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Abstract

Post-liberalization era has witnessed significant growth in India’s Export. The export has
grown faster than the Gross Domestic Product (GDP). The present paper analyzes the qualitative and
quantitative change in India’s export for the period 1990-91 to 2013-14. Furthermore, it also examines
the determinants of India’s export at the macro level. The results show, India’s export basket has been
changed significantly over the period. In quantitative terms India’s exports register the growth of 15.67
percent per annum during 1990-91 to 2013-14. The significant growth in the exports is largely backed
by the sectors such as animal and vegetable fats, mineral products, arms and ammunitions efc. In case
of qualitative measurement, the share of non-fuel primary and resource intensive manufactured
products decreased to 40.48 percent in 2013-14 from 76.19 percent in 1990-91. While the share of
medium-skill technology intensive and high-skill technology intensive manufactured products
increased from 13.74 percent in 1990-91 to 24.82 percent in 2013-14. The rising share of medium and
high-technology based products shows that India’s export is improving on its quality ladder.
Additionally, the causality test results support the view for growth-led export hypothesis. The uni-

directional causality has been observed from export to Foreign Direct Investment (FDI).
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1. INTRODUCTION:

As a result of liberalization, Indian economy has witnessed several changes in
its foreign trade policy. The policy changes have been in favour of increasing
integration of Indian economy with the world economy. The substantial reduction in
the trade barriers and adoption of the export promotion policies led to increase in
India’s foreign trade. This resulted in the increase in share of exports in India’s GDP
from 1.61 percent in 1990-91 to 32.14 percent in 2013-14 while imports to GDP ratio
also rose from 2.74 percent to 45.80 percent during the same period. The Indian
exports are not only grown faster but increased faster than the GDP. The compound
annual growth rate of India’s export is 15.67 percent during 1990-91 to 2013-14 while
GDP registered only 6.84 percent growth per annum during the same period (RBIL
2014).

The increase in the exports paves a way for competition, acquisition of
technical know-how and the development of new ideas. Export is also considered as
an important source of foreign exchange which eases the pressure of the balance of
payments. Moreover, rise in export assist domestic production and creates
employment opportunities. In nutshell the growth in the exports leads to economic
growth of the country. Furthermore, an export-led growth strategy encourages
producers to export their goods through various economic and governmental policies
(Kumari and Malhotra, 2014). The substantial growth in exports 1s driven by many
factors. Whether the growth in the exports is only a quantitative phenomenon or is
there any qualitative change in India’s export is an important question which needs to

be analyzed.

The present paper analyzes the nature of India’s exports during 1990-91 to
2013-14. It investigates the qualitative change in India’s export basket. It also
examines the trend and pattern of India’s exports. Besides, the paper also examines
the determinants of the Indian exports. Thus, it is intended to find a causal
relationship between India’s exports and its determinants. The paper is organized into
following sections. Following a brief introduction, the Second Section presents review

of literature. Section 7/hree deals with data sources and methodological issues. Section
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Four examines the performance of India’s exports in terms of quantitative and

qualitative changes and Section Five concludes the paper.

2. REVIEW OF LITERATURE:

Empirical literature on performance of India’s exports is extensive. Various
studies examined the growth of India’s exports for the different time periods and the
data sets. The various aspects like the growth, determinants, change in commodity
composition and geographical pattern, have been studied. There are two different
stances in the empirical findings with regards to the relationship between export and
economic growth. Firstly, as per the export-led hypothesis the increase in the exports
led to boost up the economic growth. According to this view, exports open up the
channels for establishment and expansion of other activities, also, rise in the exports
act as a key for propelling the rest of the economy. However, the second stance
opposed this view and supports the notion of growth-led export. This view asserts that
economic growth of a country boosts up the skill and technology which leads to
increase in efficiency and hence results in increased comparative advantage and

finally higher exports.

Agarwal (1988) studied the performance of India’s exports for the period 1965
to 1980. The India’s export share in the world exports was compared with the sample
of thirteen Asian and Latin American countries. With the help of Standard Industrial
Trade Classification (SITC) data, he found that though the India’s export basket was
dominated by agricultural and raw materials, however, their share was declining
during the period cover in the study. This was a contradictory feature with the other
developing countries, which experienced the increase in export share of these goods
due to comparative advantage. The study concluded that apart from price and
exchange rate movements various other factors also influence the competitiveness of

the Indian exports.

