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The Impact of Import and Export to GDP Growth — The Case of Albania

Entela Velaj” and Eda Bezhani?

!Lecturer at the Economics Department, Aleksandér Moisiu University of Durrés, Albania.

2L ecturer at the Marketing Department, Aleksandér Moisiu University of Durrés, Albania.

Abstract: The purpose of this paper is to study the impact of imports, exports and the gross formation of fixed capi-
tal on the growth of GDP (gross domestic product) for Albania. The data are for the period 2000-2020 and the source
of statistical data is INSTAT. The calculation of GDP with the expenditure method is based on the equation GDP =
C + 1+ G + NX. From a theoretical point of view, if the net export volume will have a positive value, then we have
larger exports than imports. This means that it positively affects the growth of a country's GDP. All the variables
taken into consideration are annual growth with the prices of the previous year. For Albania, the volume of net ex-
ports measured in millions of ALL with the prices of the previous year for the entire period under study has negative

values. So in Albania, imports are higher than exports.
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INTRODUCTION

The estimation of the GDP with the expenditure method in-
cludes the connection between the 4 sectors of the economy:
Households, Enterprises, Government and the Foreign Sec-
tor. Since GDP measures the output of a country's entire
economy, it can also be measured by adding up all expendi-
tures made by these four sectors. The use of this method is
called the Expenditure method, which is based on the equa-
tion: GDP=C + 1+ G + NX.

From this equation we obtain the value of the nominal GDP
(at current prices), which is adjusted with the price index,
giving us the value of the real GDP (at the prices of the pre-
vious year), as the most important indicator for determining
growth in annual GDP volume.

Real growth Indicator used to compare changes in the vol-
ume of GDP and its components from one period to another.
Final consumption is one of the main components of GDP
with the expenditure method. Final consumption consists of
spending on goods and services used by individual families
or communities and are calculated as the sum of the final
consumption of families, the final consumption of public
administration and the final consumption of Non-Profit Insti-
tutions that serve families. The final consumption of house-
holds consists of the total expenditure of goods and services
by resident households to meet their individual requirements.

Final consumption of public administration and non-profit
institutions contains the value of non-commercial services
provided by public administration and by non-profit institu-
tions for the benefit of communities or groups of families.

*Address correspondence to this author at Economics Department, Alexan-
der Moisiu University of Durres, Albania. E-mail: entelavelaj@yahoo.com

This is calculated as the difference between the output of
public administration and non-profit institutions and their
value of commercial output.

Imports are products and services that citizens, the govern-
ment or any resident of a country will buy from another
country. Exports are the goods and services that you will
trade outside your country.Net export is calculated as the
difference between the export of goods and services and the
import of goods and services. The formation of gross fixed
capital consists of the investments of domestic producers and
purchases minus sales of fixed assets during a certain period.
It also includes certain additions to the value of non-
productive assets realized by productive activity or institu-
tional units. Fixed assets are tangible or intangible assets
used in production for more than one year.

LITERATURE REVIEW

If a country's imports are greater than its exports, then we
have a trade deficit. If the opposite happens, then we have a
trade surplus. For the economy of a country, the second situ-
ation is better than the first. The increase in the volume of
exports would bring a reduction in unemployment, an in-
crease in income for both individuals and companies. A
country that has a trade surplus is more independent from the
economies of other countries. The war situation in Ukraine
showed us that the economies of countries that depend on
foreign products are very sensitive to the political or eco-
nomic situation of other countries. The war caused an in-
crease in the prices of most products such as fuel, energy,
grains and many other products. Many researchers have done
different research to see the impact that imports, exports or
the gross formation of fixed capital have on the economic
growth of a country.
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(Morozumi, Veiga, 2016) conducted a study for 80 countries
for the period 1970-2010 and showed that if governments act
responsibly in relation to public spending, this has a positive
impact on economic growth.

The formation of gross fixed capital is an essential compo-
nent for promoting economic growth (ODI, 2016). Accord-
ing to the Keynesian theory, investments increase aggregate
demand (Tobin, 1965). The increase in investments is ac-
companied by the opening of new jobs, increased productivi-
ty, increased income and consumption, which in the end
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gives a direct impact on the economic growth of a country.
(Davis, 1991).

Summers and Heston (1991) studied 101 Organizations
(OECD). They found that increased investment causes long-
term economic growth.

Mogoe and Mongale (2014) studied the impact of trade on
economic growth. They studied the countries of South Afri-
ca. Their secondary data was for the period 1990 to 2013.
They found that exports have a positive impact while im-
ports have a negative impact on economic growth.

