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ABSTRACT

The developing countries have adopted diverse policies since the 1970-s until date in order to improve upon the performance of their economies. The current paper attempts to model the performance of one such country, Sri Lanka, which followed and inward-looking policy from 1958 to 1976 and an outward-looking policy after that, in response to its heavy import-dependence and government-failure. From the mid-1970-s, the country has increasingly relied on a three-pronged policy package consisting of Trade Policy, Investment Policy and a supportive Macroeconomic Policy in order to realize rapid and sustainable growth. This paper attempts to analyze the impacts of such policies on the economy by integrating the ideas of Leontief, Keynes and Klein, which would provide a more suitable theoretical framework for analyzing a developing economy like Sri Lanka. 
The Input-Output component of this model captures the detailed production structure of the various sectors of the economy. The Econometric Model serves the purpose of modeling the   aggregative expenditure components on the demand side as also the GDP using these components. The estimated model was solved for GDP in terms of the purely exogenous and predetermined (lagged) variables. Simulation in historical time reveals that the government can play an important role in the economic arena not just as a facilitator but in a more direct manner, as borne out by the impact of changes in Bank Credit to the government and private sectors on the GDP of the country. A higher time-path of GDP is achieved through changes in these two variables alone. In addition, a very modest but steady increase in Foreign Assets acts as a highly effective stimulator for investment in the economy. Investment expenditure being the fountainhead for economic growth, these policies lead to a higher projected GDP for almost all the years between 1976 and 2000. 
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INTRODUCTION

The small island economy of Sri Lanka is a well-known outlier among developing economies. Its human and social indicators such as Average Life Expectancy, Adult Literacy rates, Infant Mortality Rates and similar indices of development compare favorably with those of the fastest growing and most prosperous nations. However, Sri Lanka’s per capita income during the year 2000 has been no more than USD 860, reflecting low productivity of capital and labor (World Bank, 2001). For quite some time, the country’s internal political unrest and its economic performance have had negative feedbacks on each other. Economic growth, sustained employment generation, reasonable price stability, balance in the external sector, and reduction in income inequality have not been adequate to propel the economy into the league of Developed Nations. As such, the search for a proper theoretical framework to analyze the working of this economy is warranted.
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	SRI LANKA
	72.3
	91.9
	3180
	.80
	.82
	.58
	.730
	99

	USA
	76.9
	99.0
	34230
	.86
	.87
	.97
	.937
	 7

	NORWAY
	78.7
	99.0
	29620
	.90
	.99
	.95
	.944
	 1

	JAPAN
	81.3
	99.0
	25130
	.94
	.94
	.92
	.932
	 9


SALIENT GROWTH-FEATURES OF THE ECONOMY

Let us look at the overall growth performance of this economy during the period 1975-2001. The average annual cumulative growth rate during this period is 4.91%. Economic theory teaches that saving creates capacity for growth. OLS Regression of the growth rate on the national saving rate shows that variations in the growth rate are not explained by variations in the national saving rate.
	GROWTH RATE 
	
	

	OF GDP
	Regression Output:
	

	Constant
	
	
	0.03

	Std Err of Y Est
	
	0.01

	R Squared
	
	
	5.18%

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	              NATIONAL SAVING RATE

	X Coefficient(s)
	0.13
	

	Std Err of Coef.
	0.12
	

	T-RATIO
	
	1.10
	


This seems to indicate that on the whole, the economy has not used its existing resources adequately during the period 1975-2001. This could be one of the major reasons for the observed growth pattern of the economy. An economy grows by utilizing its capacity as also by expanding it. With these preliminary conjectures, we may take a look at the policy orientation of the economy before turning to the proposed framework of analysis.
ECONOMIC POLICY ORIENTATION OF SRI LANKA SINCE 1948

In our study of the Sri Lankan Economy, we aim at understanding how this small island economy actually operates. Specifically, we want to identify the major driving forces in the country’s economic framework. To obtain a clear picture of the economy we start by discussing the evolution of economic policy in the country since its independence in 1948.For   almost a decade after political independence, Sri Lanka carried on the legacy of Liberal Trade Regime, which it inherited from its colonial rulers. After that, on account of growing BOP problems, there was a shift in the policy-stance and a move towards protectionist and Import-Substituting–Industrialization (ISI) policies that continued till the middle of the 1970’s.  The ISI policy was again replaced by Economic Liberalization policies from 1977 onwards. 

Therefore for all practical purposes we may say that initially the country had an inward-looking policy orientation from 1958 to 1976 and consequently it was abandoned in favor of an outward-looking alternative since 1977. From then onwards, liberalization has been the unified economic slogan across all political parties in the country except for a brief period of radical left-wing uprising in the early 1980-s. In spite of the leftist upsurge the democratically elected ruling parties and the dominant opposition concurred on the superiority of the economic liberalization policy that was actively pursued and reinforced from time to time. We feel that the official reason justifying the change in the policy orientation since the mid-1970’s is crucial to the understanding of the nature of the Sri Lankan Economy. 

It has been observed that most developing countries opting for ISI policies have experienced some positive results in terms of economic growth during the initial phase of ISI. When ISI policies start getting implemented for the first time in an economy, usually there are some easy options to select from. Certain industries like textiles, footwear, food-processing and other light-labor intensive activities are such that ISI helps in meeting the domestic demand in these areas. It is only after these options are exhausted and the country picks upon newer areas that the inefficiencies associated with ISI policies come out in the open and the economic inefficiency becomes glaring. 

In Sri Lanka however, even these initial favorable elements were limited due to strong BOP constraints. The nature of the economy has been such that it always had to export in order to obtain resources for industrialization. In addition the ISI policy resulted in heavy import-dependence on raw-materials as also capital goods stepping up the pressure on the BOP. Typical to the nature of operations in state-owned-enterprises, there was widespread economic inefficiency. Since limited foreign exchange was allocated with a bias toward these ISI-directed enterprises, there was a cascading effect and the inefficiency spilled over to the rest of the economy as well (Athukorala, 2000).  

To our understanding, the discussion so far highlights two contributory factors in the historical evolution of the country’s economic policy. These are 

· HEAVY IMPORT DEPENDENCE, and

· GOVERNMENT FAILURE BASED ON THE LOGIC OF POLITICAL MARKETS.

As an inevitable consequence, there was a sweeping change in economic policy form 1977 onwards. The first round of reforms came in 1977-79, forming the benchmark for subsequent reforms in 1989 and the years to follow. A Three-Pronged Policy for initiating economic growth can recognize the signature of all these reforms.
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In these respects, Sri Lanka has been the first South Asian country to embark on a Liberalization Program. In this context, it must be remembered that in the areas of conventional market failure the government has actively intervened to build up a reputation through its accomplishments in the domain of literacy and health. Notwithstanding this fact, rapid growth is still the single-most sought-after criterion in the economy and our discussion focuses on this aspect alone. Through the series of liberalization measures, it was attempted to realign the growth dynamics with the forces of the market. Private domestic and foreign investment was identified as the harbinger of capital accumulation in the economy. The limited size of the domestic market size led to the special importance of overseas markets and coupled with import-dependence, it forced an open-door policy upon the economy. Concomitants of these were Macroeconomic policies that had to be adapted to suit the requirements of a highly open economy. Later in this paper, we intend to analyze the impacts of such policies on the economy, we will also try to find out the likely outcomes of policy changes in historical time and make future policy prescriptions. Before that, we attempt to build up a suitable Macro-Econometric Model for the economy keeping in mind the salient features of the economy discussed above. 

