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Abstract 

Purpose: This paper aims to explore the impact and long-term shocks of exchange rates on import and export of the 

BIMSTEC Countries. 

Methodology: The study uses quarterly data from 2011-2022 on trade and exchange rates in BIMSTEC countries from 

various sources and employs tests like VAR Granger Causality Test, Regression Analysis and ARDL Cointegration. 

Findings: The study analysed the impact of import and export grangers on the exchange rate in Bangladesh, India, Bhutan, 

Nepal, and Myanmar. It found that import and export grangers cause the exchange rate, while only export grangers 

significantly impact the exchange rate on export. In contrast, Nepal, Sri Lanka, and Thailand do not have granger causality 

between import, export, and exchange rate. The ARDL model revealed that for India, Bangladesh, Bhutan, and Nepal, 

cointegration exists, while for Myanmar and Thailand, cointegration does not exist. In Sri Lanka, the ARDL model becomes 

inconclusive. 

Originality: The study explores the area of Exchange Rate and Trade which are the major economic factors for BIMSTEC 

countries, paving the way for further research on other countries with different time periods and economic growth factors.  
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1. Introduction 

With an emphasis on seven member nations, the study looks at exchange rate changes within the Bay of Bengal Initiative 

for Multi-Sectoral Technical and Economic Cooperation (BIMSTEC). The acronym BIST-EC stood for Bangladesh, India, 

Sri Lanka, and Thailand Economic Cooperation. SAARC, which was founded in 1985 by Bangladesh, Bhutan, India, 

Maldives, Nepal, Pakistan, and Sri Lanka, and BIMSTEC, which was founded in 1997 by five South Asian countries and 

two ASEAN countries, adopted these acronyms, which consists of Bangladesh, India, Bhutan, Nepal, Sri Lanka, Myanmar 

and Thailand. The paper looks at trends in exchange rates and their effect on factors including; debt service, FDI, tourist 

arrivals, inflation, trade balance and remittances. It postulates that a depreciating national currency can make export-

dependent countries’ balance of trade beneficial by reducing the cost of imports and boosting exports for exports. Foreign 

exchange also influences export profitability, import demands and capacities, its competitiveness, and the economy in 

general. Higher exchange rate preferred will enhance demand and, in turn, enhance income while higher exchange rate at 

home hampers exports by raising prices and perhaps lower export quantities. The paper stresses the issue of exchange rate 

risk for and, therefore, its effect on the businesses and policy makers. 

 

2. Literature Review 

Sugiharti et.al (2020) studied that the exchange rate volatility significantly impacts exports of commodities to India, Japan, 

South Korea, and the US, with negative effects on plastics goods and a strong long-term effect on Asian countries. Thuy 

and Thuy (2019) identified that exchange rate volatility negatively impacts long-term export volume, while depreciation 

of domestic currency negatively impacts short-term exports but positively in long run, despite foreign country real income 

increase. Raphael et.al (2016) studied that depreciations are more strongly passed through than appreciations in long-run 

economies, suggesting exporters may exert long-run pricing power, with asymmetry stronger in import-dependent 

economies. Choudhri and Hakura (2015) observed that the exchange rate pass-through to import prices for numerous 

countries is incomplete and larger than the pass-through to export prices. 

However, Khan and Ismail (2014) found that trade and government intervention, foreign remittances, and transactions 

with the IMF and USAID may significantly affect exchange rate variability in Pakistan in recent years. Adeniran et.al 

(2014) found that developing countries benefit from flexible exchange rate regimes, while interest rates and inflation 

negatively impact economic growth. Cheung and Sengupta (2013) found that Currency appreciation and volatility 

negatively impact Indian firms' export shares, with labour costs intensifying trade effects due to which smaller firms 

respond asymmetrically, with services being more affected.  
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3. Research Objectives 

The objectives taken for the study: 

1. To examine the relationship of exchange rate and foreign trade;  

2. To analyse the impact of exchange rate on the foreign trade; 

3. To analyse the influence of exchange rate shocks on foreign trade in long run 

 

4. Research Methodology 

The data of trade (Export and Import), Exchange Rates is taken on quarterly basis from 2011-2022 of the BIMSTEC 

Countries from sources like Trading Economics, CEIC Data and Investing.com. Test like Granger Causality Test using 

VAR, Autoregressive Distributed Lag [ARDL] Cointegration Long Run Test and Regression analysis using the software 

EViews.  