Table 1. Studies Related to the Relationship Between Exports, Imports and Economic Growth.

Authors

The Object of Study

The Results

Mohsen (2015)

Syria annual data between years 1980-2010

The cointegration test indicates that GDP is positively and
significantly related to the trade openness. The Granger cau-
sality test indicates bidirectional short-run causality relation-

ships between trade openness, and GDP.

Mogoe and Mongale (2014) 2013Q2

South Africa for a quarterly data from 1990Q1-

The study found that export has a positive effect on economic
growth and import has a negative effect

Miyan and Biplob (2019)

annual data period of 1981 to 2017 in Bangla-
desh

The study found unidirectional short run causality from export
to economic growth and from economic growth to import.

Vardari (2015)

Kosovo, country located in South Eastern
Europe, for the period of 2004-2014

The study found two ways causality between export and
GDP growth, and one way causality from import to GDP

Ucan O., Akyildiz A., and
Maimaitimansuer M. (2016)

Turkey Quarterly data between years
2006-2015.

The study found evidence of unidirectional causality running
from export to Turkish economy and no evidence of causality
between import and GDP growth in their study

Khaled R.M. Elbeydi and
Vladimir Gazda (2010)

Libya 1980 — 2007

Cointegration analysis EX => GDP

Qazi Muhammad Adnan Hye (2012)

China 1978 - 2009

Cointegration analysis GDP <=> EX,

Granger causality tests GDP <=> IM

Velnampy. T and Achchuthan. S. (2013)

The Sri Lankan data from the year 1970 to 2010

The study found that export and import have the significant
positive relationship. Export and import have the significant
impact on the economic growth

Tagavhi(2012)

Iran for the period between 1962 and 2011

The study found that in the long run, export had positive
relationship with economic growth, and import had a negative
relationship with economic growth.

Guntukula (2018)

India, monthly time series data from April 2005
to March 2017.

The study found a long run relationship between export, im-
port, and economic growth for the study period.

Kogid, M., Mulok, D., Ching, K. S., Lily,

J., Ghazali, M. F., & Loganathan, N.

In Malaysia using annual time series data from

The study found that import could indirectly contribute to
economic growth, and economic growth could directly con-

1970 to 2007
(2011) 0 tribute to import.
Thy Its of the study didn’t confi idirectional cau-
Ramos (2001) Portugal over the period 1865-1998 © resuts 0. ¢ study didn cfm ma un.l rectional cat
sality between the variables considered.
Real annual GDP growth (Y) — is dependent variable.
METHODOLOGY growth () P

The data taken into consideration are for the period 2000-
2020. The source of the data is INSTAT. All the variables
taken into consideration are annual growth with the prices of
the previous year.

Gross Formation of Fixed Capital (GFFC) - is independent
variable.

Final Consumption of the Population (FCP) —is independent
variable.
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Final Consumption of Public Administration (FCPA) — is
independent variable.

Exports of goods and services (EXPGS) - is independent
variable.

Imports of goods (IMPG) — is independent variable.
Imports of services (IMPG) —is independent variable.
The objectives of this study are:

To determine the relationship between imports and economic
growth

To determine the relationship between exports and economic
growth

To determine the relationship between Gross Formation of
Fixed Capital and economic growth

To determine the relationship between the final consumption
of the population and public administration in economic
growth

The model used in our study is the multiple linear regression
models. The purpose of the multiple regression method is to
analyze the relationship between independent variables and a
dependent variable. Dependent variables can be ordinal, con-
tinuous, or dischotomous, i.e. nominal variables with two
values. The dependent variable must be metric. The regres-
sion method checks if such a relationship exists, and if it
does, it aims to use existing information about the independ-
ent variables to improve accuracy in predicting the value of
the dependent variable.

Three types of multiple regressions are known. Standard
multiple regression is used to estimate the relationship be-
tween a set of independent variables and a dependent varia-
ble. Statistical regression (or stepwise) used to find the sub-
set of independent variables (Stepwise) that have the strong-
est relationship with the dependent variable. Hierarchical
regression used to check the relationship between a set of
independent variables and a dependent variable, when previ-
ously controlling for the effect of some independent variable
on the dependent variable.

The mathematical treatment of the multiple linear regression
problems is as follows:

We assume that the variable y depends on p "statistically
non-independent™ variables x1, x2, xp, which are called in-
dependent variables. The problem of multiple regression is
about building a model, where y is expressed as a function of
these variables in the form y= f(x1, x2... xp) + &, where €
has distribution N (0, 62).