TOWARDS A THEORETICAL FRAMEWORK

Most of the econometric models developed in Sri Lanka during the last few decades were either the results of designing development plans by the government agency responsible for economic planning or the doctoral dissertations of individual researchers. (Dasanayake, 2000). So far, there have been very few modeling exercises published by government institutions or policy-making bodies in Sri Lanka.

Leontief developed a methodology known as the Input-Output Framework, which is very useful for the detailed quantitative and qualitative analysis of the structure of an economy, involving its inter-sector linkages and associated multipliers. The Keynesian framework helps to analyze the Macroeconomic performance of the economy, through appropriate Macro-Econometric Modeling (Colombage, S.S., 1992). These two approaches are suitable and hence widely used for quantitative economic modeling and for generating policy prescriptions. Following Klein (1965, 1978 & 1986), this paper argues that by combining both these mainstream methodologies, we would obtain a more suitable theoretical framework for analyzing a developing economy like Sri Lanka. The Input-Output component of this model captures the details of the production structures of the various sectors of the economy working as a highly disaggregated production function and providing the much-needed supply content to the model. The Econometric Model serves the purpose of modeling the   aggregative expenditure components on the demand side as also the GDP using these components. With this type of a model, it would be possible to determine the sector-wise investments required to free the individual sectors from their respective bottlenecks (from the Input-Output Sub-model), and also, to arrive at the necessary policy adjustments to ensure that the required policy stimulus comes forth (from the Macro-Econometric Sub-model), such that there is a proper co-ordination between the sets of policies at the two levels.

THE PROPOSED MODEL 
Following Leontief, the gross output vector in an economy is given by x = (I-A) -1 f. The final demand vector f can be decomposed into [ fc + fI + fg + fE -fm ], where fc is the vector of private  consumption demands, fI  is the vector of  investment demands, fg stands for the vector of  government consumption and fE -fm is the vector of net exports. This equation may be extended from gross output values to the values added by each sector. The transformation required is y = <v> x, where <v> represents the diagonal matrix [bjj], which we define as [bjj] = 1 -(i aij. Hence we obtain y = <v>(I-A) –1 f where y stands for the column vector of values added. We now have a complete model where final demands are determined from equations of economic behavior in the econometric sub-model and allocated to the producing sectors via the I/O sub-model. A tentative Aggregate Demand based econometric sub-model could be:
	CP
	=
	F(GDPD,CP-1,RR)
	
	EQUATION
	1
	

	GDPD
	=
	GDP - GTR
	
	IDENTITY
	
	1

	CG
	=
	F(CG-1,GR, FA, BCG)
	
	EQUATION
	2
	

	GR
	=
	GTR+GNTR
	
	IDENTITY
	
	2

	GTR
	=
	F(GDP,IM)
	
	
	EQUATION
	3
	

	GNTR
	=
	F(GDP,GNTR-1)
	
	EQUATION
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	ID
	=
	F(GDP-1, BCP, BCG, FA,RR,)
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	(CP+CG)+ TI +(EX-IM)
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	EX
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	F(EXCH, GDP)
	
	EQUATION
	7
	

	R
	=
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	EXOGENOUS VARIABLES = 11
	
	
	

	CP-1,CG-1,FA, BCG, GNTR-1,GDP-1,FDI, GDPW,
	
	

	BCP,EXCH,MS
	
	
	
	

	ENDOGENOUS VARIABLES = 15

	CP,GDPD,CG,GR,GTR,GNTR,ID,TI, GDP,EX,IM,CPI,R,RR,INFL


CP               =   PRIVATE CONSUMPTION EXPENDITURE

CP-1            =   LAGGED PRIVATE CONSUMPTION EXPENDITURE

GDPD         =   DISPOSABLE GDP

GDP            =   GROSS DOMESTIC PRODUCT

GDP-1         =   LAGGED GROSS DOMESTIC PRODUCT

CG              =   GOVERNMENT CONSUMPTION EXPENDITURE

CG-1           =   LAGGED GOVT CONSUMPTION EXPENDITURE

GR              =   GOVERNMENT REVENUE

GTR            =   GOVERNMENT TAX REVENUE

GNTR         =   GOVERNMENT NON-TAX REVENUE

GNTR -1     =   LAGGED GOVERNMENT NON-TAX REVENUE

TI                =   TOTAL INVESTMENT

ID                =   DOMESTIC INVESTMENT

EX               =   EXPORTS

IM               =    IMPORTS

FA               =   NET FOREIGN ASSETS

BCG            =   BANK CREDIT TO THE GOVT. SECTOR

BCP             =   BANK CREDIT TO THE PRIVATE SECTOR

FDI              =   FOREIGN DIRECT INVESTMENT

EXCH         =   EXCHANGE RATE (SLR/USD)

MS              =    MONEY SUPPLY

CPI              =   CONSUMER PRICE INDEX

R                  =   NOMINAL RATE OF INTEREST

RR               =   REAL RATE OF INTEREST

INFL           =   INFLATION 

GDPW        =   WORLD GDP
In order to supplement the Macro-Economic estimates, detailed sector-wise estimates of the behavioral relationships may be obtained. For example, in the area of private consumption expenditure, individual functional forms may be estimated for as many different sectors as permissible, given the data availability and compatibility constraints. The aggregate consumption function has to be tied up to these individual estimates. Similarly, the total investment expenditure may be divided into major categories like Construction and Transport & Machinery and a similar detailed estimation procedure may be repeated. The focus would be on capturing as much details as possible in the area of Foreign Trade by looking into commodity-wise export-import data sourced from International Trade Statistics published by the United Nations. Incorporation of these details will add realism in the construction of the structural feature of the economy. The complete model consists of the above outlined Econometric sub-model and the I/O sub-model mentioned earlier. Thus we have a complete circuit: GDP( FINAL DEMANDS(SECTORAL PRODUCTION(VALUE-ADDED(GDP. This approach remedies the short-circuit problem of conventional open static I/O models, where initial  exogenous increases in final demand do not create subsequent rounds of income-induced multiplier-led expansions of consumption and investment expenditures. 

DATA BASE
The Input-Output Tables for Sri Lanka for 1986, 1994 and 2000 have been sourced from The Department of National Planning and The Institute for Policy Studies of Sri Lanka. Other macroeconomic data have been collected from the following sources:

1. National Income Accounts Statistics: Main Aggregates and Detailed Tables, Parts I & II, Published by the United Nations.          

2. Statistical Yearbook for Asia and the Pacific, UN Publications.

3. International Trade Statistics Yearbook, Published by the United Nations.

4. Foreign Trade Statistics Yearbook of Asia and the Pacific, UN Publications.

5. Handbook of International Trade Statistics, Published by the United Nations.

6. Commodity Trade Statistics, UN Publications.

7. Direction of International Trade Statistics Yearbook, IMF Publications.

8. Government Finance Statistics Yearbook, Published by the IMF.
9. International Financial Statistics, IMF Publications.