Virmani (1991) analyzed the demand and supply side factors which have been
affecting India’s trade. The various factors affecting the exports and imports of India
were analyzed for the period 1961-62 to 1985-86. The total merchandise export was
divided into manufactured exports and primary exports. He found that India’s export
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of manufactured goods was price elastic. The 10 percent depreciation in the domestic
currency led to 15 tol9 percent increase in the value of India’s export of
manufactured goods. However, as far as primary products are concerned, the value of
their exports of was not changed significantly due to depreciation of currency.
Moreover, other factors such as rainfall is found to be having negative effect on
exports of primary products. It was also observed that increase in rainfall, in the
previous year leads to decrease in export prices. In addition to this, world demand had
positive impact on both primary and manufactured exports while that of domestic

demand was negatively affected India’s manufactured export prices.

Ghatak and Price (1997) examined the causal relation between exports and its
determinants for the period 1960-1992. The SITC data has been used at the
disaggregated level. They established that non-traditional manufactured export
granger cause output growth. On the other hand, the causal relationship between
traditional exports and output was not significant. The study highlighted the fact that
the segregation of exports gave the clear idea about the export-led hypothesis. The
total export did not cause the output because of the dominance of the traditional

export.

Similarly, Lall (1999) studied the structure of Indian export by segregating the
total export as per the technological base. For the purpose of analysis, export was
segregated into four categories, ie., resource-based, low-technology, medium
technology and high-technology for the period 1980 to 1995. It was inferred that India
needs to upgrade the domestic skill and technological base to diversify its exports. It
was also found that India’s export was positively related with world demand.
Therefore, India’s export growth was aligned with the world trade cycles. He also
pointed out that India was having sound industrial base as compared to other South
Asian nations during the period of study. In spite of having strong industrial base,
India’s export was dominated by resource-based products. The contribution of high-
technology products was found to be lower than that of the other south Asian
countries like China, Taiwan, Korea, Malaysia, Singapore and Indonesia. He
concluded that India needs to attract export oriented foreign direct investment (FDI)
for promoting the export of high-technological intensive products.
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Sharma (2003) examined the determinants of India’s export performance for
the period 1970 to 1998. He found that India’s export growth during this period was
faster than its GDP growth. The devaluation of rupee in 1990s pushed up the export
growth. Using two-stage least squares method, he stated that export demand was
adversely affected by rupee appreciation. Ten percent appreciation of rupee led to
reduction of the export demand by 3.39 percent. Thought, the study did not find any
relationship between world income and export demand. However, it highlighted the
fact that higher domestic demand reduces the export supply. He also argued that

inward oriented policy of India had an adverse impact on export oriented FDI.

Konya and Singh (2009) analyzed the causal relationship between Indian
exports, imports and GDP for the period 1950-51 to 2003-04. The composition of
India’s GDP has undergone a significant change during 1950-51 to 2003-04. Taking
this into consideration, the modified causality approach was tested for agricultural
GDP and manufactured GDP separately. The study highlighted the importance of
segregated GDP. The causality results showcased long-run relationship between GDP
and exports. Two-way causality was observed between manufacturing GDP and
export. However, in case of agricultural GDP, uni-directional causality was found

from export to agricultural GDP.

Kaushik and Klein (2008) supported the view of export-led hypothesis in the
Indian context. Using vector error correction model (VECM) the relationship between
export growth, economic growth, export instability and gross fixed capital formation
was analyzed for the period from 1971 to 2005. They found that export promotion
policies have affected positively on economic growth. There exist a long-run
relationship between export growth and economic growth. The one percent rise in
exports led to increase GDP by 0.42 percent. However, export instability and gross
fixed capital formation had positively affected the economic growth rather than the
exports. This result was similar to the Chandra (2003) study, who analyzed the causal
relationship between export, import and terms of trade for the period 1950 to 1996.
The granger causality test results showed the two-way causality between export and
GDP. Kaushik and Klein (2008) results were in contrast with Sharma and
Panagiotidis (2005) who examined the relationship between India’s export and
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economic growth for the period 1971 to 2001. They found that export-led hypothesis

does not hold in case of India.

Dhawan and Biswal (1999) studied the export-led hypothesis for the period
1961 to 1993. With the help of VECM the relationship between real GDP, export and
terms of trade was evaluated. Their finding suggested that in short-run the GDP
growth causes the export growth. Moreover, in the long run the GDP and terms of
trade jointly cause export growth. However, Pradhan (2010) observed the uni-
directional relationship between export growth and GDP growth. He also analyzed the
short-run and long-run relationship between export and GDP growth for the period
1970-71 to 2009-10. His study supported the view of export-led hypothesis. Bi-variate
error correction model showed that in short run if GDP move above its equilibrium
level then it will fall in the next period to adjust the equilibrium path. Furthermore, he
also asserted that the export growth has a positive impact on re-allocation of domestic

resources and economies of scale.