 

5. Analysis and Interpretation 

The analysis starting from VAR Granger Causality followed by Regression and ARDL Model.  

• VAR Granger Causality 

We investigate that if Exchange rate has a significant relationship on Foreign Trade, for which VAR Granger Causality Test 

had been conducted. For our research we conducted a study on BIMSTEC countries.  

 

 
[Table 1: VAR Granger Causality Test of Bangladesh through EVIEWS] 

 

For Bangladesh’s point of view, Import does granger cause Exchange Rate of 1$ to BDT since P-value is equal to 0.05. 

Export doesn’t granger cause Exchange Rate of 1$ to BDT since P-value is greater than 0.05. All the independent variables 

when put together can granger cause Exchange Rate of 1$ to BDT. 

Exchange Rate of 1$ to BDT, Export and all doesn’t granger cause Import since P-value is greater than 0.05. 

Exchange Rate of 1$ to BDT, Import and all doesn’t granger cause Export since P-value is greater than 0.05.  

 

 
[Table 2: VAR Granger Causality Test of India through EVIEWS] 
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For India’s point of view, Import, Export and all doesn’t granger cause Exchange Rate of 1$ to INR since P-value is greater 

than 0.05. 

Exchange Rate of 1$ to INR, Import and all doesn’t granger cause Export since P-value is greater than 0.05. 

Exchange Rate of 1$ to INR doesn’t granger cause Import since P-value is greater than 0.05. Export does granger cause 

Import since P-value is less than 0.05. All the independent variables when put together can’t granger cause Import. 

 

  
[Table 3: VAR Granger Causality Test of Bhutan through EVIEWS] 

 

For Bhutan’s point of view, Export doesn’t granger cause Exchange Rate of 1$ to BTN since P-value is greater than 0.05. 

Import does granger cause Exchange Rate of 1$ to BTN since P-value is less than 0.05. All the independent variables when 

put together can granger cause Exchange Rate of 1$ to BTN. 

Import doesn’t granger cause Export since P-value is greater than 0.05. Exchange Rate of 1$ to BTN does granger cause 

Export since P-value is less than 0.05. All the independent variables when put together can granger cause Export. 

Exchange Rate of 1$ to BTN, Export and all doesn’t granger cause Import since P-value is greater than 0.05. All the 

independent variables when put together can granger cause Import. 

 

  
[Table 4: VAR Granger Causality Test of Myanmar through EVIEWS] 

 

For Myanmar’s point of view, Import, Export and all doesn’t granger cause Exchange Rate of 1$ to MMK since P-value 

is greater than 0.05. 

Exchange Rate of 1$ to MMK, Export and all doesn’t granger cause Import since P-value is greater than 0.05. 

Exchange Rate of 1$ to MMK does granger cause Import since P-value is less than 0.05. Export doesn’t granger cause 

Import since P-value is greater than 0.05. All the independent variables when put together can granger cause Import. 
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[Table 5: VAR Granger Causality Test of Nepal through EVIEWS] 

 

For Nepal’s point of view, Import, Export and all doesn’t granger cause Exchange Rate of 1$ to NPR since P-value is 

greater than 0.05. 

Exchange Rate of 1$ to NPR, Import and all doesn’t granger cause Export since P-value is greater than 0.05. 

Exchange Rate of 1$ to NPR, Export and all doesn’t granger cause Import since P-value is greater than 0.05. 