10. Trade Policy Review, Sri Lanka, 1995, Published by the IMF.

In particular, we would like to mention that the I/O Tables of 1986, 1994 and 2000 have been made comparable by aggregating each table into a 19-sector framework, using a suitable aggregation scheme. The list of the 19-sectors of the aggregated I/O  Table is mentioned later on in the paper.

DISCUSSIONS ON THE ESTIMATED MODEL 
The estimated results of the Macro-Econometric Model are given in the Technical Appendix-A. In the text of this paper, we discuss a few salient features of our estimated macro-model.

PRIVATE CONSUMPTION:  Initially it was proposed to estimate private final consumption expenditure as a function of disposable GDP, lagged consumption as also the real rate of interest. The estimated form omits the real rate of interest RR, because its coefficient was statistically insignificant. Our estimated results indicate that the inter-temporal substitution effect supposed to operate through the real rate of interest is weak in the Sri Lankan economy.
GOVERNMENT CONSUMPTION: It is widely believed that uneconomic government expenditure lies behind much of the problems of macroeconomic management in developing economies. In order to test this proposition we had investigated whether the government actually consumes out of bank borrowings or accumulated foreign asset holdings of the central bank. However the coefficients of Bank Credit to the Government BCG as also Foreign Assets FA were statistically insignificant and hence these regressors were not included in the final form of the estimates. The important result obtained in this context is that government consumption is governed by government revenue and is dependent on its own lagged value. 
TOTAL INVESTMENT: We began with the proposition that the total investment has two components, domestic and foreign. It was found that Domestic investment was not operating under the accelerator-type of mechanism because the coefficient of lagged GDP was statistically insignificant. The coefficients of the other regressors were also not statistically robust. Repeated trials bring out the estimated result that total investment depends on the volume of bank credit available to the private sector, bank credit to the government, the foreign assets as obtained from the financial statistics of the economy and to a certain extent, the real rate of interest.
EXPORTS: Export demand for the country’s products was not found to be dependent on real income of the world. The estimated form omits the income-effect supposed to be operating through World-GDP GDPW because its coefficient was statistically insignificant.

NOMINAL RATE OF INTEREST: No statistically significant relationship was obtained between the nominal rate of interest on the one hand and the GDP & Money Supply on the other.

MONEY AND PRICES: The estimated relationship was best obtained in a log-linear form, indicating a relationship between the rate of growth of money-supply and the rate of inflation.
INTEGRATING THE REAL AND MONETARY SECTORS: In the Macro-Econometric sub-model we wanted to take into account both real and monetary factors in the economy. The proposed integration was attempted through the real rate of interest, which in turn was modeled as the money rate of interest net of the inflation rate. However, neither the consumption function, nor the investment function estimated show significant coefficients for the real rate of interest. Therefore, to incorporate monetary and fiscal policy in the model later on, we have used the already-introduced surrogate variables in the form of 
· BCP = bank credit to the private sector, and

· BCG = bank credit to the government  sector 

The estimated and actual values of the main components of GDP are shown in Tables A1 and A2 in the Technical Appendix-A. The estimated model was solved for GDP in terms of the purely exogenous and predetermined (lagged) variables. Repeated substitutions of the functional forms of the variables lead to a convergence of the GDP values that are very close to the actual figures as shown in the following diagram. The figures are recorded in Table-A3 in the Technical Appendix-A. 
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Actual and estimated figures for GDP during 1976-2000 using the estimated model for the Sri Lankan economy (ref. Table A3 in TECHNICAL APPENDIX-A) 

We now move on to the sector-wise details of the model.
DISCUSSIONS ON SECTOR-WISE DETAILED REGRESSIONS
The estimated results of the sector-wise details are given in the Technical Appendix-B. In the text of this paper, we discuss the main features of the estimated sector-wise details.

CONSUMPTION DETAILS: Four main categories were identified. These were Food & Beverages, Clothing & Footwear, Gross Rent Fuel & Power and Household Equipment. All four were found to be strongly related to disposable GDP alone.

INVESTMENT DETAILS: The model identified two major categories of investment expenditure – Construction & Land Development and Plant & Machinery. The coefficient of bank credit to the private sector was statistically significant while the coefficients of the other factors like bank credit to the government or foreign assets were not. On the other hand, the equation estimating investment in Plant & Machinery showed a negative coefficient of bank credit to the private sector. However, the estimated coefficients of bank credit to the government as also foreign assets were positive and statistically significant.
EXPORT DETAILS: Traditional exports like Tea and Rubber were not strongly related to exchange-rate variations or world-GDP fluctuations, as indicated by low values of R2. However, the coefficients of the exchange-rate were statistically significant. Some of the main categories of exports were identified as Other Agricultural Products, Garments, Non-Metal Products, Machinery & Equipment Manufacturing and Other Manufactured Products. Of these, Machinery & Equipment Manufacturing showed a log-linear relationship with the exchange rate while Other Manufactured Products showed a log-linear relationship with the World-GDP. It may be recalled that overall, the exports of Sri Lanka were not found to be sensitive to World-GDP, indicating that the relative importance of  Other Manufactured Products in total exports was low during the period 1976-2000.
IMPORT DETAILS: The main categories of imports were identified as Rubber, Other Agricultural Products, Textiles, Food Processing, Chemicals, Non-Metal Products, Other Manufactures, Machinery & Equipment and Basic Metals. The main factor affecting these imports was identified as GDP. However, in the case of Rubber as also the Machinery &Equipment sector, the imports were also found to be related to Total Investment in the economy. 
We now compare the results from the estimated sector-wise detailed regressions with the data of the 19-sector I/O Table for the year 2000  in Tables 1(A) and 1(B) along with their accompanying diagrams.

Table 1(A)
	 RESULTS FOR THE YEAR 2000
	CP
	CP
	CG
	CG

	
	
	
	
	I/O.
	EST.
	I/O.
	EST.

	1
	TEA
	
	
	7810
	7928
	0
	0

	2
	RUBBER
	
	
	0
	0
	0
	0

	3
	COCONUT
	
	
	17315
	17578
	402
	387

	4
	PADDY
	
	
	3092
	3139
	0
	0

	5
	OTHER AGRICULTURE
	137749
	139837
	4291
	4133

	6
	MINING & QUARRYING
	275
	280
	0
	0

	7
	MILLING
	
	
	40572
	41187
	2657
	2559

	8
	TEXTILES FTWR & LTH PRODS
	15434
	15477
	1028
	990

	9
	GARMENTS
	
	31206
	31293
	579
	558

	10
	FOOD, BEVERAGES & TOBACCO
	120084
	121905
	3590
	3458

	11
	CHEMICALS & CHEM PRODS
	28395
	28865
	3416
	3290

	12
	NON-METALLIC PRODUCTS
	8618
	8577
	757
	729

	13
	OTHER MFCTURED PRODUCTS
	13340
	13276
	10105
	9733

	14
	MACHINERY & EQPMT MFGING
	6678
	6646
	547
	527

	15
	BASIC METALS
	
	23071
	23453
	3599
	3466

	16
	CONSTRUCTION
	
	7308
	7429
	590
	568

	17
	PETROLEUM INDUSTRY
	41860
	40714
	2092
	2015

	18
	ELECTRICITY, WATER & GAS
	6631
	6449
	1983
	1910

	19
	TRADE TRNSPRT & OTH SERVS
	369429
	375544
	141220
	136016
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Table 1(B)

	YR. 2000
	TI
	
	EX
	
	IM
	
	TOTAL FD
	

	SECTOR
	I/O.
	EST.
	I/O.
	EST.
	I/O.
	EST.
	I/O.
	EST.

