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ABSTRACT
Objective: The objective of the article is to examine the export-led growth hypothesis in the Southern African
Customs Union (SACU).
Research Design & Methods: This study employs annual data on output, exports, imports, and a structural
dummy variable for SACU countries, namely, South Africa, Botswana, Lesotho, Namibia, and eSwatini. The
study applies the cointegration test based on the Johansen (1988) and the Johansen and Juselius (1990) ap-
proach, followed by the vector error correction model and the trivariate Granger causality analysis.
Findings: All SACU countries, apart from Lesotho, have witnessed a significant positive relationship between
exports and economic growth during the reviewed period. In the case of Lesotho, the study finds a negative
relationship between exports and economic growth. Causality results confirm that the export-led growth hy-
pothesis is valid in Namibia and South Africa, but not in eSwatini, Botswana, and Lesotho.
Implications & Recommendations: Based on the overall findings, this study mainly recommends that policy-
makers in SACU countries should consider providing extensive support for the development of infrastructure
and trade-related logistics.
Contribution & Value Added: SACU countries rely on a narrow range of exports, which could affect their vul-
nerability to external shocks. This article provides empirical evidence on whether data from SACU countries is
consistent with the export-led growth hypothesis.
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INTRODUCTION

Since the earlier works of Balassa (1978) and (1985), empirical research has continued to probe the
relevance and validity of the export-led growth hypothesis in the context of the industrialised, devel-
oping, and least-developed economies. While there is growing evidence on the export-led growth hy-
pothesis, one could argue that the adoption of the export-led growth industrialisation on its own does
not guarantee the realisation of growth-enhancing benefits. Although the export-led growth strategy
provides growth opportunities, differences in technology across countries imply that countries adopt-
ing this strategy are likely to face varying effects resulting from export-promoting policies (see for ex-
ample, Feenstra, 2015). Thus, there is no guarantee that the export-promoting strategy will always
result in a positive causal effect on long-run economic growth.

Despite the contentious debate around the role of export-led growth strategies in economic devel-
opment, several reasons explain why exports matter in driving economic growth. One of the conven-
tional views arising from theoretical presumptions is that exports could be the key drivers of economic
growth. Building on the classical theoretical viewpoints, the proposition is that export expansion tends
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to cause a rise in output through improved productivity or large-scale production resulting from special-
isation (Marin, 1992; Bahmani-Oskooee & Economidou, 2009). Country-based experiences, however,
suggest that structural characteristics affect the extent to which exports stimulate economic growth.

Against this backdrop, this article aims to examine the export-led growth hypothesis in the five
Southern African Customs Union (SACU) countries based on their experiences over the past four dec-
ades. The study hypothesises that economic growth, measured by the annual growth rate in the real
gross domestic product (GDP), is positively related to exports and imports. The other hypothesis is that
export expansion leads to economic growth in SACU countries. The motivation behind the current
study is that over the past four decades, SACU countries have been operating under the export pro-
motion regime, which has replaced the previous import substitution industrialisation regime.

Earlier studies that examined the export-led growth hypothesis in SACU countries mostly did so with-
out considering structural breaks that result from external shocks (see Sinoha-Lopete, 2006; Jordaan &
Eita, 2007; Bosupeng, 2015). In bridging the gap in SACU-related literature, the current study tests the
significance of exports in promoting economic growth in the presence of structural changes emanating
from external shocks. The study pursues these research questions: has the implementation of the export-
oriented growth strategy boosted economic growth in SACU countries given the possible structural
breaks? What country-specific factors affect the export-led growth strategy in SACU countries?

The novelty of the current study is two-fold — first, it provides a comparative analysis of SACU
countries over the past four decades taking structural changes into account. The study also identifies
major export commodities and factors that hinder export expansion from being translated into sus-
tained economic growth as intended by the export-oriented policies that SACU countries have
adopted. This article is organised as follows: after the introduction, the next section discusses literature
review in which the study presents empirical evidence from developed and developing economies.
Thereafter, the study provides an overview of the origins of the export-led growth strategy in the So-
thern African Customs Union. The next section presents methodology and data, followed by the dis-
cussion of empirical findings. The last section concludes the study.

LITERATURE REVIEW

Various empirical studies on both developed economies and developing economies continue to probe
the role of exports in economic growth. From these studies it emerges that while the proponents of
export-led growth strategy favour export-promoting policies, export expansions per se do not always
bring about significant growth effects. In some cases, the experiences surrounding export-led growth
might be due to country-specific factors.