 

  
[Table 6: VAR Granger Causality Test of Sri Lanka through EVIEWS] 

 

For Sri Lanka’s point of view, Import, Export and all doesn’t granger cause Exchange Rate of 1$ to LKR since P-value is 

greater than 0.05. 

Exchange Rate of 1$ to LKR, Import and all doesn’t granger cause Export since P-value is greater than 0.05. 

Exchange Rate of 1$ to LKR, Export and all doesn’t granger cause Import since P-value is greater than 0.05. 

 

  

[Table 7: VAR Granger Causality Test of Thailand through EVIEWS] 
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For Thailand’s point of view, Import, Export and all doesn’t granger cause Exchange Rate of 1$ to THB since P-value is 

greater than 0.05. 

Exchange Rate of 1$ to THB, Import and all doesn’t granger cause Export since P-value is greater than 0.05. 

Exchange Rate of 1$ to THB, Export and all doesn’t granger cause Import since P-value is greater than 0.05. 

 

Regression Analysis 

Now to find the impact of exchange rate on the trade, regression had been conducted.   

H0: There is a no significant impact of exchange rate of a country.  

 

Bangladesh: 

 
[Table 8: Regression Analysis of Bangladesh through EVIEWS] 

 

The exchange rate of 1$ to BDT, Import and Export have a moderate association, as seen by the value of R2= 58.53%. The 

F ratio is 31.763 and the p-value of Export and Import to the exchange rate of 1$ to BDT is more than 0.05, which is 0.172 

and 0.179 respectively. Since the p-value is above the acceptable significance level, the model is therefore not significant. 

The variation in the exchange rate of 1$ to BDT has no appreciable effect on the Trade. The H0 hypothesis is thus accepted.  

 

Bhutan: 

 
[Table 9: Regression Analysis of Bhutan through EVIEWS] 

 

The study found a moderate correlation between the Exchange rate of 1$ to BTN and trade, with a R2=48.86% value. The 

P-values for Export and Import were less than 0.05, indicating significant adjustment due to trade. The exchange rate of 1$ 

to BTN in Bangladesh increased by 74.05% for every 1% increase in export and 73.93% for every 1% increase in import, 

rejecting the H0 theory and indicating a significant positive relationship between Exchange rate and Trade. 
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India: 

 
[Table 10: Regression Analysis of India through EVIEWS] 

 

The value of R2=22.19%, indicating a moderate degree of correlation between the Exchange rate of 1$ to INR and Trade. 

P-value of both Export is less than 0.05, which is 0.01 and the p-value of Import is greater than 0.05, which is 0.116, and 

the F ratio is 21.49. The p-value of Export is below the acceptable significance level while the p-value of Export is beyond 

the acceptable significance level, indicating that the result is significant for Export and insignificant for Import. Because 

the P-value of Export is less than the permissible value of 0.05, there has been a considerable adjustment in Exchange rate 

of 1$ to INR due to its trade. The Exchange rate of 1$ to INR rate of India will rise by 1.82% every 1% increase in Export. 

The H0 theory is therefore rejected for Export and for Import it is accepted. As a result, the data points to a significant 

positive relationship between Exchange Rate and Export. 

 

Myanmar: 

 
[Table 11: Regression Analysis of Myanmar through EVIEWS] 

 

The value of R2=58.84%, indicating a moderate degree of correlation between the Exchange rate of 1$ to MMK and Trade. 

The P-values for Export and Import were less than 0.05, indicating a significant adjustment due to trade. The Exchange 

rate of 1$ to MMK in Myanmar increased by 677.93% for every 1% increase in export and 665.29% for every 1% increase 

in import, rejecting the H0 theory. The data indicates a significant positive relationship between Exchange Rate and Trade. 
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Nepal: 

 
[Table 12: Regression Analysis of Nepal through EVIEWS] 

 

The value of R2=60.48%, indicating a moderate degree of correlation between the Exchange rate of 1$ to NPR and Trade. 