	1
	0
	0
	53134
	45304
	0
	0
	60944
	53232

	2
	0
	0
	2179
	2101
	231
	230
	1948
	1870

	3
	770
	734
	9654
	9307
	96
	86
	28045
	27920

	4
	0
	0
	0
	0
	0
	0
	3092
	3139

	5
	5403
	5149
	18047
	16203
	49309
	43982
	116181
	121341

	6
	1450
	1382
	7353
	7089
	42122
	37571
	-33044
	-28821

	7
	0
	0
	0
	0
	6766
	6035
	36463
	37711

	8
	0
	0
	29444
	28386
	116646
	118813
	-70740
	-73960

	9
	0
	0
	207444
	200041
	4213
	3758
	235016
	228133

	10
	0
	0
	14645
	14119
	26487
	29710
	111832
	109771

	11
	3138
	2991
	5314
	5123
	56110
	56839
	-15847
	-16570

	12
	4676
	4456
	3558
	4973
	28412
	30541
	-10803
	-11806

	13
	13571
	12934
	18936
	13152
	36665
	37029
	19287
	12066

	14
	3152
	3004
	19400
	16411
	2195
	2363
	27582
	24224

	15
	99030
	94380
	18594
	17926
	154209
	151174
	-9915
	-11949

	16
	85392
	96818
	0
	0
	0
	0
	93290
	104815

	17
	2751
	2622
	7414
	7148
	30776
	27451
	23341
	25047

	18
	444
	423
	0
	0
	48
	43
	9010
	8740

	19
	98971
	94324
	77185
	74412
	69284
	61799
	617521
	618498
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In order to we test the validation of this model, the Root Mean Square Percentage Errors for the nine broad sectors of the economy were computed by comparing the aggregate and detailed sector-wise GDP Estimates with the corresponding figures from the National Income Accounts of Sri Lanka. The results are presented in Table 2 below.

Table 2
	BROAD SECTORS OF THE ECONOMY
	
	RMSPE

	1
	AGRICULTURE, HUNTING, FORESTRY & FISHING
	0.25

	2
	MINING & QUARRYING
	
	
	1.44

	3
	MANUFACTURING
	
	
	0.25

	4
	ELECTRICITY, GAS & WATER
	
	3.05

	5
	CONSTRUCTION
	
	
	0.33

	6
	TRADE TRNSPRT & OTHER SERVS
	
	0.11


The next step in our empirical investigation is to carry out some simulation exercises in historical time in order to find out how the economic performance of Sri Lanka would have been affected under alternative policy regimes. 

SIMULATION FOR THE PERIOD 1976-2000

The first wave of liberalization in 1977-79 included significant trade liberalization, revamping foreign investment approval and provision of new incentives for investors, interest rate reform, opening up the banking sector to foreign banks, limits on public sector participation in the economy and exchange rate reforms. We want to investigate whether the performance of the Sri Lankan economy could have been better during the period 1975-2000. Our Macro-Model identifies four major exogenous variables that could possibly affect the growth performance of the economy. These are:

· BCP (Bank Credit to the Private Sector), 

· BCG (Bank Credit to the Government), 

· FA (Foreign Assets) and 

· EXCH (Exchange Rate between Sri Lankan Rupees and USD). 

Historical data on the policy variables BCP, BCG, FA and EXCH reveal that each of these variables have been following a rising trend with marked fluctuations. In Table 3 below these fluctuations are shown in terms of alternating positive and negative annual growth rates of these variables over the period 1975-2000. 
	TABLE:3
	HISTORICAL ANNUAL GROWTH RATES OF

	YEAR
	BCP
	BCG
	FA
	EXCH

	1976
	
	
	
	

	1977
	27.02%
	13.06%
	246.30%
	5.47%

	1978
	34.93%
	-16.85%
	19.36%
	75.99%

	1979
	17.72%
	27.70%
	11.11%
	-0.26%

	1980
	-18.71%
	77.59%
	-40.46%
	6.17%

	1981
	15.81%
	8.48%
	16.30%
	16.45%

	1982
	14.75%
	12.52%
	11.65%
	8.10%

	1983
	13.01%
	-8.99%
	-1.15%
	13.07%

	1984
	17.72%
	-30.95%
	-66.47%
	8.12%

	1985
	8.98%
	32.20%
	-40.07%
	6.76%

	1986
	3.57%
	7.30%
	-47.44%
	3.17%

	1987
	4.79%
	11.63%
	-107.99%
	4.39%

	1988
	-10.96%
	17.67%
	2183.78%
	8.75%

	1989
	-5.59%
	0.31%
	31.81%
	13.33%

	1990
	3.01%
	-8.66%
	-149.93%
	11.12%

	1991
	9.69%
	-8.08%
	-12.13%
	3.27%

	1992
	11.81%
	-16.92%
	276.93%
	5.95%

	1993
	9.22%
	-20.18%
	135.20%
	10.08%

	1994
	13.61%
	-6.83%
	33.49%
	2.42%

	1995
	15.07%
	4.24%
	-13.53%
	3.70%

	1996
	-2.26%
	5.66%
	-15.46%
	7.84%

	1997
	2.20%
	-13.24%
	52.72%
	6.73%

	1998
	3.91%
	8.04%
	3.29%
	9.49%

	1999
	28.24%
	40.92%
	-1.14%
	8.98%

	2000
	4.28%
	40.34%
	-41.44%
	7.66%


In simulating the performance of the economy, we have altered the values of these variables at selected points of time as far as permissible within the broad limits of historical data and checked on the sensitivity of GDP to such changes. The altered values of these variables and their corresponding are annual rates of change are shown in Table 4 below. 