Empirical evidence from developed countries

Evidence from existing studies shows that export-led industrialisation applies to both developed and de-
veloping economies. In a study examining the export-led growth hypothesis in four industrialised coun-
tries, namely United States, Japan, Germany, and the United Kingdom, Marin (1992) finds that except for
United Kingdom, exports, productivity, and terms-of-trade move together in the long run. The results
further confirm that exports Granger- cause productivity in all four investigated countries.

In one of the studies focusing on the Southern European countries over the period 1960-2014,
Konstantakopoulou (2016) employs the Pesaran, Shin, and Smith (2001) bound-testing approach to
investigate the existence of a static and dynamic relationship between exports and economic growth.
The study confirms a bidirectional Granger causality in Spain and Greece, but none for Italy. Moreover,
the study establishes a unidirectional causality from exports to economic growth in Portugal.

Kdénya (2008) employs the modified Wald statistics to determine the export-led growth hypothesis
in twenty-five OECD countries. The findings show that there is no causality between exports and eco-
nomic growth in Luxembourg and the Netherlands. The study finds a unidirectional causality from ex-
ports to economic growth in Iceland. The results also point to a bidirectional causality between exports
and growth in Sweden and the United Kingdom. For some of the countries included in the study, the
results are too controversial to arrive at unanimous conclusions.
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In another study, Henriques and Sadorsky (1996) investigate the export-led growth hypothesis in
Canada. While the results confirm the existence of a long-run relationship between real exports, real
GDP, and terms-of-trade, no evidence supporting the export-led growth hypothesis prevails. Most im-
portantly, their results indicate that for Canada, changes in GDP growth precede changes in exports.

Shan and Sun (1998) examine the export-led growth hypothesis in China during 1987-1996. The
results indicate that even though a positive relationship between exports and output exists in China,
there is no unidirectional causality from exports to output, which rules out the validity of the export-
led growth hypothesis.

In a study based in Norway, Nesset (2004) examines the link from growth in exports to productivity
growth over 1968-1992. The empirical results indicate that economic growth is productivity-led and
not export-led, which leads to the conclusion that Norway must consider giving more direct produc-
tivity stimulus including research and development, infrastructure, and education support.

Fountas (2000) tests the export-led growth hypothesis for Ireland using two sample periods: 1950-
1990 and 1981-1994. The results show no evidence of export-led growth over the period 1950-1990.
However, the results support the export-led growth hypothesis for the period 1981-1994 suggesting
the importance of export promoting policies that the country has adopted.

Empirical evidence from developing countries

In a recent study conducted in Latin America, Arteaga, Cardozo, and Diniz (2020) examine the effects
of exports to China and the world, given a structural break. For the period 2002-2017, the results
show that exports to China boost economic growth in South America but are detrimental to Mexico,
Central America, and the Caribbean.

In a study focusing on Fiji and Papua New Guinea, Narayan, Narayan, Prasad, and Prasad (2007)
investigate the export-led growth hypothesis in the two countries that experienced dismal economic
growth in the past. The study finds evidence of the export-led growth hypothesis in the long run in Fiji
and some evidence of export-led growth in the short run in the case of Papua New Guinea.

Abual-Foul (2004) examines the relevance of the export-led growth hypothesis in Jordan over
1976-1997 using the vector autoregression and the error correction model. The results support the
export-led growth hypothesis leading to the conclusion that the export-led growth strategy has pro-
moted faster economic growth in Jordan.

Maneschiold (2008) uses data for Argentina, Brazil and Mexico to analyse the export-led growth
hypothesis, where the introduction of the NAFTA is treated as the structural break point. The study
finds evidence of bi-directional or unidirectional causality from exports to GDP supporting the export-
led growth hypothesis in the three investigated countries for the pre- and post-break periods.

Malhotra and Kumari (2016) investigate the validity of the export-led growth hypothesis in Bang-
ladesh, India, Pakistan, and Sri Lanka over the period 1980-2012. The results confirm the export-led
growth hypothesis in India, but not in Pakistan, Bangladesh, and Sri Lanka. In another study conducted
in South East Asian countries, Shirazi and Abdul Manap (2005) confirm the export-led growth hypoth-
esis in Bangladesh, Pakistan, and Nepal, but not in India and Sri Lanka.

Focusing on sub-Saharan Africa, Bbaale and Mutenyo (2011) investigate the relationship be-
tween export composition and output growth in a panel of 35 countries for the period 1988-2007.
The findings indicate that growth-enhancing effect can be attributed to agricultural exports and not
manufactured exports.