Shah (2013) focused on determinants of India’s export for the period 1980 to
2011. The demand and supply side determinants were analyzed by using two-stage
least squares method. The analysis showed that the world demand positively
influenced Indian exports. It suggested that Indian export has been heavily depended
on the demand by major trade partners. India’s major trading partners are the
developed nations, therefore, their instability affected the Indian economy. He
suggested that India needed geographical diversification of the export basket which
can be achieved by focusing on fast growing economies of Middle-East and
developing Asia. Furthermore, he found that India’s export was price elastic. He also
highlighted that Indian export is concentrated on few commodities such as
agricultural products, textile, and clothing. He suggested that India needs to focus on

the export of chemical, fuel and mining products.

From the review of the literature, it can be concluded that causal relationship
between exports and GDP is ambiguous. Some of the empirical findings support the
export-led hypothesis while some studies could not found any evidence for it. Large
number of studies focused only on the total export and not on the segregation of

export. The present study analyzes the performance of India’s export at the most
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disaggregated trade classification. Furthermore, the study also aims to analyze the

changing composition of Indian exports during the post-liberalization period.

3. DATA AND METHODOLOGY:

This section discusses the data sources, construction of the variables and
methodology applied for the analysis. Sub-section 3.1 focuses on various data sources
and adjustments made in the data. Furthermore, construction of the variables is also

discussed in this part. The methodological details are explained in sub-section 3.2.

3.1. Data Sources, Adjustments and Construction of Variables:

In order to analyze the performance of India’s export, the study considers the
period form 1990-91 to 2013-14. India’s Directorate General of Commercial
Intelligence and Statistics (DGCI&S) publishes foreign trade data in the Monrhly
Statistics of Foreign Trade which is given together by the Center for Monitoring
Indian Economy (CMIE). The study made use of India’s foreign trade data given by
INDIA TRADES compiled by CMIE. The study makes use of Harmonized System
(HS) 8-digit classification for the analysis. The data for gross domestic product
(GDP), per capita income (PCI), and foreign direct investment (FDI), gross fixed
capital formation (GFCF) have been taken from Handbook of statistics on the Indian
economy, published by Reserve Bank of India. The data is in Rupees Billion, which
is converted into US Dollars Million by dividing annual average exchange rate (RBI,
2014). Since, the original data is at current prices, indices of real effective exchange
rates have been used to convert it into constant prices with 2004-05 as the base year

(RBL 2014).

The other variables used to estimate causal relationship are constructed as

follows:
3.1.1. Gross Domestic Product (GDP): It 1s considered as an indicator of economic

growth of the country. The data for GDP at constant prices with base year
2004-05 1s considered for the analysis.

ISFIRE: Working Paper Series i



3.1.2. Real Effective Exchange Rate (REER): REER i1s the geometric weighted
average of Nominal Effective Exchange Rate adjusted by the ratio of domestic
price to foreign prices. The fall in REER implies the depreciation of rupee and
therefore it boosts the exports (RBI, 2014).

3.1.3. Industrial Performance (EG): It 1s estimated by taking ratio of India’s export
of merchandise goods to India’s GDP. EG is used as a proxy for industrial

performance of India (Bhattacharyya, 2005).

3.1.4. Foreign Direct Investment (FDI): FDI inflows are an indicator of participation
of the multinationals in the production process. This indicator is assumed to
positively influence export. However, the causal relation is dependent on

nature of FDI (Veeramani, 2002).

3.1.5. Output Gap (OG): OG is constructed by using the Hodrick-Prescott filter. The
net GDP that is the gap between real GDP and trend GDP is divided by the
trend GDP. It used as a proxy for domestic demand. It is expected to

negatively influence Exports (Shah, 2013).

3.1.6. Gross Fixed Capital Formation (GFCF): GFCF 1s the ratio of gross fixed
capital to GDP at constant prices of 2004-05. It refers to the net increase in
domestic investment. Increase in capital formation leads to domestic

production, therefore, it is positively related with export growth (Rajni, 2013)

3.1.7. Export Unit value index (EUVI): 1t is the indicator of the fluctuations in the

export in terms of unit prices. It is measured with the Paasche’s formula (RBI,
2014).

