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The impact of exchange rate fluctuations on the
trade balance of emerging economies and advanced
economies in the period 1995-2022

Abstract

This study aims to analyze the impact of exchange rate
fluctuations on the trade balance in advanced economies (a case
study ofthe United Kingdom) and emerging economies (a case
study of India), usingannual datafrom 1995to0 2022. The study
adopted a statistical analysis approach using the EViews
software to evaluate the regression relationship between
variablesand measure the impact of independent variables on
dependentvariables. This was to assess the impact of exchange
rate fluctuations on the trade balance in India and the United
Kingdom during the period 1995-2022. The study results
Indicate that exchange rate fluctuations have a statistically
significant positive impact on the trade balance in India as an
emerging economy and the United Kingdom as an advanced
economy. This resultaligns with economic logic, where there is
an inverse relationship between the exchangerateand the trade
balance. An increase in the exchange rate implies a decrease in
the value of the domestic currency andarelative increase in the
value of foreign currency, leading to a decrease in the relative
prices of exports and an increase in the relative prices of
imports, thereby improving the trade balance. The
determination coefficient (R2) value for the India model
suggests thatapproximately 43% ofthe variations in the Indian
trade balance during that period can attributed to changes in the
Indian rupee exchange rate, while the remaining variations are
due to other factors unrelated to the Indian trade balance.
Similarly, the determination coefficient (R2) for the United
Kingdom model indicates that around 20% of the variations in
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the UK trade balance during that period are attributable to
changes in the pound sterling exchange rate, with the remaining
variations stemming from other factors unrelated to the UK
trade balance. This confirms thatemerging economies are more
affected by exchange rate fluctuations on their trade balances
compared to advanced economies during the study period.
Keywords: Exchange rate, trade balance, advanced
economies, emerging economies, United Kingdom, India.
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Null Hypothesis: D(ERI,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickev-Fuller test statistic -9.450371 0.0000
Test critical values: 1% level -4.374307
5% level -3.603202
10% level -3.238054

Null Hypothesis: D(EXI,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickey-Fuller test statistic -5.705438 0.0006
Test critical values: 1% level -4.394309
5% level -3.612199
10% level -3.243079

Null Hypothesis: D(IMI,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickev-Fuller test statistic -6.814026 0.0000
Test critical values: 1% level -4.374307
5% level -3.603202
10% level -3.238054

Null Hypothesis: D(TBI,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Auamented Dickev-Fuller test statistic -5.566025 0.0011
Test critical values: 1% level -4.467895
5% level -3.644963
10% level -3.261452
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Null Hypothesis: D(ERU,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickev-Fuller test statistic -9.125973 0.0000
Test critical values: 1% level -4.374307
5% level -3.603202
10% level -3.238054

Null Hypothesis: D(EXU,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickey-Fuller test statistic -6.253701 0.0002
Test critical values: 1% level -4.394309
5% level -3.612199
10% level -3.243079

Null Hypothesis: D(IMU,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*

Auamented Dickey-Fuller test statistic -6.673704 0.0001
Test critical values: 1% level -4.394309
5% level -3.612199
10% level -3.243079

Null Hypothesis: D(TBU,2) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 3 (Automatic - based on SIC, maxlag=6)

t-Statistic Prob.*
Auamented Dickey-Fuller test statistic -6.634712 0.0001
Test critical values: 1% level -4.440739
5% level -3.632896
10% level -3.254671
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Dependent Variable: EXI

Method: Least Squares

Date: 12/27/23 Time: 10:50

Sample (adjusted): 3 28

Included observations: 26 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

ERI 1.709994 0.746419 2.290930 0.0310

C 2.981816 7.512356 0.396922 0.6949

R-squared 0.179441 Mean dependent var 3.092308

Adjusted R-squared 0.145251 S.D. dependent var 41.43188

S.E. of regression 38.30486 Akaike info criterion 10.20283

Sum squared resid 35214.30 Schwarz criterion 10.29961

Log likelihood -130.6368 Hannan-Quinn criter. 10.23070

F-statistic 5.248360 Durbin-Watson stat 2.800919
Prob(F-statistic) 0.031049
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Dependent Variable: IMI
Method: Least Squares
Date: 12/27/23 Time: 10:57
Sample (adjusted): 3 28
Included observations: 26 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