Considering some of the existing empirical evidence based on previous studies conducted in the
Southern African Customs Union (SACU) countries, there is a lack of consensus on the relationship
and causality between exports and economic growth. For instance, Bahmani-Oskooee and Econo-
mound (2009) could not establish the direction of the long-run relationship between exports and
output growth in Lesotho and several other developing countries. On the contrary, their study
found that increased exports cause economic growth in the long run in South Africa, Swaziland, and
a few other African countries.

In another study focusing on several Southern African economies, Sinoha-Lopete (2006) exam-
ines the export-led hypothesis for 1980-2002. The results confirm the export-led growth hypothesis
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in Lesotho and eSwatini, but not in other countries related to the current study, which are Botswana,
Namibia, and South Africa. In a country-based study focusing on Botswana, Bosupeng (2015) inves-
tigates the export-led hypothesis during 2003-2012. The findings reject the export-led growth hy-
pothesis for Botswana.

Export-led growth in SACU: an overview

The 2002 SACU Agreement allows duty free importation of goods originating from the Common Cus-
toms Area although members can impose restrictions on trade where applicable. Under the Agree-
ment, members can continue with pre-existing preferential arrangements, but goods admitted duty
free under these preferential arrangements are liable to excise duties when exported to another SACU
country (Southern African Customs Union, 2013).

Apart from the role played by SACU membership, the exchange rate arrangements in SACU also
act as interlinkages in the sub-region. Under the Common Monetary Area (CMA) arrangement, all SACU
countries except Botswana, have pegged their local currencies to the South African Rand (Stoykova,
2021). This implies that trade patterns in SACU are likely to follow fluctuations in the South African
Rand. Again, South Africa is characterised by a large nontraded goods sector, which in turn determines
the country’s exchange rate (Makanza, 2015). For instance, in the face of macroeconomic shocks that
affect relative prices, the real exchange (in South Africa in this case) will appreciate, causing prices in
the domestic economy to be relatively higher than global prices.

The implication of South Africa’s macroeconomic shocks for other CMA countries is that their rel-
ative prices are likely to follow the same trend as that of South Africa. In one of the studies related to
this argument, Sendza and Diaba (2017) confirm a negative short-run impact of exchange rate volatility
in South Africa over the period 1993 to 2014, and a positive impact in the long-run. During the period
between 1993 and 2014, SACU countries witnessed an overall upward trend in their exports, apart
from a slump in exports following the global financial crises of 2008/2009, which affected the major
economies that trade with SACU countries (see SACU Annual Report; 2010, 2012 and 2015).

Looking at the transition in trade policy within the SACU countries over the past four decades,
there is evidence of a radical regime shift from import substitution industrialisation to export-led strat-
egy. In SACU, South Africa was among the first to implement the export-led strategy following the
Reynders Commission of 1972 (see Bell, 1997). For Lesotho, the move away from the import-substi-
tuting industrialisation became vital in the national objectives. This has resulted in Lesotho’s trade
policy being more inclined towards stronger export orientation (World Trade Organisation, 1998). Alt-
hough Botswana, Lesotho, Namibia, eSwatini, and South Africa adopted the export-led strategy at dif-
ferent points in time, each of these SACU countries has been operating under this new strategy for
more than three decades. Hence, the expectation is that the regime shift to the export-led growth
strategy should have benefited the SACU countries to some extent.