3.2. Estimation of Causality:

The main objective of the study is to find the determinants of India’s export.
After defining all the variables, the causal relationship between these variables and
export is established with the help of granger causality test. X; is said to granger-

cause Y: if lagged values of X: provide statistically significant information to
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forecast Yi. The null hypothesis of X; not granger causing Y: is tested by using
standard F-test. Therefore, the causality between the exports and its determinants

can be given as follows:

LExport = f (LGDP, LREER, LEG, LFDI, LOG, LGFCF, EUVI) ......... (1)

where,
LExport = Log of export
LGDP = Log of gross domestic product
LREER = Log of real effective exchange rate
LEG = Log of merchandise export as a percentage of GDP
LFDI =Log of FDI
LOG =Log of output gap
LGFCF = Log of Gross fixed capital formation
LEUVI = Log of export unit value index

To estimate the causal relation, the three step methodology has been adopted.
In the first step, the stationarity of the time series is checked by Augmented Dickey-
Fuller (ADF) test developed by Dickey and Fuller (1979). The null-hypothesis of non-
stationary 1s tested against the alternative hypothesis of stationary. To check the
stationarity of the variables the t-statistic is compared with appropriate critical values
designed by Dickey and Fuller. If the value of t-statistic is greater than the critical
value, then time-series is confirmed as a stationary (Enders, 2004). If variables are
found to be mixture of level stationary and first difference stationary, then the
methodology proposed by Toda and Yamamoto (1995) can be used to establish the

causality.

Toda and Yamamoto (1995) developed a technique to estimate causal
relationship for the variables with different order of integration. The method proposed
by Toda and Yamamoto is also known as modified Wald test. This procedure requires
the estimation of an augmented VAR in three steps. In the first step, the lag length (k)
i1s determined with the help of Akaike Information Criterion (AIC) and Schwarz
Bayesian Criterion (SBC). Second step is the selection of the maximum order of

integration (dmax) for the variables in the system. In the final stage, augmented VAR is
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formulated with selected lags plus the maximum order of integration (k+dmax) (Toda

and Yamamoto, 1995).

4. EMPIRICAL RESULTS:

The empirical results based on the methodology are presented in the following
two sub-sections. First sub-section describes the performance of India’s export during
post-liberalization period. Section 4.2 explains the determining factors for the growth

of India’s export. The results from the causality test are exhibited in this sub-section.

4.1 Performance of India’s Export:

The liberalization process favored the trade openness. The New Economic
Policy (NEP) of 1991 came with the systematic change in foreign trade, investment,
tariff and tax policies. The reduction in the tariff rate and other trade barriers were the
part of foreign trade policy. Before the liberalization, foreign trade policy was
characterized by high tariffs and quota. As a result, integration of Indian economy
with the world economy was very limited. However, after the adoption of NEP,
India’s export has been increased considerably (Figure 1). India’s export to GDP ratio
increased from 1.61 percent in 1990-91 to 32.14 percent in 2013-14. India’s exports to
GDP ratio recorded a double digit mark in 2003-04 and remain persistent thereafter.
This remarkable increased in India’s exports is driven by many factors such as export

promotion policies, reduction in tariff barriers, rise in foreign direct investments efc.

Moreover, India’s export basket also changes significantly during 1990-91 to
2013-14. The segregated data at section level depicts that in 1990-91, textile and
textile articles, natural and cultured pearls precious and semi-precious stones and
vegetable products were contributing nearly fifty percent to the total exports.
However, in 2013-14 the share of these three sectors to total export came down to
31.77 percent (Appendix table 1). This is mainly because of the sharp deceleration in
the share of textile and textile articles from 34.48 percent in 1990-91 to 11.93
percent in 2013-14. It can be seen from table 2 that CAGR of the share of textile and
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Table 1: India’s Export to GDP ratio

Export to

Year GDP

Ratio

1990-91 1.61
199192 | 2.34 B0
1992-93 2.61 30.00 -

1993-94 3.99
1994-95 4.98 25.00 -
1995-96 5.78 20.00 -

1996-97 6.16

1997-98 6.46 15.00 -

1998-99 6.52

1999-00 | 6.98 10099

2000-01 8.49 0]

2001-02 8.31

2002-03 9.94 0.00 4 T

20005 | 1257 i385 I5 B8 REEEEEEERE
2006-07 16.05 = Export to GDP ratio = --------- Linear (Export to GDP ratio)