ERI -0.560126 0.686789 -0.815571 0.4228

C 5.743885 6.912212 0.830976 0.4142

R-squared 0.026967 Mean dependent var 5.707692

Adjusted R-squared -0.013576 S.D. dependent var 35.00795

S.E. of regression 35.24478  Akaike info criterion 10.03632

Sum sqguared resid 29812.66 Schwarz criterion 10.13309

Log likelihood -128.4721 Hannan-Quinn criter. 10.06418

F-statistic 0.665156 Durbin-Watson stat 2.587639
Prob(F-statistic) 0.422766
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Dependent Variable: TBI
Method: Least Squares
Date: 12/27/23 Time: 11:00
Sample (adjusted): 3 28
Included observations: 26 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

ERI 2.264777 0.529867 4.274234 0.0003

C -2.765570 5.332866 -0.518590 0.6088

R-squared 0.432209 Mean dependent var -2.619231

Adjusted R-squared 0.408551 S.D. dependent var 35.35735

S.E. of regression 27.19183 Akaike info criterion 9.517513

Sum squared resid 17745.49 Schwarz criterion 9.614290

Log likelihood -121.7277 Hannan-Quinn criter. 9.545382

F-statistic 18.26907 Durbin-Watson stat 2.494369
Prob(F-statistic) 0.000263
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Dependent Variable: EXU
Method: Least Squares
Date: 12/27/23 Time: 11:02

Sample (adjusted): 3 28
Included observations: 26 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

ERU -751.7594 143.2321  -5.248538 0.0000

C 4.808583 14.41930 0.333482 0.7417

R-squared 0.534407 Mean dependent var 2.784615

Adjusted R-squared 0.515007 S.D. dependent var 105.5377

S.E. of regression 73.49799  Akaike info criterion 11.50620

Sum squared resid 129646.9 Schwarz criterion 11.60297

Log likelihood -147.5806 Hannan-Quinn criter. 11.53406

F-statistic 27.54715 Durbin-Watson stat 2.483146
Prob(F-statistic) 0.000022
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Dependent Variable: IMU

Method: Least Squares

Date: 12/27/23 Time: 11:03

Sample (adjusted): 3 28

Included observations: 26 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

ERU -918.9343 170.6138 -5.386048 0.0000

C 7.974054 17.17583 0.464260 0.6466

R-squared 0.547251 Mean dependent var 5.500000

Adjusted R-squared 0.528387 S.D. dependent var 127.4841

S.E. of regression 87.54859 Akaike info criterion 11.85607

Sum squared resid 183954.1 Schwarz criterion 11.95285

Log likelihood -152.1289 Hannan-Quinn criter. 11.88394

F-statistic 29.00952 Durbin-Watson stat 1.983250
Prob(F-statistic) 0.000016
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Dependent Variable: TBU
Method: Least Squares
Date: 12/27/23 Time: 11:07
Sample (adjusted): 3 28
Included observations: 26 after adjustments
Variable Coefficient Std. Error t-Statistic Prob.
ERU 168.4296 66.96896 2.515040 0.0190
C -3.045772 6.741821 -0.451773 0.6555

R-sqguared 0.208585 Mean dependent var -2.592308
Adjusted R-squared 0.175609 S.D. dependent var 37.84792
S.E. of regression 34.36438 Akaike info criterion 9.985722
Sum squared resid 28341.86 Schwarz criterion 10.08250
Log likelihood -127.8144 Hannan-Quinn criter. 10.01359
F-statistic 6.325426 Durbin-Watson stat 2.395555
Prob(F-statistic) 0.019006
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