One prominent feature characterising the pattern of exports in SACU economies is that South Af-
rica has been recording more exports than its SACU counterparts during the past years (Figure 1). As
shown in Figure 1, the trends in exports for all the SACU countries during the period 1980 to 2018 are
almost similar. The Figure shows that South Africa, followed by Botswana, surpassed other SACU coun-
tries in export performance during the reviewed period. Several reasons explain the differences in
SACU countries. For Lesotho, the country still records the least exports compared to others in the cus-
toms union although its exports have picked up past the year 2000. The increase in Lesotho’s exports
is partly due to the Africa Growth and Opportunity Act (AGOA), which commenced in 2000. Under
AGOA, Lesotho gains duty-free access to the United States in exports of clothing and textiles (see Male-
fane, 2007). For Namibia and eSwatini, the growth in exports was modest during the period under
investigation as shown in Figure 1. One factor that has affected the exports in Namibia is slow growth
in South Africa, the key trading partner for Namibia. Due to the slow growth in South Africa, the de-
mand for Namibia’s commaodity exports has declined in recent years (United Nations, 2017).
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Figure 1. Trends in the log of real exports in SACU countries, (1980-2018)
Source: constructed from World Development Indicators (2019).
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SACU countries are vastly diverse in their economic structures, including sectoral policies, market
size and export commodities. In one of the latest trade policy reviews of SACU countries, the World
Trade Organisation (2015) remarked that SACU has intra-country inequalities, which are among the
highest globally. Despite their diversities, SACU countries continue to implement economic and policy
reforms aimed at sustainable growth, job creation, and industrial development. Table 1 presents a
summary of the policy objectives and challenges in SACU countries during the period between 2015
and 2020. The summary highlights strategic policy objectives, adopted measures, principal exports,
and main challenges facing the export sector. As it can be deduced from Table 1, while SACU countries
have varied economic objectives and goals, they generally seek sustainable economic growth and en-
hanced private sector development to aid job creation and poverty alleviation.
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Table 1. Summary of economic developments and challenges in SACU countries

Country Aims of strategic policies Adopted measures Z::::’tzl Main challenges
Botswana [sustainable economic growth; |diversified production [diamonds; |weaker global diamond de-
economic diversification; im- |by private sector; in- |machinery |mand; weak growth prospect
proved public-private partner-|stitutional support and|and electrical |of South Africa
ship; accelerated private sec- |development; capacity |equipment;
tor development; small and |development pro- salt and soda
medium-sized enterprise gramme for SMEs ash; gold; ve-
(SME) development hicles and
transport
equipment;
meat and
meat prod-
ucts
Lesotho |improved private sector reformsin land own- [textiles, lack of skill and capacity; de-
growth; inclusive and sustain- |ership system; im- clothing, and [cline in textiles due to compe-
able economic growth; infra- |[provements in the footwear; di- [tition from Asian producers;
structure and human capital |business environment; [amonds; wa- |macroeconomic instability; in-
development; strengthening |political governance |ter adequate and poor-quality in-
of national governance and reforms frastructure; weak human
accountability system capital and skill gap
Namibia |protection of intellectual upgrades in infor- diamonds; [narrow export base; capacity
property; promotion of value- |[mation and technol- |copper; ura- |constraints and shortage of
added production; stimulation|ogy nium ores skilled labour force; less com-
of downstream agro-indus- and concen- |petitive business environ-
tries; improved competitive- trates ment; high production costs;
ness and contribution of agri- infrastructure bottlenecks
culture industries
South sustainable economic growth; |[removal of barriers to |gold; bitumi- |lack of adequate skills; inade-
Africa job creation; reforming of mining investment; re- [nous coal; guate domestic infrastruc-
state-owned enterprises structuring of major |manganese |ture; lack of competition in
state-owned utility ores; diesel- |goods and services market
company (Eskom); re- |powered
viewing of visa re- trucks
quirements to boost
the tourism industry;
allocation of telecom-
munications spec-
trum; creation of Spe-
cial Economic Zones
eSwatini |food security; improved improvements in coal |raw cane vulnerability to climate
productivity; diversification of |production; new legis- |sugar and change; limited economic
commercial agriculture; lation on telecommu- |sugar-based |classification and market con-
strengthening of economic nications —independ- |products; centrations; capacity con-
governance; acceleration of  |ent regulation; scaling |chemical straints and skills shortages;
diversified, inclusive, and sus- |up of infrastructure products; co- |deteriorating infrastructure
tainable growth niferous
wood

Source: own compilation based on World Trade Organisation (2015); African Development Bank — African Economic Out-
look 2020; African Development Bank Country Strategy Papers (Online); Statistics Botswana (2020); Commonwealth of Na-
tions; World Bank — World Integrated Trade Statistics (2020).



Export-led growth hypothesis: empirical evidence from... | 61

RESEARCH METHODOLOGY

Influenced by literature and the focus of trade policies in SACU countries, the current study develops
these hypotheses:

H1: There is a positive relationship between exports and output growth in SACU countries.
H2: There is a unidirectional causality from exports to output growth in SACU countries.

This study employs annual data for output (Y), exports (X), imports (M), and structural dummy varia-
ble (DUM). The output variable is proxied by the log of real gross domestic product; exports are proxied
by the log of real exports of goods and services; while imports are proxied by the log of real imports of
goods and services. All values before the log transformation are at constant 2010 USS. Due to variations
in data availability, the study uses different sample periods in empirical investigation. For Botswana, the
sample period is 1975-2018, while it is 1960-2017 for Lesotho, 1980-2018 for Namibia and eSwatini, and
1960-2018 for South Africa. The data is from the World Bank World Development Indicators (2019).