2007-08 17.30

2008-09 19.15

2009-10 19.11

2010-11 2332

2011-12 27.19

2012-13 29.26

2013-14 32.14

Figure 1: India’s Export to GDP ratio

textile articles registered a negative growth of 5.23 percent during 1990-91 to 2013-
14. Furthermore, it can also be inferred from table 2 that the CAGR of traditional
sectors such as live animals, vegetable products, raw hide and skin, wood and articles
of wood, textiles and textile articles and footwear, headgear section display a
slowdown in their share in the total exports. On the other hand, section such as animal
and vegetable products registered an increase in its share from merely 0.02 percent in
1990-91 to 0.27 percent 2013-14. Furthermore, the export share of mineral products
(S-5) recorded a threefold rise during the period of study. It rose from 6.65 percent in
1990-91 to 21.92 percent in 2013-14. As a result, the CAGR of the export share
increased 10.47 percent during 1990-91 to 2013-14. The foreign trade mineral policy
focused on the export of minerals in the value added forms. To cope up with the
change in technology, increasing demand for mineral product in the international
markets and maintaining India’s comparative cost advantage in mineral products were

the key policy interest. In addition to this, India-ASEAN trade in mineral fuel, oils
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and distillation products increased after 2007 due to major tariff reduction (Francis,

2011).

Table 2: Compound Annual Growth Rate of India’s export share at section level
for the period 1990-91 to 2013-14

Section Description CAGR (%)
S-01 Live Animals -5.08
S-02 Vegetable Products -4.27
S-03 Animal and Vegetable Fats 16.92
S-04 Prepared Foodstuffs -3.11
S-05 Mineral Products 10.47
S-06 Products of Chemical and Allied Industries 1.23
S-07 Plastic and Rubber Articles Thereof 2.54
S-08 Raw Hides and Skin -8.49
S-09 Wood and Articles of Wood -1.44
S-10 Pulp of Wood 3.10
S-11 Textiles -5.23
S-12 Footwear, Headgear -5.83
S-13 Avrticles of Stone, Plaster and Cement 1.01
S-14 Natural and Cultured Pearls 1.70
S-15 Base Metals 3.05
S-16 Machinery and Mechanical Appliances 3.40
S-17 Vehicles, Aircraft and Transport Equipment 3.36
S-18 Optical, Photographic Precision Equipment 4.47
S-19 Arms and Ammunitions 6.10
S-20 Miscellaneous Manufactured Products 2.26
S-21 Works of Art 1.83
Total All Sections 15.67

The export share of base metals and machinery and mechanical appliances increased
during 1990-91 to 2013-14. It is argued that an export plays a crucial role for the
structural transformation of the economy. However, the dynamics of structural

transformation also depends on the types of exported products.

Economic development is underpinned not only by exporting new products,
but also by qualitative improvements to existing products. The export of higher
quality of existing products led to favorable structural transformation. Therefore,
structural transformation and export performance depends on two things, first, the
diversification of exports across products and second, composition of the export
basket measured by technological content, sophistication, and complexity (Anand ef
al., 2015). Therefore, the segregation of exports into six categories is based on the

technological content.
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On the basis of skill and technology-contents the exported products are
grouped into (1) Non-fuel primary commodities, (2) Resource-intensive
manufactures, (3) Low skill- and technology-intensive manufactures, (4) Medium
skill- and technology-intensive manufactures, (5) High skill- and technology-intensive
manufactures and (6) mineral fuels, and remaining as (7) Unclassified products,
(UNCTAD, 2015). Table 3 provides share of each of these category into total exports.
It indicates India’s journey from primary commodities to manufactures-skill and
technology content products. It can be seen from table 3 that in 1990-91, more than 70
percent of exports consist of non-fuel primary products and recourse-intensive
manufactured products. However, in recent years these shares have come down to 40
percent. The decelerated share of fish and crustaceans, molluscs and other aquatic
invertebrates (C-3), coffee, tea, mate and spices (C-9) and ores, slag and ash (C-26)
resulted in fall in the total share of non-fuel primary commodities. On the other hand,
within this category, share of natural or cultured pearls, precious or semi-precious

stones (C-71) increased from 18.08 percent in 1990-91 to 36.56 percent in 2013-14.

