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Abstract

International trade is an integral part of the growth of a state and globalization has made it easier for states in the
United States to do business with nations outside their main spheres of influence. This study analyzes the
relationship and impact of international trade on economic development in New Hampshire. Since states can easily
buy from or sell products to another country, the trade has contributed to the economic growth of New Hampshire.
In this study, a regression analysis was employed to evaluate data from the United States Census Bureau and other
agencies from 2010 to 2019. Results show that these trade factors have a positive correlation on New Hampshire’s
economic development. The understanding of the behavior of these factors can provide useful information to New
Hampshire government and policy makers as they seek to improve export promotion, encourage domestic
investment and attract new investors to the state.
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1.0 Introduction

Policymakers across the globe have observed international trade as one of the key factors of national economic
development. According to Masumova (2019), international trade has become one of the main drivers of economic
growth since the 1980s. This assertion is a feature of international trade across the globe. Most recently,
international trade has become vital in the development strategy for economic growth, employment generation and
poverty alleviation in any given economy (Subesingh, 2019). International trade comprises of import and export
movement of goods and services, that is, the inflow and outflow of foreign exchange between a country and another.
According to Wasserman & Haltman, “International trade consists of transaction between residents of different
countries”. The Office of the U.S. Trade Representative (USTR) in 2018 recorded that New Hampshire was the
39" largest state exporter of goods. The state exported a record $5.8 billion goods to the world in 2019 and
supported an estimated 19,000 jobs in 2016 (latest year available). Currently, they export a variety of their products
to over 180 countries around the world. When the nation suffered recession in 2008, New Hampshire weathered it
far better than some of their neighbors largely because businesses in the state sought out overseas markets to
diversify their customer base, gain more orders and keep their employees working (Rose, 2014).

Over the years, it has been underscored in literature that economists have produced empirical evidence to
confirm that international trade and economic growth are positively and significantly related. In addition, there
have been many statistical studies to show the relationship between international trade and growth, with results
that are predominantly positive and statistically significant (see Bernard & Jensen, 1999; Wacziarg, 2001; Lewer
& Van den Berg, 2003; Irandoust, 2017). However, despite numerous literatures in international trade and growth
in the economy of different countries, little has been researched on how trade and exports have impacted the
economic growth of New Hampshire. To date, there is limited detailed empirical research on the impact of
international trade on New Hampshire’s economic development (at the state level). To fill this gap, this study seeks
to conduct a search of relevant literatures and review of data from verifiable agencies to inform the public on the
current relationship between international trade and economic development in New Hampshire. The study employs
a regression analysis to measure how international trade impacts economic development in New Hampshire in
terms of exports, imports and exchange rates. Secondary data for this study was obtained from the United States
Census Bureau, United States Department of Commerce, Bureau of Economic Analysis (BEA) and Organization
for Economic Co-operation and Development (OECD). The time period of study is from 2000-2019. This study
seeks to analyze the relationship between international trade and Real Gross Domestic Product (RGDP) in New
Hampshire and to assess the growth of international trade in the state in terms of exports and imports. As part of
the significance of this current research, it is believed that this paper will help to inform the New Hampshire office
of International Commerce, local and state governmental officials on the needed modifications to trade factors and
interventions for international businesses. The study should form a basis to attract more foreign investors to New
Hampshire and to support the expansion of businesses in the state by creating jobs, hiring more workers at home,
and exporting more goods and services.

In the next section, we present a review of literature, the research methodology employed in this study,
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followed by the main findings and a discussion of results. In the final section, the concluding remarks of the study
as well as the recommendations are discussed.

2.0 Literature Review

International trade has increased over the last hundred years, impacting the economies of many countries (James,
2014). This trade plays a critical role in determining economic growth which is represented by Gross Domestic
Product (GDP) and productivity levels. International trade has become a major driver of growth in literature on
economic growth and world economies are becoming more and more dependent on it (Stancheva-Gigov, 2014).
The mercantilist doctrine attributed great importance to foreign trade, that is, the international exchange process
of capital accumulation, a notable requirement for economic growth (Tapsin, 2016). Export services form an
increasingly essential engine for international trade (Workman, 2019). This export involves the production of
goods in a home country and the purchase by a foreign country (Mohan, 2005). An increase in import of raw
materials, employment and production are also influenced through international trade. International trade contains
efficiency and welfare achievement to all countries (Helpman,1987). This is made possible by advanced
technology and improved methods of response to the changing demands of customers (Frankel & Rose, 1998).
Similarly, the exchange of knowledge, techniques and modern technology is made possible through international
trade; it helps industries and businesses to increase their efficiency and productivity (Chen & Gupta, 2006). The
increase in competition has been a driver for firms to be innovative. The innovative changes especially in
technologies, have led to the growth of international trade (Daumal, 2010).