The study constructs a structural dummy variable based on Bai (1997) and Bai and Perron’s (1998a,
2003) procedure to capture the external shocks. The results of the multiple breakpoint tests are reported
in the Appendix. The study did not construct any structural break dummy for Namibia since the structural
break tests failed to confirm any significant structural breaks for the country. Based on Multiple break-
point test results, the values for the dummy variable (DUM) for other SACU countries are as follows:

In the Botswana dataset, DUM takes value 1 in 1991 and 2009; 0 otherwise.

In the Lesotho dataset, DUM takes value 1 in 1977, 1998, and 2009; 0 otherwise.

In the eSwatini dataset, the value of DUM is 1 in 1985 and 2010; 0 otherwise.

In South Africa’s dataset, DUM takes value 1 in 1977, 1985, and 2000; O otherwise.

Given the tendency of economic variables to follow random walks, the study tested the unit root
using the Augmented Dickey-Fuller (ADF) test and the Kwiatkowski-Phillips-Schmidt-Shin (KPSS) test.
The null hypothesis for the KPSS test is that the series are stationary while the null hypothesis for the
ADF test null hypothesis is that the series are non-stationary.

The study performed the cointegration test based on Johansen (1988) and Johansen and Juse-
lius (1990). The advantage of the Johansen’s approach is that it tests the null hypothesis of no
cointegration against the alternative of one or more cointegrating vectors. The unrestricted vector
autoregression (VAR) was specified as follows:

p
Xt=A0+zAth—j+gt (1)
j=1
where:

X; - vector of (m X 1) nonstationary variables — output, exports and imports;
Aj - (m X m) matrix of unknown parameters;
p - lag length;
& - (m X 1) vector of disturbance terms.

The Akaike information criterion (AIC) and the Schwarz criterion (SC) determined the maximum
lag length. The maximum lag length for Botswana, Namibia, and South Africa is two (2), while it is
one (1) for Lesotho and eSwatini.

The vector error correction model (VECM) specification of this study is:

p—1
AXt =[l+ I}AXt_j+I'[Xt_i +€t (2)
j=1
where:
U - (m X 1) vector of constant terms;
I', IT - coefficient matrices;
A - difference operator.
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The study used a VAR Granger causality to determine the direction of causality between output,
exports, and imports in the face of the structural changes.

Table 2. List of variables used in the analysis

Variable Indicator Source (the code of dataset)

Output (Y) Real gross domestic product, constant 2010 USS World Development Indicators,
2019 (NY.GDP.MKTP.KD)

Imports (M) Imports of goods and services, constant 2010 USS | World Development Indicators,
2019 (NE.IMP.GNFS.KD)

Imports (X) Exports of goods and services, constant 2010 USS | World Development Indicators,
2019 (NE.EXP.GNFS.KD)

Structural dummy | Dummy variable capturing structural changes. Own computation based on Multiple

(DUM) Value 1 if there is structural change; 0 otherwise breakpoint tests

Source: own elaboration based on World Bank World Development Indicators (2019).

Discussion of Results

As part of the empirical investigation, the study tested output, exports, and imports for a unit root,
and Table 3 reports the results. The results from the ADF and KPSS tests show that, generally, the
variables used in this study are first-difference stationary or are integrated of order one.

Table 3. Unit root test results

ADF Test KPSS Test
Variable Log levels First difference Log levels First difference
No trend Trend No trend Trend Notrend | Trend | No trend Trend