	TABLE:4
	PROPOSED ANNUAL GROWTH RATES OF

	YEAR
	BCP
	BCG
	FA
	EXCH

	1977
	27.02%
	13.06%
	246.30%
	5.47%

	1978
	34.93%
	1.00%
	19.36%
	75.99%

	1979
	17.72%
	5.13%
	11.11%
	0.50%

	1980
	3.00%
	77.59%
	0.25%
	5.37%

	1981
	4.00%
	8.48%
	0.25%
	16.45%

	1982
	0.85%
	12.52%
	0.25%
	8.10%

	YEAR
	BCP
	BCG
	FA
	EXCH

	1983
	13.01%
	8.99%
	0.25%
	13.07%

	1984
	17.72%
	1.00%
	0.25%
	8.12%

	1985
	8.98%
	1.00%
	0.25%
	6.76%

	1986
	3.57%
	1.00%
	0.25%
	4.00%

	1987
	4.79%
	6.12%
	0.25%
	3.55%

	1988
	1.00%
	17.67%
	0.25%
	8.75%

	1989
	1.00%
	0.31%
	0.25%
	13.33%

	1990
	1.00%
	0.50%
	0.25%
	11.12%

	1991
	1.00%
	0.50%
	0.25%
	4.00%

	1992
	1.00%
	0.50%
	0.25%
	5.20%

	1993
	10.36%
	0.50%
	0.25%
	10.08%

	1994
	13.61%
	0.50%
	0.25%
	2.42%

	1995
	15.07%
	0.50%
	0.25%
	4.00%

	1996
	2.00%
	0.50%
	0.25%
	7.54%

	1997
	2.00%
	0.50%
	7.90%
	6.73%

	1998
	2.00%
	0.50%
	3.29%
	9.49%

	1999
	25.43%
	0.50%
	0.25%
	8.98%

	2000
	4.28%
	0.50%
	0.25%
	7.66%


A method similar to the iterative convergence-based estimation procedure has been used for simulating the GDP of the economy during the period 1975-2000. Starting from the estimated GDP for 1976, estimates of CP, CG, TI EX and IM were obtained. These formed the predetermined variables for the next year. Using those and the exogenous variables as per proposed alterations, the same procedure was repeated to arrive at the GDP of 1977. In this manner a simulated series was obtained for the entire time period 1976-2000.

The proposed values of the exogenous variables were experimentally determined after closely observing their actual behavior. From Tables 3 above we determined the time-points at which exogenous changes could be proposed. We now describe these changes in the exogenous variables taking one series at a time.   

The first series to be considered was BCP. It is seen that this variable recorded negative growth rates during the years 1980, 1988, 1989 and 1996. Table 4 proposes the altered values of these variables. The value of BCP for 1980 was considered to be a 3% increase over the previous year, instead of a decrease of 18.7%. To revive the economy, the value of BCP for the next year (1981) was also considered to increase at the same rate of 3%.  After that for each of the years 1988 to 1992, it has been proposed that BCP grows annually at 1%. Finally for the years 1996, 1997 and 1998 it has been considered that BCP grows annually at 2%. The proposed changes are well within the limits set by the actual growth rates experienced by the variable during the entire period 1975-2000.

Next we turned our attention to the second variable BCG. Historically, this series shows nine years with negative growth rates. As highlighted in Table 3 above, these years are 1978, 1983, 1984, 1990 to 1994 and 1997. The proposed changes for these years are shown in Table 4. As recorded in Table 4, it has been proposed that there be an annual growth rate of 1% in BCG during 1978 and 1984 to 1986 while the tempo should be maintained though a 0.5% annual growth rate of BCG for 1990 through 2000. 

If these changes alone were possible to have been implemented then too, it would raise the time-path of GDP above the actual figures for the entire time span 1975-2000. In addition, we have included some minor proposed changes in the series for FA. Table 4 above shows that we have considered a very mild annual growth rate of 0.25% p.a. from 1980 onwards, except for 1998 and 1999 when the actual growth rates were a shade higher. 

Finally we have considered changes in the exchange-rate depreciation for the years 1979, 1986 1991 and 1995. Table 3 above shows the actual changes to be low while Table 4  above shows the proposed changes. 

Together, all these proposed changes mentioned above cause the simulated time-path of GDP to be higher than the actual time-path as shown in Table 5 and the accompanying diagram below. The average compounded annual growth rate of GDP would have been 5.42% instead of 4.91% for the entire time-period if it were possible to implement these modest proposed changes.
SIMULATION RESULTS FOR THE PERIOD 1976-2000

	TABLE:5
	SIMULATED VALUE OF GDP

	
	AFTER
	AFTER
	

	YEAR
	ROUND3
	ROUND1
	GDPACT

	1976
	362452
	355066
	397056

	1977
	396393
	393858
	412226

	1978
	469687
	471266
	442764

	1979
	489942
	492721
	469674

	1980
	526720
	536044
	496415

	1981
	554587
	560786
	523944

	1982
	575618
	577693
	551121

	1983
	610160
	611101
	577314

	1984
	644772
	652613
	606473

	1985
	661562
	667369
	636898

	1986
	688673
	693203
	664118

	1987
	709545
	711988
	674887

	1988
	745464
	749944
	693643

	1989
	782700
	786999
	707337

	1990
	827640
	827511
	751470

	1991
	848625
	847070
	787698

	1992
	874758
	868633
	822191

	1993
	923798
	914856
	879050

	1994
	954535
	944401
	928709

	1995
	991785
	984844
	980061

	1996
	1039247
	1035777
	1016885

	1997
	1080200
	1075088
	1082431

	1998
	1139039
	1133505
	1133840

	1999
	1218428
	1210934
	1183140

	2000
	1286520
	1281977
	1253624
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 Convergence of simulated results: (Ref Table 5 above)
DETAILED DISCUSSIONS ON THE RESULTS OF SIMULATION
I. PROSPECTS OF GROWTH IN THE INITIAL YEARS OF LIBERALIZATION
 During the early years 1976-1983, in spite of periodic declines, the actual average annual growth rates of BCP, BCG and FA were 13.74%, 13.11% and 19.65% respectively. The corresponding growth rate in GDP was 5.49%. It has been observed that the economy is most sensitive to changes in FA. Instead of the drastic fall in the FA figures during 1090-83, if it were possible to maintain even a slightly positive growth rate of 0.25%, the economy would have been on a higher time-path of GDP, recording an impressive 7.81% annual growth on the average. The charts for BCP and BCG above indicate some proposed interventions in these variables too, but the simulation results are not very sensitive to these changes. these results are shown below in Table 6 and its accompanying diagrams.
Table 6.
	YEAR
	GDPNEW
	GDPACT

	1976
	362452
	397056

	1977
	396393
	412226

	1978
	469687
	442764

	1979
	493973
	469674

	1980
	526720
	496415

	1981
	554587
	523944

	1982
	575618
	551121

	1983
	613600
	577314
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II. EFFECT OF GOVERNMENT INTERVENTION DURING THE WAR

The actual average annual growth rate of GDP during the period 1984-1990 was 3.64%. It would have been possible to step up the growth rate to 4.16% under an alternative moderately improved scenario provided that the growth rate of foreign assets had been maintained even as low as 0.25% p.a., the growth rate of BCG had been maintained at 1% p.a. during 1984-1987 and the historical figures for BCG had been maintained thereafter. An alternative optimistic scenario would consist of maintaining the 0.25% growth rate in FA while going for a 15% growth rate in BCG. The average growth rate of GDP now becomes 5.09% p.a. The results are shown below in Table 7 and its accompanying diagrams.