Furthermore, the share of mineral fuel products and high skill technology
intensive manufactured products increased substantially during 1990-91 to 2013-14.
Organic chemicals (C-29) and pharmaceutical products (C-30) contribute nearly fifty
percent of the total export of high skill technology-intensive manufactured products.
However, the share of nuclear reactors, boilers, machinery and mechanical
appliances; parts (C-84), electrical machinery and equipment and parts thereof; sound
recorders and reproducers (C-85) and Aircraft, spacecraft and parts thereof (C-88)
increased significantly during 1990-91 to 2013-14. The share of low-skilled and
technology-intensive manufactured products and medium-skilled and technology-
intensive manufactured products increased from 5.61 and 6.30 percent in 1990-91 to

7.80 and 9.92 respectively in 2013-14.

The dominance of export resource-intensive manufactures and non-fuel
primary products during 1990-91 indicate that country was suffering from a lack of a
diversified export and industrial base. With the economic reforms, the improvement

in the economic growth, planned policy framework for heavy industrial base, increase
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Table 3: Classification of India’s Export on the Basis of Technological Content

(Per Cent)
- @) G
) (2) Liow slall aiil l\fI_edlum High-skill- )
Resource- skill-and and ; ()]

Non-fuel _ _ technology- Mineral s
Years : - intensive L i technology technology Unclassified | Total

primary intensive . . . _ fuels

manufactures intensive intensive products
products manufactures products
products manufactures | manufactures
products
products products

1990-91 31.85 44.34 5.61 6.30 7.44 0.01 4.45 100
1991-92 32.11 42.47 5.82 6.18 8.73 0.02 4.68 100
199293 30.49 41.47 7.28 6.91 9.02 0.22 4.60 100
1993-94 32.02 37.95 7.92 7.10 9.91 0.44 4.67 100
199495 34.84 37.39 6.00 6.59 10.25 0.30 4.64 100
1995-96 37.28 34.93 6.19 6.17 10.76 0.18 4.48 100
1996-97 35.60 34.46 6.19 6.75 12.00 0.07 4.93 100
199798 33.62 33.76 6.38 6.87 12.35 L.11 591 100
1998-99 34.18 34.80 5.85 6.46 11.36 0.37 6.97 100
1999-00 34.46 34.26 6.50 6.16 12.19 0.22 6.22 100
2000-01 29.74 33.45 6.78 6.77 12.93 4.31 6.02 100
2001-02 2045 31.33 6.43 7.10 13.74 4.94 7.01 100
2002-03 30.46 29.17 7.80 7.14 13.98 5.09 6.35 100
2003-04 290.59 27.15 8.41 9.19 13.41 5.79 6.45 100
2004-05 2094 22.69 9.81 9.08 12.99 8.52 6.97 100
2005-06 28.71 22.03 8.96 9.80 12.82 11.51 6.17 100
2006-07 26.99 19.35 9.49 9.93 12.62 14.96 6.67 100
2007-08 27.49 16.87 9.64 9.69 12.53 17.82 5.96 100
2008-09 24.13 15.53 10.47 10.38 14.23 15.17 10.09 100
2009-10 26.33 15.85 7.50 9.83 13.92 16.19 10.37 100
2010-11 26.78 13.67 8.67 9.44 13.05 16.91 11.48 100
2011-12 25.25 13.04 8.98 9.09 13.48 18.73 11.43 100
2012-13 25.55 13.42 7.89 9.99 14.23 20.67 8.24 100
2013-14 25.64 14.84 7.80 9.92 14.90 20.62 6.27 100

in the infrastructural facilities, etc., led to advancement of export products.
Furthermore, rising share of high-skill and medium-skill technology intensive
manufactures product reveals that manufacturing base for the export of high value-
added manufacturing products is improving. The declining share of resource-intensive

and primary fuel products shows that Indian economy moving is up on quality ladder.

4.2. Intensive and Extensive Margin of India’s total export:

The change in the annual export basket is due to the contribution of new
products and disappearance of some other products from the export baskets.
Following Amiti and Freud (2010) and Nadakarni and Desai (2012) contribution of new
products into export growth analyzed. Thus, decomposition of export growth into

new, disappearing, and existing products provides the information about the products
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which are added to export and products which are disappeared from the export basket.
Thus, with the help of equation the growth on the total export can be divided as

follows.

