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5 
An earlier econometric model of India also reported interest rate 

coefficient to be significant, and with a positive sign. See Agarvala [l]. 





8 See Khan [5]. 
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11 No equation could be estimated for Sri Lanka's imports from Bangla-
desh. 
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wards. The TIC statistic is around 13 percent. Further imp-
rovements in the money demand equation may improve the fit. 
It is Interesting to note that the actual series of MPS show 
two distinct clusters (Figure 8). The TIC is around 14 per-
cent, and the predicted series track the historical data well. 
The predicted series are extremely close to the actual series 
and also come in two distinct clusters. The fit is also good 
in the sense that it predicts the turning points well. The 
two clusters indicate that imports of Pakistan from Sri Lanka 
took a distinct turn in 1972. As mentioned earlier, the bulk 
of Pakistan's tea, which until 1972 came from East Pakistan, 
was imported from Sri Lanka after 1972. As a result, a sharp 
jump is recorded in the imports of Pakistan from Sri Lanka. 
Fig. 9 depicts the actual and predicted series of imports from 
the rest of the world (MROW). The TIC is high (16 percent). 
It can be seen from the figure that simulated values capture 
every turning point in the historical data. 



CHAPTER VI 



VALIDATION OF THE MODEL: INDIA 
36 



VALIDATION OF THE MODEL: INDIA 37 

Actual 
Predicted-----



VALIDATION OF THE MODEL: INDIA 
38 



VALIDATION OF THE MODEL: INDIA 39 

Actual 
Predicted 





VALIDATION OF THE MODEL : BANGLADESH 

Actual ____ 
Predicted 



42 

VALIDATION OF THE MODEL: BANGLADESH 

Actual 
Predicted 

42 



VALIDATION OF THE MODEL: BANGLADESH 

Actual 

Predicted --

43 



CHAPTER VIII 

VALIDATION OP SRI LANKAN MODEL 

Figures 25 to 33 depict the actual and predicted series 
of all the endogenous variables of the Sri Lankan model -
GNP, total and public consumption, inflation, investment, 
money demand, imports of Sri Lanka from Pakistan (MSP), India 
(MSI) and the rest of the world (MROW), and total imports. 
With the exception of those relating to foreign trade vari-
ables, the actual and predicted series of all the endogenous 
variables are extremely close to each other; the RMSEand TIC 
for these variables lie below 10 percent. Furthermore, the 
predicted series duplicate the actual series with a high 
degree of precision. All the turning points have also been 
captured very well. 

As regards the trade equations, some of the simulated 
series overpredict in some years while they underpredict in 
other years. The equations estimated for trade in Sri Lanka 
do not perform well; except for MSP, the two equations (MSI 
and MROW) do not perform well. However, the TIC values for 
these variables lie between 20 percent and 30 percent. Fur-
ther improvements are required in the trade equations for Sri 
Lanka. (The actual and simulated series for all the endoge-
nous variables are reported in Appendix. 4.) 
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Table 4 
Import Elasticities for India 
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It is clear that a one-percent rise in the GNP of Bangla-
desh has tended to increase her imports from Pakistan by 1.18 
percent and those from the rest of the world by 2.27 percent. 
It may be recalled that this simply reflects the fact that 
during the period from 1959-60 to 1969-70, i.e. before the 
separation of East Pakistan, the economies of Pakistan and 
Bangladesh were complementary. 

Sri Lanka 

The values of elasticities of Sri Lanka's demand for im-
ports from Pakistan, India and the rest of the world, with res-
pect to Sri Lanka's GNP, are reported in Table 6. 

Table 6 
Import Elasticities for Sri Lanka 

Note: The elasticities reported here are taken from equations 
(28), (29) and (30) in Panel VI. 

An increase in the national income of Sri Lanka increases 
imports from Pakistan and India. The results reported in 
Table 6 show that a one-percent increase in the GNP of Sri 
Lanka has caused her imports from Pakistan and India to rise 
by 2.21 percent and 1.48 percent respectively. 



CHAPTER X 

CONCLUDING OBSERVATIONS 

The 'facts' noted so far should make it clear that if 
historical -trends are not.reversed by conscious policy. 

(i) Pakistan and India will, turn to extra-regional 
sources to satisfy, their demand for imports as 
their GNP rises with the passage of time; 

(ii) Sri Lanka will turn more to regional sources for 
her imports, and the imports of the rest of the 
region from her will decline; and 

(iii) while, in proportional terms, Bangladesh may not 
turn her 'back' on the regional imports as much 
as Indian and Pakistan will, the share of her im-
ports from extra-regional sources will rise as 
GNP grows. 

These trends arc by no means good pace-setters for 
greater regional trade cooperation. It should be obvious 
that a different development strategy is required which is 
consistent with the need for greater regional collaboration. 
The need for corrective action is obvious. However, the 
main question is: what kind of corrective action is called 
for? It is obvious that efforts to expand trade by signing 
bilateral trade agreements are, at best, of limited value. 
In the long run, the expansion of regional trade can only 
come about through a 'harmonization' of development strate 
gies pursued by the countries of the region. As pointed out 
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in this report, the elasticities of Indian and Pakistani de-
mand for regional imports are negative, mainly because of the 
highly autarkic pattern of development followed by these 
countries. If the objective of the government policy is to 
promote trade between India and Pakistan, the historical 
trends will have to be reversed. New policy measures will 
have to be evolved to promote trade between India and Pakis-
tan. More specifically, a redirection of imports from extra-
regional sources to regional sources with respect to traded 
goods is recommended. 

In the case of Sri Lanka, it will be essential for her 
to diversify her exports and decrease concentration on the 
exports of tea alone. Bangladesh will also have to make more 
strenuous efforts to stick to regional sources for satisfy-
ing her import needs in the future. 
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