When we build the model in the form y= 0+ Blx1 +p2
x2+...+Bpxp+e, where € has distribution N (0, ¢ 2), mathe-
matically we are dealing with the polynomial multiple re-
gression model. In the construction of this model, the follow-
ing steps are followed:

1. ESTIMATION OF MULTIPLE LINEAR REGRES-
SION PARAMETERS

Determining the choice under consideration can be done in
two ways: First, for a fixed value of the variables x1,x2,...xp,
we make several measurements and get different values of
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yi, and then, we fix another p of values of x1,x2,...xp we
measure some values of Y, taking a sample of the subpopula-
tion in question. We continue this process until we have n
observations. According to this way, only Y is seen as a ran-
dom variable. Second, we take n individuals from the popu-
lation in question and define p+1 variable we are interested
in.

Thus to build the shape model:

yi= B0+ B1xil +f2 xi2+...+Ppxip+e fori=1...n

We need to estimate B0, B1, B2, Bp which are the parameters
of this model and ele2¢€3...en, n independent variables N (0,
G 2).

To estimate the parameters B0, B1, 2, Bp we use the method
of least squares, constructing the following sum:

S@)= 2, (Vi—p0—B1xl — B2x2 —--..ppxp) 2

Thus the matrix on which the assessment is based can be
presented in matrix form

S=(y-X'B)' (y-X'B)
6S / 6B =-X(Y-XTB) + (Y-XT B)T (-xT)
XXT B =XY

The vector of regression coefficients b = (b0, bl....bp) can
be calculated by solving the normal equation (XX') B = Xy.
The values of the parameters 3 are determined by seeking the
minimization of this sum, the solution of which is b = (XX)-

1 (Xy).

2. INTERVAL ESTIMATION OF REGRESSION PA-
RAMETERS:

In addition to the point evaluation of the parameters B0, B1,
B2... Bp, the method of least squares also provides infor-
mation on the confidence intervals. Through the use of the
SPSS program, the standard errors of the coefficients are
calculated.

3. HYPOTHESIS TESTING:

For hypothesis testing for coefficients 1, B2... Bp, we can
test all coefficients B1, =p2=....pp, =0

HO: B1, = B2=....pp, =0 so the independent variables X1,
X2....Xp do not affect the evaluation of Y.

If the HO hypothesis is rejected, then the alternative hypothe-
sis will be accepted, meaning that not all parameters are 0.

In standard multiple regression, all independent variables are
simultaneously entered into the model. The estimate of R
and R2 determine the strength of the association between the
independent variables and the dependent variables. The
Fisher test is used to determine whether or not this associa-
tion determined by selection can be generalized to the entire
population.

The t-test is used to assess the individual relationship be-
tween each independent variable and the dependent variable.
Beta coefficient analysis is used to find out the relationship
between the dependent variable and the independent varia-
bles and whether or not this relationship exists.
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The standard error of the estimate is used to determine the
confidence level.

A Shapiro-Wilk test is the test to check the normality of the
data. The null hypothesis for Shapiro -Wilk test is that your
data is normal, and if the p-value of the test if less than 0.05,
then you reject the null hypothesis at 5% significance and
conclude that your data is non-normal. The variance inflation
factor (VIF) identifies correlation between independent vari-
ables and the strength of that correlation.

A value of 1 indicates that there is no correlation between
this independent variable and any others. VIFs between 1
and 5 suggest that there is a moderate correlation, but it is
not severe enough to warrant corrective measures. VIFs
greater than 5 represent critical levels of multicollinearity
where the coefficients are poorly estimated, and the p-values
are questionable.

RESEARCH RESULTS AND CONCLUSIONS

The purpose of this paper was to study the effect of imports,
exports, final consumption of the population, final consump-
tion of the public administration and gross formation of fixed
capital on the economic growth of Albania. The data were

Table 2. Result of the Multiple Regressions Model.
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secondary and their source was INSTAT. The data period in
the study is 2000-2020.

Value of R Square = 0.896 means that 89.6 % of our model
is explained by the variables used.

After testing the data, it is noticed that all the variables with
the exception of service imports have a P-value < 0.05. As
we mentioned above, the linear regression p value for each
independent variable tests the null hypothesis that the varia-
ble has no correlation with the dependent variable.

The variables used were tested for multicollinearity and the
VIF value is betweenl-5. The exception is the import of ser-
vices with VIF =5.2

To test the data for normality, we use the Shapiro-Wilk test.
P-value of the test for all variables used is > 0.05, so they are
normal.