Y_BWA -4.90*** |-1.63 - -5.77%** 0.82%** 0.21%** 0.71%* 0.10
M_BWA -1.46 -3.67** -5.12%** - 0.82*** 0.08 0.11 0.04
X_BWA -2.71* -2.56 — -5.46*** | (0, 79*** 0.20** ]0.32 0.08
Y_LSO -1.97 -2.02 -7.76*** | -8.14%** | (.85%** 0.15** ]0.32 0.50***
M_LSO -5.25%** 11,12 — -6.44%** | 78*** 0.21** 10.85 0.12
X_LSO -1.99 -0.64 -6.05*** | .6 51*¥** | 79%** 0.16** |0.39* 0.12
Y_NAM 1.30 -3.06 S421*F* | LA 9%*k* 10, 74%** 0.20 0.38* 0.12
M_NAM 0.30 -3.64** -4 58*** - 0.70** 0.20 0.22 0.18**
X_NAM -0.30 -3.64** -6.19*** - 0.73** 0.09 0.17 0.12
Y_SWz -3.75*** 1-1.62 -4.01%** | -4.96%* 0.73** 0.17** ]0.51 0.06
M_SWzZ -0.90 -3.04 -4.20*** |-4,08*** |0.66 0.09 0.06 0.05
X_SWz -0.86 -3.57** -5.80*** 0.70*** 0.11 0.86 0.04
Y_ZAF -0.17 -1.87 -4, 14%*%% | -4,09*** 0.73** 0.16** 0.14 0.12%*
M_ZAF -0.33 -2.31 -5.67*** |-5.60%** |0.72** 0.11 0.09 0.09
X_ZAF -0.30 -2.17 -5.67*** | .5 5Q*** 0.73** 0.15%* 0.13 0.13*

Source: own computations. *, ** and *** represent significance level at 10%, 5% and 1% respectively. BWA, LSO, NAM,
SWZ, and ZAF represent Botswana, Lesotho, Namibia, eSwatini, and South Africa. Y, M, X respectively denote output, im-
ports, and exports.

Cointegration test results

After confirming the order of integration, the cointegration test was performed. Table 4 shows the
results of the trace statistic and the maximum eigen-value statistic (\-Max). The test statistics indi-
cate the hypothesised number of cointegrating vectors for each one of the five countries under
empirical investigation.
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Table 4. Johansen cointegration test results
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No. of Coint ti A-M
©.0 V:;:;Sgra ing Stati:t)i(c Critical Value Trace Statistic Critical Value
Botswana
r=0 35.95** 22.30 55.04** 35.19
r<i 13.87 15.89 19.09 20.26
<2 5.22 9.16 5.21 9.16
Lesotho
r=0 27.85** 25.82 43.31%* 4291
r<i 8.79 8.79 15.46 25.82
<2 6.67 6.67 6.67 12.52
Namibia
r=0 18.45** 17.80 29.48** 24.27
r<i 10.48 11.22 11.02 12.32
<2 0.55 4.12 0.55 4.13
eSwatini
r=0 29.97** 22.30 48.61** 35.19
r<i 14.44 15.89 18.64 20.26
<2 4.20 9.16 4.20 9.16
S. Africa
r=0 25.91*** 17.80 28.04** 24.28
r<i 1.71 11.22 2.13 12.32
<2 0.42 413 0.41 4.13

Source: own computations. ***and ** respectively represent a rejection of the null hypothesis of no cointegration at 1%

and 5% level of significance.

The results in Table 4 indicate the rejection of the null hypothesis of no cointegration, and further
point to one cointegrating vector in each one of the SACU countries. The confirmation of a cointegrat-
ing relationship allows the estimation of the vector error correction model (VECM). For Botswana, the
study estimates the model with an intercept but no trend in the cointegrating equation (CE) and VAR.
In the case of eSwatini, the study estimates the model with an intercept but no trend in cointegrating
equation (CE), and no intercept in VAR. For Lesotho, the study estimates the model with intercept and
trend in CE but no trend in VAR. For Namibia and South Africa, the study estimates the model with no

intercept or trend in CE or VAR.

Table 5 reports the estimation results in which the regressors X and M in Panel A of the table are
in levels, while AYt.1, AYt.a, AXt.1, AXt2, AMe1and AM¢.2in Panel B are in the first difference.
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Table 5. Summary of the estimation results