There are diverse benefits of international trade to a state. First, international trade expands varieties of new
products. Romer (1990) highlighted that growth in knowledge rests on the introduction of greater variety of goods
and international trade plays a positive role in this connection. Rivera-Batiz & Romer (1991) claimed that
international trade in capital goods raises the market size for new product varieties. Grossman & Helpman (1991b,
1991c)) argued that trade openness proves beneficial for the introduction of new varieties because it provides
access to a wider base of technical knowledge that reduces the cost of innovation. Similarly, the innovation-based
growth model of Aghion & Howitt (1992) argued that international trade provides opportunities for innovation
and consequently leads to technological improvements. Second, international trade provides access to foreign
intermediate inputs. Romer (1990) argued that international trade enables countries to import intermediate inputs
from abroad that are not invented domestically; this can help to foster productivity in manufacturing sector. Third,
international trade facilitates the diffusion of international knowledge. Coe & Helpman (1995) proposed that
international trade in intermediate goods is the main channel of international knowledge spillovers. They supported
the idea that knowledge diffused through trade seemed to raise domestic productivity and affect the economic
growth of nations.

International trade, as a major factor of openness, has made an increasingly significant impact to economic
growth, hence states can generate revenue through foreign trade activities (Sun & Heshmati, 2010). Several studies
address the impact of international trade on economic growth of a country and state. Kehinde et al. (2012)
investigated the impact of foreign trade on economic growth using a rank correlation analysis among advanced
nations. The findings of the study showed a positive relationship between international trade and economic growth.
Zahoor et al. (2012) studied the relationship between international trade and economic growth using the ordinary
least squares (OLS) technique and concluded that international trade is linked to the economic growth of a country.
The study by Azeez et al. (2014) showed that international trade has a significant and positive impact on economic
growth through imports, exports and openness on the economy.

Exchange rate has an impact on international trade. Abrams (1980) explained that the world trade has grown
rapidly since the breakdown of the Bretton Woods system of fixed exchange rates in early 1973. If the domestic
currency depreciates, it enhances export of the nation. Decline in the exchange rate of the domestic country will
bring high foreign transactions into the country or state (Kandil et al., 2007). In the study by Bernard and Jensen
(2004), they analyzed the sources of manufacturing export booms in the United States between 1987 and 1992.
They found that changes in exchange rates were an important determinant of export increases. Arslan and van
Wijnbergen (1993) studied the export boom of Turkey in the 1980s and assessed the relative contribution of
different factors, such as export subsidies, import growth in the Middle East and exchange rate depreciation. They
proposed that the steady real depreciation of the Turkish Lira played an important role in the surge in exports.
Haddad and Pancaro (2010) provided further evidence of the links between real exchange rate and export
expansion when their study revealed a positive association between the two variables.

In this study, the economic growth of New Hampshire is proxied by Real Gross Domestic Product (RGDP)
while Export, Import and Exchange rate represent international trade. RGDP is one of the statistical indicators for
the economic growth of a country or state, it is the economic output of a state without inflation. The RGDP of New
Hampshire grew from $66.44 billion in 2010 to $77.87 billion in 2019. In the same period, export value for the
state rose from $4.37billion to $5.83billion while the import grew from $8.95billion to $10.52billion. There has
been a consistent growth on all three variables — RGDP, exports and imports from 2010 through 2019, but this
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study considers the variation of import, export and exchange rate on the real GDP of the New Hampshire during
these years.

3.0 Methodology of the Study

Research Design

Using the causal research design described by Ahamad & Das (2018) as a cause-effect relationship, this study
considers the effect of changes of one variable on another variable. The causal research design helps to assess the
impact of international trade on the economic development as well as the impact of changes on existing norms.
The research examines the variations in the dependent variable from the independent variables. The dependent
variable is Real Gross Domestic Product (economic growth) while the independent variables are Export, Import
and Real Effective Exchange.

Sources of Data

Measure data for analysis were from the United States Census Bureau, Bureau for Economic Analysis (BEA),
United States Department of Commerce, Organization for Economic Co-operation and Development (OECD) and
other trade agencies from year 2010 to 2019.

Model Specification

Statistical analyses were performed using a multiple regression model. This regression analysis enables the
prediction of one variable based on several other variables.

The multiple regression model is RGDP, = f(EXR, IMPR, REER), where RGDP = Real Gross Domestic Product
(Dependent variable), EXR = Export for New Hampshire, IMPR = Import for New Hampshire and REER = Real
Effective Exchange Rate (Independent variables). The model was evaluated at a significance level of 0.10
considering the key factors of the hypothesis testing and prior studies.

RGDP; = By + BLEXR + B,IMPR; + f3; REER; + e;

Ho: International trade factors (Export, Import and Real Effective Exchange Rate) have no impact on Real Gross
Domestic Product.

H;: International trade factors (Export, Import and Real Effective Exchange Rate) have an impact on Real Gross
Domestic Product.