Table 7
YEAR                               GDP(1)
GDP(2)           ATUAL GDP

	1984
	653118
	648247
	606473

	1985
	675593
	665071
	636898

	1986
	709287
	692217
	664118

	1987
	736120
	711471
	674887

	1988
1989
	775109
822720
	745464
782700
	693643
707337

	1990
	879530
	827640
	751470
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GDP (1): EFFECT OF HIGH GROWTH IN BCG

III.GROWTH POSSIBILITIES IN THE POST-WAR PERIOD
Table 8
         YEAR                           GDP (1)                         GDP (2)                            GDPACT

	1991
	854521
	848625
	787698

	1992
	887466
	874758
	822191

	1993
	944367
	923798
	879050

	1994
	984175
	954535
	928709

	1995
	1031887
	991785
	980061

	1996
	1091409
	1039247
	1016885

	1997
	1146262
	1080200
	1082431

	1998
	1221116
	1139039
	1133840

	1999
	1318953
	1218428
	1183140

	2000
	1408291
	1286520
	1253624


Here we compare the actual GDP with two alternative scenarios during the period 1991-2000. In the moderate-improvement scenario corresponding to the GDP(2) column, changes in the BCG and FA figures have been considered. The GDP(1) column, shows the effects of more marked changes in BCG, raising the growth rate from 5.3% to 6.55% p.a. on the average. Actual and data and the proposed changed together with their effects are shown in Table 8 above and the diagrams below.
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Table 9: SUMMARY OF GROWTH PERFORMANCE DURING THE PERIOD 1975-2000

	
	
	1976-1983
	1984-1990
	1991-2000
	1976-2000

	BCP:      ACTUAL
	
	13.74%
	
	0.40%
	
	9.24%
	
	8.58%

	SIMULATED
	
	13.74%
	
	3.35%
	
	8.14%
	
	8.58%

	BCG:    ACTUAL
	
	13.11%
	
	9.32%
	
	2.61%
	
	5.02%

	SIMULATED
	
	14.80%
	
	15.00%
	
	15.00%
	
	14.94%

	FA :       ACTUAL
	
	19.65%
	
	-14.95%
	
	25.82%
	
	4.82%

	SIMULATED
	
	24.51%
	
	0.25%
	
	1.41%
	
	7.25%

	EXCH:   ACTUAL
	
	15.83%
	
	7.86%
	
	6.96%
	
	9.59%

	SIMULATED
	
	15.83%
	
	7.86%
	
	6.87%
	
	9.59%

	GDP:     ACTUAL
	
	5.49%
	
	3.64%
	
	5.30%
	
	4.91%

	SIMULATED
	
	7.81%
	
	5.09%
	
	6.55%
	
	6.03%


SUMMARY AND CONCLUDING REMARKS

The Sri Lankan economy is a very open economy. During the period considered, its Exports and Imports grew at average annual rates of 6.98% and 5.56% respectively. As such its fortunes are closely linked with the global economic scenario due to the high degree of openness. 
Nevertheless the government can play an important role in the economic arena not just as a facilitator but in a more direct manner, as borne out by the impact of changes in BCG and BCP on the GDP of the country. As mentioned earlier, a higher time-path of GDP is possible through changes in these two variables alone. 
In addition, a very modest but steady increase in Foreign Assets acts as a highly effective stimulator for investment in the economy. 
Investment expenditure being the fountainhead for economic growth, these policies lead to a higher projected GDP for almost all the years between 1976 and 2000. 

----------
TECHNICAL APPENDIX – A
The Macro-Econometric Estimates and their related results are presented in this appendix. First, we present the regression results.
PRIVATE CONSUMPTION: CP = f (CP-1, GDPD)
	CP
	
	
	

	Constant
	
	
	
	12500.62

	Std Err of Y Est
	
	
	16068.74

	R Squared
	
	
	
	0.99

	No. of Observations
	
	
	25

	Degrees of Freedom
	
	
	22

	
	
	
	CP-1
	GDPD*

	X Coefficient(s)
	
	0.51
	0.42

	Std Err of Coef.
	
	0.22
	0.17

	t ratio
	
	
	2.38
	2.43


GOVERNMENT CONSUMPTION: CG = f (CG-1, GR)
	CG
	
	

	Constant
	
	
	-2702.07

	Std Err of Y Est
	
	7185.87

	R Squared
	
	
	0.96

	No. of Observations
	
	25

	Degrees of Freedom
	
	22

	
	
	CG-1
	GR*

	X Coefficient(s)
	0.71
	0.25

	Std Err of Coef.
	0.13
	0.10

	t ratio
	
	5.52
	2.58


TOTAL INVESTMENT: TI = f (BCP, BCG, FA, RR)

	TI
	
	
	
	

	Constant
	
	
	86157.347
	
	

	Std Err of Y Est
	
	12293.151
	
	

	R Squared
	
	
	0.94
	
	

	No. of Observations
	
	25
	
	

	Degrees of Freedom
	
	20
	
	

	
	
	BCP
	BCG
	FA
	RR

	X Coefficient(s)
	0.453
	0.277
	0.500
	-93861.396

	Std Err of Coef.
	0.039
	0.120
	0.105
	58714.585

	t-RATIO
	
	11.41
	2.31
	4.73
	-1.60


EXPORTS: EX = f (EXCH)

	EX
	
	
	

	Constant
	
	
	
	-3766.09

	Std Err of Y Est
	
	
	23906.81

	R Squared
	
	
	
	0.96

	No. of Observations
	
	
	25

	Degrees of Freedom
	
	
	23

	
	
	
	EXCH
	

	X Coefficient(s)
	
	6204.91
	

	Std Err of Coef.
	
	254.22
	

	t ratio
	
	
	24.41
	


IMPORTS: IM = f (EXCH, GDP)

	IM
	
	

	Constant
	
	
	-132363.27

	Std Err of Y Est
	
	28929.03

	R Squared
	
	
	0.9537508

	No. of Observations
	
	25

	Degrees of Freedom
	
	22

	
	
	GDP*
	EXCH

	X Coefficient(s)
	0.81
	-4125.20

	Std Err of Coef.
	0.35
	4531.94

	t ratio
	
	2.35
	-0.91


GOVT NON-TAX REVENUE: GNTR =  f ( GDP, GNTR-1)
	GNTR
	
	

	Constant
	
	
	1431.31

	Std Err of Y Est
	
	3819.53

	R Squared
	
	
	0.7738494

	No. of Observations
	
	25

	Degrees of Freedom
	
	22

	
	
	GDP*
	GNTR-1

	X Coefficient(s)
	0.01
	0.69

	Std Err of Coef.
	0.00
	0.15

	t ratio
	
	1.54
	4.67


GOVT TAX REVENUE: GTR =  f ( GDP)
	GTR
	
	
	

	Constant
	
	
	
	12395.32

	Std Err of Y Est
	
	
	9471.77

	R Squared
	
	
	
	0.9444251

	No. of Observations
	
	
	25

	Degrees of Freedom
	
	
	23

	
	
	
	GDP*
	

	X Coefficient(s)
	
	0.15
	

	Std Err of Coef.
	