Panel A: Long-run results

Regressor Botswana Lesotho Namibia eSwatini South Africa
0.58%** -0.09*** 0.77%%* 7.19%** 1.85%**
X (6.98) (-3.03) (16.28) (3.89) (8.61)
0.28%**
0.34%** 0.18%** 5.73) -8.23*** -0.80***
M (4.02) (6.87) (. (-4.201) (-3.67)
-0.03***
@Trend(60) (:7.79)
Constant -2.59%** -17.90 0.28%** -83.88***
(-3.47) (5.73) (5.42)
Panel B: Short-run results
Regressor Botswana Lesotho Namibia eSwatini South Africa
AY 0.21 0.35%** 0.42%* 0.01 0.90***
o (0.73) (2.97) (2.50) (0.05) (3.72)
AY 0.12 0.15 -0.49**
=2 (0.42) (0.92) (-2.19)
AX -0.08 0.01 -0.03 -0.02 -0.06
"1 (-0.96) (0.17) (-0.44) (-0.30) (-1.00)
AX -0.10 -0.10 -0.04
2 (-1.32) (-1.77) (-0.78)
AM 0.03 0.04 0.01 0.04 -0.10**
o (0.46) (0.63) (0.25) (0.45) (-2.31)
0.05 -0.17*** 0.02
AM:2 (0.77) (-2.78) (0.62)
DUM -0.09*** -0.01 -0.01 -0.04***
(-2.65) (0.26) (0.01) (--3.04)
-0.17*** -0.64*** -0.27*** -0.02%** -0.05***
ECTu (-2.68) (-5.60) (-3.21) (-4.73) (-4.70)
R? 0.38 0.44 0.27 0.36 0.58
F-statistic 2.84%* 7.59%* 1.77 4.49%* 9.52%*

Note: T-statistics are in parentheses. *** indicates a significance level at 1%; ** indicates a significance level at 5%.
Source: own study.

Table 5 Panel A shows that there is a positive long-run relationship between exports and economic
growth in Botswana, Namibia, eSwatini, and South Africa, and a negative relationship in Lesotho. The
positive role of exports on economic growth has been echoed in other regions outside Africa. For in-
stance, Hagemeger and Muck (2019) found that exports played a major role in improving economic
growth in Central and Eastern Europe during the period 1995 to 2014. In the case of Lesotho, however,
the indication from the current results is that while other SACU countries have witnessed a positive
role of exports on economic growth, Lesotho has had a different experience. These findings are an
indication that the export-led growth strategy has not been successful in Lesotho, which could be
linked to the country’s low level of economic development and poor living standards relative to other
SACU countries (see United Nations, Human Development Report, 2019).

The error correction model results from Table 5 Panel B show a negative and significant coefficient
of the lagged error-correction (ECT:.1) in all the countries. An error term that is negative and statistically
significant confirms convergence towards long-run equilibrium. Based on the coefficient of ECT..4, this
study concludes that the speed of adjustment to deviations from long-run equilibrium is higher in Le-
sotho than in other SACU countries. The results show that about 64% of errors from the past are cor-
rected in Lesotho, whereas eSwatini and South Africa exhibit a much slower adjustment.
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The results also show that the structural break dummy variable (DUM) has a significant negative
effect on economic growth in Botswana and South Africa but has an insignificant impact in other SACU
countries. A possible explanation for these results is that both South Africa and Botswana rely on ex-
ports of the mining sector, which are quite vulnerable to external shocks. Specifically, South Africa is a
principal exporter of gold, while Botswana is a major exporter of diamonds. Observing the trends in
past data, there is evidence that external shocks or global economic crises tend to cause a slump in
export demand. Considering Botswana, for instance, the global financial crisis of 2009 exacerbated the
country’s vulnerability to external shocks given the country’s heavy reliance on one major commodity,
namely, diamonds (African Development Bank, 2020).

In the next step of the analysis, the study reports the results of the VAR Granger causality test to
establish the direction of causality between output, exports, and imports, which are reported in Table 6.

Table 6. Results of the VAR Granger causality test

Country Dependent Source of causality
Variable Output Exports Imports
Botswana Output - 0.37 0.96
Exports 5.53% - 0.91
Imports 7.04%* 0.95 -
Lesotho Output - 0.01 3.58%*
Exports 0.02 - 3.90**
Imports 0.07 4.14%** -
Namibia Output - 3.18* 0.25
Exports 11.82%** - 7.75%**
Imports 2.14 1.73 -
eSwatini Output - 1.36 5.20%*
Exports 4.85** - 0.06
Imports 0.54 0.43 -
South Africa Output - 13.53%** 16.74%**
Exports 4.40 - 6.28%*
Imports 3.74 8.94%* -

Source: own computations of estimation results based on data from World Development Indicators (2019). *, **, and ***
denote significance level for Wald Statistics at 10%, 5% and 1% respectively. Values in the Table represent the computed
Wald statistics.

The causality results in Table 6 suggest that there is export-led growth in Namibia and South
Africa, but not in Botswana, eSwatini, and Lesotho. Namibia’s results are consistent with Jordaan
and Eita (2007). Their study confirmed the validity of the export-led growth hypothesis in Namibia.
Similarly, the results for Lesotho and South Africa are consistent with Bahmani- Oskooee and Econ-
omound (2009). Their study found evidence of the export-led growth hypothesis in South Africa and
a few other African countries but could not establish the direction of the long-run relationship be-
tween exports and economic growth in Lesotho.