The P-values for Export and Import were less than 0.05, indicating a significant adjustment in the Exchange rate of 1$ to 

NPR due to trade. The data showed that the Exchange rate of 1$ to NPR rate in Nepal decreases by 147.64% for every 1% 

increase in export and rises by 46.53% for every 1% increase in import, rejecting the H0 theory and indicating a significant 

positive relationship between the Exchange rate and trade. 

 

Sri Lanka: 

 
[Table 13: Regression Analysis of Sri Lanka through EVIEWS] 

 

The value of R2=54.11%, indicating a moderate degree of correlation between the Exchange rate of 1$ to LKR and Trade. 

The P-values for Export and Import were less than 0.05, indicating a significant adjustment in the exchange rate due to 

trade. The exchange rate of 1$ to LKR in Sri Lanka increased by 382.40% for every 1% increase in export and decreased 

by 173.14% for every 1% increase in import. Therefore, the H0 theory is rejected, indicating a significant positive 

relationship between the exchange rate and trade. 
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Thailand: 

 
[Table 14: Regression Analysis of Thailand through EVIEWS] 

 

The value of R2=9.94%, indicating a low degree of correlation between the Exchange rate of 1$ to THB and Trade. The P-

values for export and import were less than 0.05, indicating significant adjustments due to trade. The exchange rate of 1$ 

to THB in Thailand increased by 0.528% for every 1% increase in export and decreased by 0.402% for every 1% increase 

in import. Therefore, the H0 theory is rejected, indicating a significant positive relationship between the exchange rate and 

trade.  

• Autoregressive Distributed Lag (ARDL) Model 

To apply Autoregressive Distributed Lag (ARDL) Model, the data needs to be stationary. To test the stationarity, Unit Root 

Test had been conducted. 

After the Unit Root was conducted, it was found that the value of Exchange Rate from 1$ to domestic currencies, Export 

and Import for all the BIMSTEC countries, the data series was stationary in nature.  

Now to analyse the influence of exchange rate shocks on foreign trade, Autoregressive Distributed Lag (ARDL) Model has 

been used. 

 

Bangladesh: 

H0: There is no long run relationship and cointegration does not exist. 

 
[Table 15: F-Bounds Test of Bangladesh through EVIEWS] 
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In long run form and bounds we found that in F-Bounds test the value of F-statistic is 8.008 which greater than I (1) value 

at 5% level of significance, the null hypothesis gets rejected and it can be concluded that there is a long run relationship 

and cointegration exists.  

 
[Table 16: Levels Equation of Bangladesh through EVIEWS] 

 

EC is the error correction term and it is the residual form long run equation 

The p-value of Import is less than 0.05 which is significant whereas the p-value of Export is more than 0.05 which is not 

significant, so it can be concluded that Import have long run effect on the Exchange Rate- 1$ to BDT whereas Export does 

not have long run effect on the Exchange Rate- 1$ to BDT.  

Thus, the equation stands as:  

EC=1$_BDT-(8.6707*Ban_Import+63.0186) 

Now we estimate Error Correction Model. 

 

 
[Table 17: Error Correction Model of Bangladesh through EVIEWS] 

 

CointEq (-1) means error correction coefficient. Here, CointEq (-1) is negative and p-value is less than 0.05 which means 

there is a presence of long run causality. Here, CointEq (-1) means speed of adjustment of any equilibrium towards long 

run equilibrium state. Here the speed of adjustment is 0.2044*100 = 20.44%, so the speed of adjustment is moderate. 

 

 

 



   
  
  
 

2118 

European Economic Letters 
ISSN 2323-5233 

Vol 14, Issue 3 (2024) 

http://eelet.org.uk 

India: 

H0: There is no long run relationship and cointegration does not exist. 

 
[Table 18: F-Bounds Test of India through EVIEWS] 

 

In long run form and bounds we found that in F-Bounds test the value of F-statistic is 5.7978 which greater than I (1) value 

at 5% level of significance, the null hypothesis gets rejected and it can be concluded that long run relationship and 

cointegration exists.  