(X1—Xo) = (X1c— Xoc) + (X1— X1¢) — (Xo—X0C)  cvuememrmemeeiccieieennn. (2)

Where X; and X is the total exports in the current and the base year, whereas
Xic and Xoc refer to exports of common commodities in the current and the base year,
respectively. Dividing the value of total exports in the base period on both sides, the
right side of the equation shows the growth in the export whereas three terms in the
left hand side explain the export growth because of common products (intensive
margin), new products (extensive margin) and products which are disappeared from
the export basket. The two-time period has been chosen for the analysis. For the
comparison we have divided the whole time period into two different periods.
Although, India witnessed the trade deficit from the year 1990-91onwards, since
2001-02 imports are growing at a higher rate. Therefore, widening gap between
export and import i1s more prominent from 2001-02 onwards. Thus, in the first time
period the export basket of 2000-01 is compared with the export of 1990-91. Where
as in the second time period export basket of 2013-14 is compared with the 2000-01"s
export.

The total export growth is 256.76 percent in 2000-01 as compared to 1990-91 out
of which 197.43 percent growth is due to the growth in exports of intensive margin.
Exports of new commodities are 67.42 percent whereas the disappearing margin is only
8.08 percent of the value of exports in the base period. However, the export exhibited the
substantial growth of 609.83 percent in the year 2013-14 as against 2000-01. This export
growth is largely driven by the growth in new commodities (extensive margin). The
extensive margin increased by 325.52 percent in the year 2013-14 as compared to 2000-
01. The growth in the intensive margin recorded 318.84 percent while 34.53 percent
product has been disappeared in the year 2013-14 over 2000-01. In both the time period
more than fifty percent of the growth has been contributed by the intensive margins. This
result exhibited that growth in the export is mainly driven by the export of existing
commodities. However, the contribution of new products is increased in 2013-14 as

compared to 2000-01. In case of new products, the export of mineral fuels products
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increased substantially followed by resource-intensive manufactures products and high

skill- and technology intensive manufactures products.

Therefore, it can be confirmed that although India’s export basket has been driven
by the intensive margin, the growth in the extensive margin showed that the export of
high-skilled products increased over the period of time. The India’s exports are moving
ahead on the quality ladder. There are various factors responsible for this growth. With
the help of granger causality test, the next section tries to examine some of the important

determinates of India’s export growth.
4.3. Determinants of India’s Export:

To analyze the determinants of India’s export the Modified Granger causality
test has been applied. Before applying the granger causality test the stationarity of the

variables has been tested with the ADF test. The results of ADF test are presented in

Table 4. The null hypothesis of the existence of unit root has been tested

Table 4: ADF Test Results

LEVEL First Difference
. 36 Critical ; Critical Ondar 9f
Variable t-statistic P-value | t-statistic P-value Integration
Value Value
Export -0.29086 -2.998064 09121 -3.88600 -3.004861 0.0077 I(1)
EG -0.04627 -2.998064 0.9444 -4.40214 -3.004861 0.0024 I(1)
GDP -3.90676 -3.622033 0.0286 - - - 1(0)
oG -1.80983 -3.622033 0.6668 -3.78919 -3.632896 0.0370 I(1)
FDI -3.68129 -3.632896 0.0456 —— - -— 1(0)
REER -3.58256 -3.632900 0.0550 - - -— 1(0)
GFCF -2.45623 -3.622000 0.3442 -4.56102 -3.632900 0.0078 I(1)
EUVI -1.49481 -3.622033 0.8016 -4.36632 -3.632896 0.0117 I(1)

for all the variables. It can be inferred from Table 4 that variables such as GDP, FDI
and REER are found to be stationary at level. In contrast, variables such as exports,
EG, OG, GFCF, and EUVI are non-stationary at level. These variables become
stationary after first differencing. The time trend is found to be significant for the
variables. Therefore, the model with constant with trend is chosen to formulate VAR.
The Toda and Yamamoto (1995) method has been used to construct a VAR of the
variables with different order of integration. The proposed methodology has an

advantage that VAR can be constructed irrespective of the order of integration and co-
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integration properties. Before proceeding with the causality test, one lag has been

chosen based on AIC and SBC (Table, 5).

