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. ’7 tc:iu :eint Account Fiscal Deficit
&
Exoge&ous (C?D?‘glgg?n equation (LnFD/GDP)
variablas -
Birect Total Dlract Total
] effect effact sffact affact
LnEXRﬂ 2.90* §.35* e -0.60*
LnTOT, -2.92¢ 2.67 — -0.27
LnPCYy, -6.86* -8.89* - 0.47
Ln_lE_Qf@DPa _________ | e ~-19.47* 091 208"
Lo(M2/GDP)g, e -3.68 -1.55% 0.38
Intercept 53.32* 8375 3.83" -7.09

Note: * indicates significance of the variable.
Estimated Total and Direct Eﬂ‘ec-t of Exogenous Variables on Current Account Deficit and Fiseal Deficit
In simultaneous equation model, in order to make correct inferences from estimated structural coefficients we should
be aware of direct impact, total impact and indirect impact of €xogenous variables on dependent variable. A structural
parameter represents direct effect of exogenous variable on endogenous variable whereas reduced for;n parameter

represents total effect. In order to have a comparison between direct and total impact of exogenous variable on
dependent variable table 4 reports both impacts,

With respect to fiscal deficit equation, the direct impact of external debt as percent of GDP on fiscal deficit is less than
total impact. Since direct impact accounts for .91 percent increase in fiscal deficit whereas total impact accounts for
2.08 percent increase in fiscal deficit given that 1 percent increase in external debt to GDP ratio. Therefore, we conclude
indirect impact of debt through debt servicing channel is more important than actual debt stock as percent of GDP. The
adverse effects of debt servicing can be visualized as it absorbs country’s own resources or revenues. The indirect
impact of money supply on fiscal deficit is not significant therefore no valid inferences can be drawn.

V. Conclusion and Policy Prescriptions

This study empirically explores dynamic relationship of twin deficit hypothesis in Pakistan using annual data. It
improves deficiency in methodology by utilizing simultaneous model instead of a single equation model and by
exploring direct and indirect effects of exogenous variables on dependent variables. The analysis covered time period
1974 to 2010. After confirming stochastic properties of the data with Ng-Perron test 3SLS method is utilized to estimate
the model. The 3SLS results report that most of the variables are significant, aligned with theory and consistent with
current situation of the country. The core finding of the study is: It strongly supports two-way relationship by
confirming direct and positive relationship between fiscal deficit and current account deficit during the investigated
period. Fiscal deficit is caused by increase in current account deficit with feedback effect. Accelerated fiscal deficit has
spurred real current account deficit and increased current account deficit have further caused jump in fiscal deficit. In
2 nutshell, we can safely conciude bi-directional relationship between current account deficit and fiscal deficit in
Pakistan during 1974-2010,

To avercome these ill effects of rising twin deficit various policy prescriptions are suggested in the light of
empirical findings which are as follows. First, coordinated trade, fiscal and monetary policy is required to maintain
macro-economic balances and to gear growth of the country. Second, proper management of escalated external debt is
required in order to overcome its bad effects on rising fiscal deficit. Third, expansionary monetary policy need to be
pursued with special care because on one side it uses for deficit financing whereas on other side it causes inflationary
pressures on the economy. Fourth, in order to achieve international competitiveness exports needs to be value added
and high quality. Fifth, deterioration in terms of trade needs to be addressed on urgent basis.

AppendixA: Description and Data Sources of the Variables
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Service Sector Innovation and Performance:
A Case Study of Indian Banking

*Inderjeet Singh (Dr.)
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Introduction

Modern economists emphasize the catalytic role that the innovations and technological changes play in the
growth of an economy. The innovations and technological changes bring about an increase in per capita income, either
by reducing the amount of inputs per unit of output or by yielding more output per unit of input (Leontief,‘ 1963;
Mathur. 1933). Consequently, as an economy moves from lower to higher stages of development, there occurs a shifi
from simpler to more modern and complicated techniques of production on the one hand and from primary to secondary
and or to tertiary sectors on the other (Singh and Joshi, 2013). In case of India, the excess growth of tertiary sector in
the gross domestic product has already crossed the fifty percent mark. The study of nature and dynamics of service
sector is called for. In the curtent phase of competition, performance is the buzzword. In addition to other factors,
performance is a function of innovations. Innovation inputs are information and communication technology, R&D and
human capital, throughputs are organizational change and oufputs are productivity, profitability, efficiency and growth.
An analysis of service sector innovation and performance in tertiary sector, in general, and of banking sector, in
particular is a need of the time. In this context, the study is an attempt to relate the service sector innovation and

performance in the Indian banking secior

Review of Theory and Empirics
Conceptuaily, innovation means something new. Innovation is introduction of a new good, introduction of

new method of production, the opening of a new market, the conquest of a new source of supply, carrying out of the
new organization of any industry (J. Schumpeter, 1934). [nnovation is an idea, practice or object that is perceived as
new by an individual or other unit of adoption (Rogers, 1983). Van de ven (1986) described innovation as a new idea,
which.may be recombination of old ideas, a scheme that challenges the present order, a forrnu!a ora un'ique approach,
which is perceived as new by the individuals involved. According to Senge (1990), an innovation isan idea that can_be
replicated reliably on a meaningful scale and a basic innovation is on‘e that creates or trfmsfonns an mdus'try. Accordl.ng
to Regis Cabral (1998, 2003), innovation is a new element introduced in the petwork, which changes,_ even if momentarily,
the costs of transactions between at least two actors, elements or nc?des in the netv\{ork..hu}ovanon means New ways
of doing something. It may refer to incremental, radical, and Eevoluponm‘y _changes in thinking products, p:-lchc)esds_e:)si.1 c:-
organizations. (Mckeown, 2008 There is few studies on relation of innovation and perfol:mance (Lf)pes falrllth 0 1; rim;
2005; Yingli Huang, Lapavitsas and Santos, 2008: Ghosh and Mondal, 2011). In developing countries still the re

of innovation and performance is a paradox. The review is indicative of the fact that a very litt!e work has beefl done tgn
relation of innovation and performance in service sector; whatever work has been done, it is too aggregative or th®
le scope for the same.
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