 
[Table 19: Levels Equation of India through EVIEWS] 

 

EC is the error correction term and it is the residual form long run equation 

The p-value of Export and Import is more than 0.05 which is not significant, so it can be concluded that Export and Import 

does not have long run effect on the Exchange Rate- 1$ to INR. Thus, no equation is formed. 

Now we estimate Error Correction Model. 

 

 
[Table 20: Error Correction Model of India through EVIEWS] 
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CointEq (-1) means error correction coefficient. Here, CointEq (-1) is negative and p-value is less than 0.05 which means 

there is a presence of long run causality. Here, CointEq (-1) means speed of adjustment of any equilibrium towards long 

run equilibrium state. Here the speed of adjustment is 0.0376*100 = 3.76%, so the speed of adjustment is very less. 

 

Bhutan: 

H0: There is no long run relationship and cointegration does not exist. 

 
[Table 21: F-Bounds Test of Bhutan through EVIEWS] 

 

In long run form and bounds we found that in F-Bounds test the value of F-statistic is 4.2959 which greater than I (1) value 

at 5% level of significance, the null hypothesis gets rejected and it can be concluded that long run relationship and 

cointegration exists.  

 
[Table 22: Levels Equation of Bhutan through EVIEWS] 

 

EC is the error correction term and it is the residual form long run equation 

The p-value of Import is less than 0.05 which is significant whereas the p-value of Export is more than 0.05 which is not 

significant, so it can be concluded that Import have long run effect on the Exchange Rate- 1$ to BTN whereas Export does 

not have long run effect on the Exchange Rate- 1$ to BTN.  

Thus, the equation stands as:  

EC=1$_BTN-(111.060*Bhut_Import+38.64643) 

Now we estimate Error Correction Model. 
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[Table 23: Error Correction Model of Bhutan through EVIEWS] 

 

CointEq (-1) means error correction coefficient. Here, CointEq (-1) is negative and p-value is less than 0.05 which means 

there is a presence of long run causality. Here, CointEq (-1) means speed of adjustment of any equilibrium towards long 

run equilibrium state. Here the speed of adjustment is 0.1027*100 = 10.27%, so the speed of adjustment is very less. 

Myanmar: 

H0: There is no long run relationship and cointegration does not exist. 

 

 
[Table 24: F-Bounds Test of Myanmar through EVIEWS] 

 

In long run form and bounds we found that in F-Bounds test the value of F-statistic is 2.2876 which less than I (0) value at 

5% level of significance, the null hypothesis gets accepted and it can be concluded that no long run relationship and 

cointegration doesn’t exists.  

Now we estimate ARDL Model. 
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[Table 25: ARDL Model of India through EVIEWS] 

 

For currency exchange rate- 1$ to MMK its lagged period has a negative influence on itself. In case of both Import and 

Export at level it does not have any impact on exchange rate- 1$ to MMK.  

 

Sri Lanka: 

 
[Table 26: F-Bounds Test of Sri Lanka through EVIEWS] 

 

In long run form and bounds we found that in F-Bounds test the value of F-statistic is 3.5416 which is in between I (0) and 

I (1) value at 5% level of significance, which concludes the test is inconclusive. 

Nepal: 

 

[Table 27: F-Bounds Test of Nepal through EVIEWS] 
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In long run form and bounds we found that in F-Bounds test the value of F-statistic is 4.8053 which greater than I (1) value 

at 5% level of significance, the null hypothesis gets rejected and it can be concluded that long run relationship and 

cointegration exists.  

 

 
[Table 28: Levels Equation of Nepal through EVIEWS] 

 

EC is the error correction term and it is the residual form long run equation 

The p-value of Export and Import is more than 0.05 which is not significant, so it can be concluded that Export and Import 

does not have long run effect on the Exchange Rate- 1$ to NPR.  

Thus, the equation stands as:  

EC=1$_NEP-90.2569 

Now we estimate Error Correction Model. 