	0.01
	

	t ratio
	
	
	19.77
	


MONEY AND PRICES: CPI = f (MS)
	LNCPI
	
	

	Constant
	
	
	-31.58

	Std Err of Y Est
	
	0.26

	R Squared
	
	
	0.9049718

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	LNMS
	

	X Coefficient(s)
	3.08
	

	Std Err of Coef.
	0.21
	

	t ratio
	
	14.80
	


Tables- A1 & A2 below compare the actual and estimated values of the components of GDP.

	ESTIMATES AND ACTUALS
	
	
	TABLE -A1
	
	
	

	
	YEAR
	CP
	CP EST
	CG
	CG EST
	TI
	TI EST

	
	1976
	274303
	284066
	58058
	55098
	137298
	124606

	
	1977
	300162
	300485
	58909
	58031
	129954
	156821

	
	1978
	333253
	332374
	80711
	60682
	172859
	171041

	
	1979
	326853
	345741
	72601
	81872
	172570
	184698

	
	1980
	340811
	342364
	67269
	75275
	192858
	174890

	
	1981
	367198
	367196
	64147
	70517
	197498
	186730

	
	1982
	392083
	396626
	75263
	68831
	200038
	200136

	
	1983
	426107
	417177
	73323
	78529
	202182
	202441

	
	1984
	445781
	440584
	76572
	81545
	193761
	177408

	
	1985
	451213
	453222
	90165
	87298
	184252
	186160

	
	1986
	483750
	468627
	107625
	96147
	182212
	191162

	
	1987
	483820
	496690
	109543
	111121
	194432
	195467

	
	1988
	514488
	500452
	110502
	112099
	183869
	188433

	
	1989
	518585
	528581
	102782
	114181
	175428
	181015

	
	1990
	529470
	538264
	102981
	109445
	177606
	191142

	
	1991
	556746
	552811
	117991
	109436
	201880
	192606

	
	1992
	588642
	579136
	113736
	123281
	202334
	204351

	
	1993
	629074
	621916
	116473
	121128
	230217
	223793

	
	1994
	682261
	660361
	121158
	123868
	242166
	245952

	
	1995
	704635
	695059
	130987
	130795
	239829
	255635

	
	1996
	716673
	725720
	140573
	139381
	251468
	249415

	
	1997
	760320
	766564
	152625
	146367
	267973
	265405

	
	1998
	835254
	801210
	161048
	156212
	297254
	273973

	
	1999
	836896
	872444
	166401
	166822
	301473
	318083

	
	2000
	878867
	889576
	176856
	170339
	329170
	319217


	ESTIMATES AND ACTUALS
	
	
	TABLE- A2
	
	

	YEAR
	EX
	EX EST
	IM
	IM EST
	GDP
	GDPEST

	1976
	97504
	61883
	170106
	137088
	397056
	388565

	1977
	83621
	62559
	160420
	133432
	412226
	444464

	1978
	75587
	85164
	219647
	199515
	442764
	449746

	1979
	103018
	99300
	205368
	203022
	469674
	508588

	1980
	114222
	82535
	218745
	226350
	496415
	448713

	1981
	121711
	111638
	226609
	242719
	523944
	493362

	1982
	133683
	133111
	249946
	257301
	551121
	541403

	1983
	124213
	139602
	248511
	266547
	577314
	571202

	1984
	141111
	146137
	250752
	267718
	606473
	577957

	1985
	154011
	172412
	242742
	263474
	636898
	635619

	1986
	161910
	170183
	271380
	264498
	664118
	661621

	1987
	164984
	182985
	277891
	287602
	674887
	698662

	1988
	169347
	187942
	284563
	277748
	693643
	711177

	1989
	186274
	209675
	275732
	280563
	707337
	752889

	1990
	210585
	227840
	269172
	291422
	751470
	775269

	1991
	215515
	243684
	304434
	325524
	787698
	773012

	1992
	251908
	270927
	334430
	337121
	822191
	840573

	1993
	286873
	306423
	383587
	389324
	879050
	883937

	1994
	318106
	309325
	434982
	415258
	928709
	924248

	1995
	343205
	304292
	438595
	423471
	980061
	962310

	1996
	357586
	329177
	449416
	449984
	1016885
	993708

	1997
	397669
	397666
	496156
	490633
	1082431
	1085370

	1998
	397963
	396783
	557680
	533778
	1133840
	1094400

	1999
	421550
	431521
	543180
	566098
	1183140
	1222772

	2000
	492301
	461694
	623570
	607424
	1253624
	1233403


TABLE-A3
TRACKING THE PERFORMANCE OF THE ECONOMY FROM 1976 TO 2000 USING THE  MODEL

	YEAR
	GDPACT
	GDPESTNW3
	GDPESTNW2
	GDPESTNW1
	GDPESTNW

	1976
	397056
	367722
	355066
	385458
	312473

	1977
	412226
	393596
	393858
	408729
	335791

	1978
	442764
	464589
	468595
	474998
	402158

	1979
	469674
	487202
	491501
	493259
	420380

	1980
	496415
	505652
	509246
	508255
	435578

	1981
	523944
	539261
	541912
	539390
	466741

	1982
	551121
	566171
	568015
	564573
	491932

	1983
	577314
	599731
	600951
	596951
	524276

	1984
	606473
	610617
	611360
	607066
	534191

	1985
	636898
	627961
	628424
	623826
	550982

	1986
	664118
	650330
	650575
	645778
	572965

	1987
	674887
	669509
	669588
	664662
	591874

	1988
	693643
	692282
	692264
	687190
	614570

	1989
	707337
	722714
	722594
	717462
	644933

	1990
	751470
	772699
	772501
	767346
	694868

	1991
	787698
	791289
	791011
	785904
	713320

	1992
	822191
	827548
	827241
	822142
	749477

	1993
	879050
	884842
	884530
	879402
	806724

	1994
	928709
	923006
	922669
	917558
	844782

	1995
	980061
	956886
	956539
	951433
	878558

	1996
	1016885
	999604
	999287
	994098
	921321

	1997
	1082431
	1048442
	1048108
	1042911
	970144

	1998
	1133840
	1110423
	1110090
	1104857
	1032176

	1999
	1183140
	1198629
	1198267
	1193064
	1120353

	2000
	1253624
	1261964
	1261622
	1256363
	1183792


TECHNICAL APPENDIX – B

The Sector-wise Detailed Econometric Estimates and their related results are presented in this appendix. First, we present the regression results.

CONSUMPTION DETAILS
	FOOD AND BEVERAGE
	
	

	Constant
	
	
	38021.77

	Std Err of Y Est
	
	8453.59

	R Squared
	
	
	0.98

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	GDPD*
	

	X Coefficient(s)
	0.28
	

	Std Err of Coef.
	0.01
	

	T-RATIO
	
	34.43
	


	CLOTHING AND FOOTWEAR
	
	

	Constant
	
	
	-4896.16

	Std Err of Y Est
	
	2653.66

	R Squared
	
	
	0.94

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	GDPD*
	

	X Coefficient(s)
	0.05
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	19.30
	


	GROSS RENT FUEL AND POWER
	
	

	Constant
	
	
	16740.10

	Std Err of Y Est
	
	4020.66

	R Squared
	
	
	71%

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	GDPD*
	

	X Coefficient(s)
	0.03
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	7.50
	


	HOUSEHOLD EQUIPMENT
	
	

	Constant
	
	
	-3493.78

	Std Err of Y Est
	
	1256.82

	R Squared
	
	
	97%

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	GDPD*
	

	X Coefficient(s)
	0.030
	

	Std Err of Coef.
	0.001
	

	T-RATIO
	
	25.24
	


INVESTMENT DETAILS

	CONSTRUCTION
	
	

	Constant
	
	
	16724.11

	Std Err of Y Est
	
	6619.65

	R Squared
	
	
	0.89

	No. of Observations
	
	25

	Degrees of Freedom
	
	22

	
	
	BCP
	

	X Coefficient(s)
	0.22
	

	Std Err of Coef.
	0.02
	

	T-RATIO
	
	13.12
	


	PLANT & MACHINERY ETC.
	