The impact of the gross formation of fixed capital is positive
and significant. The increase by one unit of the gross for-
mation of fixed capital will bring economic growth by 0.162
units. The impact of the population's final consumption is
positive and significant. The increase by 1 unit of the popula-
tion's final consumption will bring a positive impact on the

Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .946° .896 .851 1.0219
ANOVA?
Model Sum of Squares df Mean Square F Sig.
Regression 125.723 6 20.954 20.065 <.001°
1 Residual 14.620 14 1.044
Total 140.343 20
Coefficients?
Unstandardized Coeffi- | Standardized Coeffi- 95.0% Confidence . . L
. . Collinearity Statistics
cients cients Interval for B
Model t Sig.
B Std. Error Beta Lower Upper Tolerance VIF
Bound Bound
(Constant) .848 379 2.237 .042 .035 1.662
Final ion of th
inal Consumption of the | - 3¢, 070 559 5411 | <001 | .230 533 696 1.436
Population
Final Consumption of | ) 081 334 2.737 | 016 048 395 500 1.998
Public Administration
1| Gross Formation of Fixed | ., 045 673 3633 | .003 066 257 217 4.606
Capital
Imports of goods -.135 .062 -.420 -2.187 .046 -.268 -.003 .202 4.954
Imports of services -.015 .012 -.254 -1.291 218 -.041 .010 192 5.213
Exports Ofvgi‘g;ds andser- | 4oy 033 669 4132 | 001 065 204 284 3.526
a. Dependent Variable: Real annual GDP growth
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economic growth by 0.381 units. The impact of the final
consumption of the public administration is positive and sig-
nificant. The increase by 1 unit of the final consumption of
the public administration will bring a positive impact on the
economic growth by 0.221 units. The impact of exports of
goods and services is important and significant. An increase
of 1 unit of exports of goods and services will bring a posi-
tive impact on economic growth by 0.134 units. The impact
of goods imports is negative and significant. An increase of 1
unit of goods imports will have a negative impact on eco-
nomic growth by 0.135 units.
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The impact of service imports is negative but not significant.
The results of our study are almost in line with the reviewed
literature of previous studies.

The equation of our model is:

Y = 0.848 + 0.162GFFC + 0.381FCP + 0.221FCPA +
0.134EXPGS-0.135IMPG
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APENDIX
Tests of Normality
Kolmogorov-Smirnov? Shapiro-Wilk
Statistic df Sig. Statistic df Sig.
Final Consumption of the Population 174 21 .098 .946 21 .284
Final Consumption of Public Administration 161 21 .163 919 21 .083
Gross Formation of Fixed Capital .258 21 .018 797 21 .063
Exports of goods and services .168 21 127 931 21 144
Imports of goods 141 21 .200 .920 21 .089
Imports of services .326 21 120 .518 21 .072
Real annual GDP growth 112 21 .200 951 21 .354
a. Lilliefors Significance Correction
Collinearity Diagnostics?
Variance Proportions
Condition Final Con- Final Con- Gross Exports
Model | Dimension | Eigenvalue Index (Constant) sumptionof | sumption of ma'iioorr; of | Imports Ig;p;c;:fs of goods
the Popula- Public Ad- . of goods . and ser-
tion ministration le?d vices vices
Capital
1 4.200 1.000 .01 .01 .00 .01 .01 .01 .01
2 1.667 1.587 .04 .01 12 .01 .00 .02 .00
3 .388 3.289 .16 21 .29 .06 .05 .00 .00
1 4 .306 3.702 32 .10 .00 14 .03 .02 .18
5 .230 4.275 27 57 .00 .06 .00 .00 .28
6 138 5.524 .10 .02 .56 .07 .18 .67 .01
7 071 7.681 A1 .07 .03 .66 73 .28 .53
a. Dependent Variable: Real annual GDP growth
Descriptive Statistics
N Minimum Maximum Mean Std. Deviation
Final Consumption of the Population 21 -5.410 12.780 3.58696 4.198061
Final Consumption of Public Administration 21 -9.980 9.700 1.42391 4.476290
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Gross Formation of Fixed Capital 21 -8.470 42.630 6.85391 12523784
Exports of goods and services 21 -27.860 73.100 12.55261 18.964922
Imports of goods 21 -6.400 24.120 6.61348 8.476912
Imports of services 21 -45.160 194.090 13.39130 42.065949
Real annual GDP growth 21 -3.5 8.3 3.871 2.6490
Valid N (listwise) 21
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