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The value added of manufacturing activities has positive effects and side effects
on the national economy. Improving productivity, increasing the complexity of
economy and strengthening capital accumulation are among these
consequences. Therefore, in some studies, the role of manufacturing has been
interpreted as a growth engine. In addition, improving the economic conditions
and per capita incomes usually increase the share of household expenditures in
high-tech industrial products. This will increase the demand for factory products
and possibly increase the activity of manufactures. The main purpose of this
study is to investigate the relationship between the value added induced by the
activity of manufacturing industries and economic growth among different
countries using PVAR model. The limitation of having a consistent set of data has
reduced the number of sample countries to 21. The data belongs to the years
1990-2020. The average share of manufacturing in the total production of the
selected countries is 15% and the average economic growth in these countries is
about 2%. The result of the study, the stability of which has also been confirmed,
does not rule out the existence of a simultaneous and reciprocal relationship
between the two main variables of the research. In case of a positive 10% shock
in the value added of manufacturing, the economic growth of the selected
countries of this study will increase by 1% after 7 years and in case of a positive
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10% shock in the economic growth, the activity of manufacturing will increase by
about 0.5% after 7 years. In other words, the effect of manufacturing on the
economic growth is greater than the effect of the economic growth on factory
activity.
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Extended Abstract

1. Introduction

In the national economy, the added value
derived from the production of
manufactures has advantages over other
sectors. The labor force active in the
manufactures generally has higher skills,
knowledge, and overall human capital.
Productivity in manufactures is higher
than other sectors, such as agriculture and
services. Manufactures are also able to
enhance the complexity of the economy.
The expansion of the manufactures leads
to the improvement ofsocial skills,
structural transformation of various
sectors of production, raising the level of
technology, and moving the market
towards efficiency. The complexity of the
needs of the manufactures improves the
quality of banking, insurance and logistics
services in the country. Thus, the growth
of the manufacturing sector leads to the
growth of other sectors, which ultimately
leads to economic growth. There is also
evidence that the manufacturing industry
is gaining a greater share of the benefits of
economic growth than other sectors.

2. Objective

The main hypothesis of this research
which is going to be tested implies that
there is a correlation between the added
value of manufacturing industries and
economic growth in different economies.
The results of this study can be important
for economies that are in dire need of job
creation and economic growth because it
introduces manufactures as a good
destination for investment and direction
of fiscal and monetary policies. The main
advantage of this paper compared to
previous studies is the simultaneous study
of the relationship between the
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manufactures and economic growth,
which is made possible by the new PVAR
model.

3. Data/Methodology

The two main variables of this research are
the value added of Manufacturing
industries (Manu) and Gross Domestic
Product (GDP), while the control variables
include Labor (LAB) and Capital (CAP). The
maximum number of data available for the
research belonged to 62 countries;
however, the lack of consecutive data for
most countries has caused the number of
countries selected to reduce to 21. In other
words, the limited information on the
value added of the manufacturing industry
has led to the selection of 21 countries
without any specific categorization. The
purpose of this study is to investigate the
relationship between the activity of
manufactures and economic growth. To
investigate such a relationship, a set of
VAR patterns is used. to test the
autocorrelation of the panel data and the
consistency of the least square estimator,
we used GMM estimator.

4. Results/Findings

In a pattern where the economic growth is
dependent on variables, the interruption
of the economic growth, the added value
of manufacturing industries, and the
capital have a positive effect on the
economic growth. However, labor
disruption has a negative effect on the
economic growth. In the model,
indigenous variables are Manu and Gro. As
a result, the relationship between the
economic growth and manufactures is
positive. Although this result confirms the
simultaneous effect of the two variables, it
cannot determine their effect on each
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other only relying on PVAR regression
coefficients. This is because the dynamic
result of the effect of the coefficients
determines the direction of the
relationship with their intervals, and this
effect is amplified or weakened as a result
of any specific shock over time. To observe
the effect of the dynamics of the variables,
we applied impulse-response method. The
result of the study, the stability of which
has also been confirmed, does not rule out
the existence of a simultaneous and
reciprocal relationship between the two
main variables of the research. In case of a
positive 10% shock in the value added of
manufacturing, the economic growth of
the selected countries of this study will
increase by 1% after 7 years, and in case of
a positive 10% shock in economic growth,
the activity of manufacturing will increase
by about 0.5% after 7 years. In other
words, the effect of manufacturing on the
economic growth is greater than the effect
of the economic growth on the factory
activity.
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5. Implications

The results of this study identify
manufactures as places to attain
development goals. Therefore, blocking
the construction, equipping the factories,
and directing fiscal and monetary policies
towards manufactures can improve the
economic growth, which will be
intensified through the interaction.
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