	
	

	Constant
	
	
	35631
	

	Std Err of Y Est
	
	25235
	

	R Squared
	
	
	56%
	

	No. of Observations
	
	25
	

	Degrees of Freedom
	
	21
	

	
	
	BCP
	BCG
	FA

	X Coefficient(s)
	-0.31
	0.75
	1.06

	Std Err of Coef.
	0.08
	0.23
	0.21

	T-RATIO
	
	-3.93
	3.26
	4.99


EXPORT DETAILS

	TEA
	
	

	Constant
	
	
	25593.50

	Std Err of Y Est
	
	5654.15

	R Squared
	
	
	0.45

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	EXCH
	

	X Coefficient(s)
	260.10
	

	Std Err of Coef.
	60.13
	

	T-RATIO
	
	4.33
	


	RUBBER
	
	

	Constant
	
	
	1331.55

	Std Err of Y Est
	
	353.79

	R Squared
	
	
	0.08

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	EXCH
	

	X Coefficient(s)
	5.48
	

	Std Err of Coef.
	3.76
	

	T-RATIO
	
	1.46
	


	OTHER. AGRICULTURE
	
	

	Constant
	
	
	3451.31

	Std Err of Y Est
	
	1837.96

	R Squared
	
	
	0.76

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	EXCH
	

	X Coefficient(s)
	168.27
	

	Std Err of Coef.
	19.54
	

	T-RATIO
	
	8.61
	


	GARMENTS
	
	

	Constant
	
	
	-48307.21

	Std Err of Y Est
	
	12798.24

	R Squared
	
	
	0.96

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	EXCH
	

	X Coefficient(s)
	3277.22
	

	Std Err of Coef.
	136.10
	

	T-RATIO
	
	24.08
	


	NON METAL PRODUCTS
	
	

	Constant
	
	
	-341.48

	Std Err of Y Est
	
	864.51

	R Squared
	
	
	0.72

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	EXCH
	

	X Coefficient(s)
	70.13
	

	Std Err of Coef.
	9.19
	

	T-RATIO
	
	7.63
	

	
	
	
	


	OTHER MANUFACTURED PRODUCTS
	
	

	Constant
	
	
	-15.98

	Std Err of Y Est
	
	0.42

	R Squared
	
	
	0.91

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	LN(GDPW)
	

	X Coefficient(s)
	5.53
	

	Std Err of Coef.
	0.35
	

	T-RATIO
	
	15.63
	


	MACHINERY EQUIPMENT AND MANUFACTURING
	
	

	Constant
	
	
	-0.77

	Std Err of Y Est
	
	0.52

	R Squared
	
	
	0.90

	No. of Observations
	
	25

	Degrees of Freedom
	
	23

	
	
	LN(EXCH)
	

	X Coefficient(s)
	2.48
	

	Std Err of Coef.
	0.17
	

	
	
	14.19
	


IMPORT DETAILS

	RUBBER
	
	

	Constant
	
	
	-58.50

	Std Err of Y Est
	
	12.60

	R Squared
	
	
	0.94

	No. of Observations
	
	24

	Degrees of Freedom
	
	21

	
	
	GDP*
	TI

	X Coefficient(s)
	0.00013
	0.0004

	Std Err of Coef.
	0.00003
	0.0001

	T-RATIO
	
	4.73
	2.94


	OTHER AGRICULTURE
	
	

	Constant
	
	
	18193.77

	Std Err of Y Est
	
	5677.30

	R Squared
	
	
	0.47

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.02
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	4.43
	


	TEXTILES
	
	

	Constant
	
	
	-63532.61

	Std Err of Y Est
	
	7285.51

	R Squared
	
	
	0.96

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.15
	

	Std Err of Coef.
	0.01
	

	T-RATIO
	
	23.75
	


	FOOD PROCESSING
	
	

	Constant
	
	
	-10297.98

	Std Err of Y Est
	
	2757.80

	R Squared
	
	
	0.90

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.03
	-0.02

	Std Err of Coef.
	0.00
	0.03

	T-RATIO
	
	13.76
	


	CHEMICALS 
	
	

	Constant
	
	
	2628.99

	Std Err of Y Est
	
	4591.40

	R Squared
	
	
	0.85

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.04
	-0.04

	Std Err of Coef.
	0.00
	0.05

	T-RATIO
	
	11.20
	


	NON-METAL PRDUCTS
	
	

	Constant
	
	
	-13883.73

	Std Err of Y Est
	
	2159.65

	R Squared
	
	
	0.95

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.04
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	19.52
	


	OTHER MANUFACTURES
	
	

	Constant
	
	
	-9185.14

	Std Err of Y Est
	
	1843.03

	R Squared
	
	
	0.96

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.04
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	23.79
	


	MACHINERY & EQUIPMENT MANUFACTURING
	
	

	Constant
	
	
	-860.10

	Std Err of Y Est
	
	136.30

	R Squared
	
	
	0.92

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	TI
	

	X Coefficient(s)
	0.01
	

	Std Err of Coef.
	0.00
	

	T-RATIO
	
	16.40
	


	BASIC METALS
	
	

	Constant
	
	
	25946.24

	Std Err of Y Est
	
	13265.94

	R Squared
	
	
	0.78

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	0.10
	

	Std Err of Coef.
	0.01
	

	T-RATIO
	
	8.96
	


	PETROLEUM
	
	

	Constant
	
	
	59484.84

	Std Err of Y Est
	
	11491.28

	R Squared
	
	
	0.30

	No. of Observations
	
	24

	Degrees of Freedom
	
	22

	
	
	GDP*
	

	X Coefficient(s)
	-0.03
	

	Std Err of Coef.
	0.01
	

	T-RATIO
	
	-3.05
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TRADE POLICY creating A REGIME OF LIBERALIZED TRADE


 INVESTMENT POLICY creating A FAVORABLE CLIMATE FOR FOREIGN INVESTMENT  and ENCOURAGING PRIVATE INVESTMENT while actively pursuing PRIVATIZATION OF GOVERNMENT ENTERPRISES


SUPPORTIVE MACROECONOMIC POLICY comprising of EXCHANGE RATE ALIGNMENT, INTEREST RATE DEREGULATION and MONETARY MANAGEMENT through a REDUCTION IN THE FISCAL DEFICIT with a view to INFLATION CONTROL. 
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