6.5%. These results are consistent with the results 
of research on the Verdoorn relation referred above and close to our empirical 
investigation of the validity of the Kaldorian model of export-led growth. 

In conclusion we found that there is a true positive correlation between 
GDP growth and export growth, and that the casuality operates mainly in the 
direction of exports to GDP growth. The central argument for export-led growth 
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stems from the fact that exports take over the role of the agricultural sector 
as the major source of demand for manufacturing. This was verified, as well 
as the two virtuous circles operating through the relaxation of the balance of 
payments constraint and productivity growth, which, in general, have been oper
ating during the past 20 years. There is nothing in Riedel's work that should 
cause us to change our mind about the importance of export growth for the 
overall growth of the economy. 

TABLE 3 

Sources of demand for manufacturing output 
and the relationship between investment and export growth 

Dependent Agriculture Export Number 
Equations Constant Ffl of variable elasticity elasticity 

observations 
(a) (/l) (b) 

1 - All countries 1970-1982 ........ 9m 0.62 1.161 0.193 0.279 67 (3.81) (2.03) 

2- Low income countries 1970-1982 9m -2.15 1.694 0.219 0.377 16 (1.98) (0.79) 

3- Middle income countries 1970-1982 9m 2.91 0.848 0.138 0.213 37 (2.25) (1.2) 

4- Industrial countries 1970-1982 ... 9m -0.60 -0.147 0.563 0.368 14 (- 0.45) (2.38) 

5 - All countries 1960-1982 ........ i 4.241 0.177 0.060 77 (7.43) - (2.19) 

6 - Low income countries 1960-1982 i 3.935 0.215 0.058 20 (3.65) - (1.06) 

7- Middle income countries 1960-1982 i 5.355 0.198 0.100 38 (7.01) - (2.00) 

8- Upper middle income countries i 4.636 0.325 0.401 14 (4.22) - (2.83) 

9- Industrial countries 1960-1982 ... i -1.379 0.656 0.501 19 (-1.18) - (4.13) 

Nota. - The omission of other sources of demand variables in equations 1-4 generally causes an upward bias of the elastic
ities estimated, with the exception of the export elasticity for the middle income group where the opposite is verified. Estimation 
(not reported here) including the growth rate of the services sector showed that this plays an important role in middle income 
countries but decreases in mature industrial economies. 

Source of data: World Development Report 1984, World Bank. 
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