4.0 Results and Findings
Table 1: Output of the regression analysis

Model: RGDP, = f(EXR, IMPR, REER)

Dependent Variable: RGDP

Variable Coefficient Std. Error t-statistic ~ Prob.
IMPR 0.604 0.216 1.981 0.095
EXR 1.583 0.308 2.323 0.059
REER 25.864 0.772 5.573 0.001
R-squared 0.940

Adjusted R-squared 0.910

Overall significance 0.000

Source of data: U.S. Census Bureau and Organization for Economic Cooperation and Development (OECD)

Table 1 shows the output from the regression model where Real Gross Domestic Product (RGDP) is the
dependent variable. All three independent variables — Import, Export and Real effective exchange rate have a
positive correlation with RGDP and were statistically significant at p<0.10. An increase in any of these variables
will lead to an increase in RGDP. Also, the predicting power of the model reveals that the three independent
variables used in the study can explain the variation in RGDP up to 94%. For this model, we reject the null
hypothesis since import, export and real effective exchange rate have significant impact on RGDP.

This result is consistent with previous studies that have assessed the impact of these trade determinants on
economic growth. Early studies from Michaely (1977) and Balassa (1978) found that trade export volume was
positively correlated with a country’s economic growth. The neo-classical and classical economists argued that
international trade is important in the development process of any country; it is an answer to growth. Afolabi et al.
(2017) attributed the development of the world’s economy to international trade and globalization, while Shihab
et al. (2014) points out that the potential increase of market size and profit turnover from international trade has
resulted in the growth of local industries and creation of employment opportunities for state residents. Lewer and
Van de Berg (2003) concluded in their study that for every percentage point increase in the growth of international
trade, the rate of economic growth defined by real GDP or per capita GDP rises. Nicit (2013) explained that the
exchange rate plays an important role in a country's trade and economic performance.
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Kramer (2020) stated that both imports and exports experience growth in a healthy economy. A growing
export rate indicates high level of output from the state’s industries and a steady number of people employed to
keep these industries in operation. Through exporting activities, there will be a higher demand for goods and
services, thus an increase in production levels. This high level of production means there is flow of funds into the
state, which in turn stimulates consumer spending and economic growth. Similarly, importing goods and services
from abroad is said to improve the efficiency and productivity from domestic companies. A high level of import
signifies a robust domestic demand and a growing economy (Surbhi, 2018).

Considering data from the United States Department of Commerce, there has been a relatively steady growth
in both exports and imports for New Hampshire from the year 2010 through the year 2019 (See figure 1). The
import value for New Hampshire has exceeded its exports value (trade deficit) in the last decade, yet the trade
deficit has not impeded the state from being one of the productive economies in the U.S. (United States Census
Bureau, 2020). Adam Smith wrote in the Wealth of Nations that a country does not become wealthy by promoting

exports and discouraging imports, but through productivity.
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Figure 1: International trade for New Hampshire from 2000-2019
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Source of Data: U.S Census Bureau, 2020
There is a consistent growth in Real GDP for New Hampshire (see Figure 2). Per the outcome from the
analysis of this study and the steady growth of the Real GDP in figure 2, one can deduce that export and import
contribute greatly to economic growth in New Hampshire. The growth in exports and imports indicate a sustainable
foreign trade and economic strength for the state.
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Figure 2: Real GDP for New Hampshire from 2010 to 2019

o
o
~
(o]
~
[aa] ~
o
o
3
o
o ~
o~
@ b
< ~
o o0
) R
(%] wn
5 = -
= o 3
o om 2 3
7y @ 2 3
| @ 2 =
=) g > ©
] < g
g & |
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

YEAR

Source of Data: U.S Bureau of Economic Analysis (BEA), 2020

5.0 Conclusion

International trade has contributed significantly to the economic growth of New Hampshire. The growth in import
and export of the state in the last decade, and a relatively stable exchange rate indicate a sustainable foreign trade
and economic strength for the state. This study proposes that no state can sustain itself with its local products or
trade; imports and exports are necessary for their functioning and growth. Exports and imports are economically
beneficial. Exports generate huge employment opportunities while imports improve the standard of living of
people in the state, especially for individual consumers. Consumers can make choices and manage their limited
household budgets with products cheaply manufactured overseas than their locally produced equivalents.

Giving a better business and regulatory environment for foreign trade in New Hampshire will keep the
economy of the state more open and more dynamic. Elements such as government support, infrastructure, quality
of workforce, quality of life, supply chain considerations and such will attract foreign trade to the state. The foreign
trade will keep inefficient monopolies in check and make the economy more competitive, thus foreign trade will
expand businesses, increase employment and contribute to economic growth in the state. Policies must rely on
analysis of the components of international trade in the state for continual growth in Real GDP. Government should
encourage the production of more exportable commodities by the lowering of export tariffs and the giving of tax
incentives and subsidies to producers when necessary. Imports reduce costs and introduces new and high-quality
products to the market, therefore it should not be discounted. Exchange rate should also be stabilized towards their
equilibrium level.

Though international trade contributes to economic growth and global efficiency, it may dislocation to local
firms that face difficult adjustment because of the presence of foreign producers. Therefore, future studies should
consider the impact of international trade on local firms and industries in New Hampshire. The study will allow
the government and lawmakers to make the right trade reform policies for the state’s economy.
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