Table 5: Lag Selection Criteria

Lag | LogL IR FPE AIC SC HQ
0 131.6939 | NA 2.95E-15 | -10.756 -10.361 -10.6567
1 284.5494 | 186.0850* | 1.85e-18* | -18.48255* | -14.92796* | -17.58858*

Furthermore, the results of the modified Wald test are presented in Table 6. It
can be seen from the table that the past values of GDP are assisted to predict the
future value of export. Result supports the view for growth-led export. Moreover,

Table 6: Granger Causality Test Results

Null Hypothesis Chi-square | Probability Granger Causality
Export Does Not Granger Cause GDP 9.609124 0.0082
GDP Does Not Granger Cause Export | 1.605756 0.4480 GDEe Espat
Export Does Not Granger Cause REER | 1.017509 0.6012
REER Does Not Granger Cause Export | 5.727842 | 0.0570 Export sy REER
Export Does Not Granger Cause EG 7.249492 0.0267 Bi_Directional lit
EG Does Not Granger Cause Export 6.462139 0.0395 i-lrectional catisality
Export Does Not Granger Cause FDI 4.491529 0.1058 Export to FDI
FDI Does Not Granger Cause Export 26.72804 0.0000 xportto
Export Does Not Granger Cause OG 22.0836 0.0000
OG Does Not Granger Cause Export 1061264 | 0.5882 O lo Fapan
Export Does Not Granger Cause GFCF | 7.857681 0.0197
GFCF Does Not Granger Cause Export | 3.636067 0.1623 GRCE0 Export
Export Does Not Granger Cause EUVI 3.321239 0.1900
EUVI Does Not Granger Cause Export | 3.050881 0.2175

there exists the bi-directional causality between EG and exports during 1990-91 to
2013-14. This result is in line with the theoretical explanation that export increases
with the growth in manufactured product. It has been argued that the new economic
policy paves a way for industrialization. The growth of heavy industry such as steel,
textile boosted the industrial production. Increase in industrial production also assists
for the expansion of the exports. India has initiated liberalisation and entered into
trading arrangements as a result cost of trade reduced substantially which encouraged

trade. With the growing volumes of trade, the focus of policy makers in the
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developing countries shifted from traditional import substitution policies to export
promotion one. Thus, Government of India adopted several export promotion policies
such policies also attract foreign investors. This could be the reason of existence of
uni-directional causality from export to FDI (Majeed and Eatzaz, 2006). The uni-

directional causality from export to REER is also observed.

In addition to this, the past values of OG assist to predict the future value of
export. This asserts that the domestic demand which is proxied by output gap
influencing the exports. Furthermore, the uni-directional causality from GFCF to
export also been observed. However, no causal relationship has been found between

EUVI and export during the period of study.

4. CONCLUSIONS:

The paper attempts to examine the performance of Indian exports during
1990-91 to 2013-14. Qualitative and quantitative changes in India’s export basket are
analyzed by segregating exports on the basis of nature of technology. India’s export to
GDP ratio increased from 1.61 percent in 1990-91 to 32.14 percent in 2013-14. The
dominance of textile articles, natural and cultured pearls precious and semi-precious
stones and vegetable products came down. These sections were contributing nearly
fifty percent to the total exports. However, in 2013-14 the share of these three sectors
to total export came down to 31.77 percent. The change in the export is not only in

quantitative terms but also in terms of quality as well.

At the 1initial phase of liberalization, India’s export basket has been dominated
by resource-intensive and non-fuel primary products. In 1990-91 the share of these
two categories was more than sixty percent. However, with the advancement of NEP,
several macroeconomic policy changes led to increase in growth, FDI, infrastructural
facilities. Furthermore, restriction on the trade also been reduced substantially.
Therefore, the production and export of medium and high technological intensive
products increased. The growing share of medium and high technology-intensive

products confirms that Indian export is improving on its quality ladder.
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The development of Indian export can also be observed through extensive and
intensive margin. With the advancement of export some commodities get added into
the export basket, at the same time exports of some commodities get discarded with
the technological enhancement. If the share of new commodities is increased over the
period of time, then country is having diversified the exports. Results exhibited that the
contribution of new products is increased in 2013-14 as compared to 2000-01. However,
more than fifty percent of the growth in export is still contributed by the intensive
margins. It can be therefore inferred that although the growth in the export is due to
the growth in the existing commodities or intensive margin, but there 1s also an

increase in the export of new products.

Furthermore, determinants of exports show that there exists bi-directional
causality between EG and exports. Rise in export also has favorable impact on FDIL
The result supports the growth-led hypothesis as there is uni-directional causality
from GDP to export. It also suggests that the export promotional policies of the
government are also helping in increasing investment. An increase in the investment
would lead to increase in production and income of the people. In the long run this
will turn up to rise in GFCF. The existence of uni-directional causality from GFCF to
export reveals the same. In short, the slow but sustainable growth in the Indian

exports 1s visible in qualitative and quantitative terms.
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