There are different possible factors behind the varied experiences of SACU countries concerning
the export-led growth hypothesis. One possible reason is that export-led growth in South Africa is likely
to have resulted from the country’s export base, which is more diversified than is the case with other
SACU countries. In Namibia, significant export-led growth could be because while the country suffers
from a narrow export base, its exports are not so vulnerable to external shocks as confirmed by the
results from structural break tests discussed earlier in this article (also see the Appendix).

Another observation from causality results is that though this study could not confirm the export-led
growth in Botswana, the results are consistent with Bosupeng (2015). That study revealed that economy
of Botswana is driven by growth-led dynamics and not by export-led growth. Compared to the results from
other studies conducted in developed countries, the results for this study are not different. Evidence from
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some of the previous studies shows that although exports and output could be positively related, some-
times there is no unidirectional causality from exports to output, which rules out the validity of the export-
led growth hypothesis (see Konstantakopoulou, 2016; Nesset, 2008; Shan & Sun, 1998).

CONCLUSIONS

The Southern African Customs Union (SACU) economies have switched the focus for their trade and
industrialisation strategy from import substitution to export orientation for quite some time. However,
whether SACU countries have realised significant growth effects from implementing export-oriented
policies is controversial. This article revisits the export-led growth hypothesis debate in the Southern
African Customs Union area, given the structural breaks. As is the case in several other emerging econ-
omies, exports from SACU countries have found it even more difficult to reach international markets
due to a decline in export demand following the global economic crisis. Given the effect of the global
economic crisis and structural changes on export demand, this article extends the empirical investiga-
tion by incorporating a structural dummy variable in the analysis.

The empirical results indicate a positive long-run relationship between exports and economic
growth in Botswana, Namibia, eSwatini, and South Africa, but not for Lesotho. Lesotho’s results show
a significant negative relationship between exports and economic growth during 1960-2019. These
puzzling results could be due to Lesotho’s economic development that has probably affected the coun-
try’s export potential. According to the United Nations Classification (2018), Lesotho is the only country
in the SACU area that is a Least Developed Country (LDC). From these results, this study maintains that
the effective implementation of export-oriented policies in developing economies must be accompa-
nied by measures that reinforce trade capacity but also tackle the developmental challenges. Such
measures could involve enhanced collaboration with external donors and other independent agencies
that could assist with aspects like the widening of markets for SACU economies.

The causality results show that the export-led growth hypothesis holds in Namibia and South Af-
rica, but not in Botswana, Lesotho, and eSwatini. The overall results of this study pose critical implica-
tions for SACU countries. First, there is a need to identify and address the factors that could have ob-
structed the export-led growth strategy in Lesotho. For all SACU economies, there is a need to address
the constraints such as narrow export base, lack of skills, and inadequate infrastructure.

The second implication arising from the results is that in light of harnessing freer trade activities in
the union and the African continent, SACU members could identify alternative measures that could aid
the successful implementation of export-oriented policies. This recommendation requires SACU coun-
tries to develop alternative structures that aim at promoting partnerships while also ensuring the re-
moval of potential barriers to trade-led growth.

It is advisable for policymakers in SACU countries to support infrastructure development and
trade-related logistics to benefit the member countries. On this recommendation, this study admits
that it could take several years to change some of the structural impediments of SACU countries,
such as undiversified exports and skills shortages. Nevertheless, SACU countries could still find alter-
native ways to fast-track improvements in technology and skills development to bring about harmo-
nious export-oriented industry.

This study is not free of limitations. The study does not explore the export-led growth hypothesis
at a sectoral level. Future studies could benefit from investigating the major economic sectors.
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Appendix A:
Table Al. Results of the multiple breakpoint tests
Country Sequence Break dates Scaled F-statistic Critical value
Botswana 1 2009 61.67* 13.98
2 1991 44.96* 15.72
Lesotho 1 1977 117.63* 13.98
2 1998 33.29* 15.72
3 2009 20.13* 16.83
Namibia - - 13.37 13.98
eSwatini 1 1985 131.17* 13.98
2 2010 21.41* 15.72
South Africa 1 1977 249.99* 13.98
2 2000 25.73%* 15.72
3 1985 32.52% 16.83

Source: own computations based on data from World Development Indicators (2019). * indicates statistical significance
at 0.05 level.
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