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The role of export diversification in a country's economic growth has recently sparked much
conversation in the society. However, this has not been adequately studied Sri Lanka.
Therefore, this study aims to determine whether there is a possible relationship between export
diversification and economic growth in Sri Lanka using time series data for the period of 1995-
2019. The study uses gross domestic product (GDP) at a constant price as the dependent
variable while export diversification (Herfindahl-Hirschman index), gross capital formation,
and population are taken as explanatory variables. The study employs the unit root tests to find
the stationary properties and the Autoregressive distributed lag (ARDL) model to examine the
long-run and short-run relationships. The descriptive analysis shows that, Sri Lanka was less
capable of doing product diversification and exports of goods remained concentrated in
garments, tea, other agricultural products, and gems. The results of the Autoregressive
distributed lag model reveals that there is a long-run relationship between gross domestic
product, export diversification, gross capital formation, and population. Export diversification
and gross capital formation show a positive and significant relationship while the population
shows a positive but insignificant relationship with economic growth in the long run. Among
the variables, export diversification has the highest contribution to economic growth where 1%
increase in diversification leads to 0.59% increase in GDP. Furthermore, the short-run
relationship shows a mixed result in that all the variables become statistically significant. The
value of the estimated co-efficient (ECM) is -0.6088, indicating that the deviation from long-
term GDP path is corrected by 60.88% in the following year, implying that the adjustment is
relatively quick. The study suggests that the government should diversify its export portfolio
that includes more value-added commodities in its export basket rather than primary goods,
use sophisticated technology and establish effective trade finance to promote exports.
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