 

 
[Table 29: Error Correction Model of India through EVIEWS] 

 

CointEq (-1) means error correction coefficient. Here, CointEq (-1) is negative and p-value is less than 0.05 which means 

there is a presence of long run causality. Here, CointEq (-1) means speed of adjustment of any equilibrium towards long 

run equilibrium state. Here the speed of adjustment is 0.1047*100 = 10.47%, so the speed of adjustment is very less. 
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Thailand: 

 

[Table 30: F-Bounds Test of Thailand through EVIEWS] 

 

In long run form and bounds we found that in F-Bounds test the value of F-statistic is 1.6524 which less than I (0) value at 

5% level of significance, the null hypothesis gets accepted and it can be concluded that no long run relationship and 

cointegration does not exists.  

 Now we estimate ARDL Model. 

 

 
[Table 31: ARDL Model of India through EVIEWS] 

 

For currency exchange rate- 1$ to THB its lagged period has no influence on itself and even in case of both Import and its 

lagged variable and Export at level it does not have any impact on exchange rate- 1$ to THB as the p-value is greater than 

0.05 which means there is no significance.  

 

6. Findings and Implications 

The granger causality test with VAR reveals that the concept of granger significantly influences the economic system, 

affecting exchange rates in various countries. In Bangladesh, import does granger cause an exchange rate of 1$ to BDT, 

while export does not granger cause an exchange rate of 1$ to BDT. In India, import, export, and all do not granger cause 

an exchange rate of 1$ to INR, as the P-value is greater than 0.05. In Bhutan, export does granger cause an exchange rate 

of 1$ to BTN, while in Myanmar, import, export, and all do not granger cause an exchange rate of 1$ to MMK. In Nepal, 
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import, export, and all do not granger cause an exchange rate of 1$ to NPR, while in Sri Lanka, import, export, and all do 

not granger cause an exchange rate of 1$ to LKR. In Thailand, import, export, and all do not granger cause an exchange 

rate of 1$ to THB. 

The study reveals that the exchange rate of $1 to BDT has a minor impact on import and export, with no substantial 

influence on trade. The exchange rate of $1 to BTN and trade have a moderate association, with trade accounting for a 

considerable adjustment. A substantial positive association between the exchange rate and trade and a positive relationship 

between export and import is found. The exchange rate of $1 to INR and trade have a modest link, with import and export 

having less impact than import. The Null hypothesis suggests a strong positive correlation. The exchange rate of $1 to 

MMK and trade have a moderate association, with trade accounting for a considerable adjustment. The exchange rate of 

$1 to THB and trade have a weak association, with commerce accounting for a large portion of the variance. 

The ARDL Model was applied to analyse the influence of exchange rate shocks on foreign trade, based on stationary data 

at 1st Difference analysed through Unit Root Test.  

The study found that Bangladesh has a long-run relationship and cointegration with import and export, with a significant 

p-value for import and a non-significant p-value for export. India's long-run relationship and cointegration exist. Bhutan 

also has a long-run relationship and cointegration between import and export, with import having a significant effect on 

the exchange rate and export not having a long-run effect. The study founds a long-run causality, with a low adjustment 

speed of 10.27%. The F-Bounds test for Myanmar showed no significant impact, while the ARDL Model showed a negative 

influence of lagged periods on currency exchange rates but no impact on import and export. Sri Lanka's F-Bounds test 

yielded that the test is inconclusive. The study in Nepal found that cointegration exists with a low-speed adjustment towards 

long-run equilibrium between export and import. Thailand's F-Bounds test showed no significant impact on the currency 

exchange rate. The lagged period and import/export levels also did not significantly affect the exchange rate. 

 

7. Conclusion and Scope for Further Research 

BIMSTEC is an organization made up of countries with exchange rates, which affect the trade balances of the member 

countries. Volatility can translate into more or less competitiveness of exports, changes in import expenses and shifts in the 

trade deficit/surplus. At the same time, exchange rate risks are important for the of foreign direct investment and, therefore, 

should remain stable. There are mutual measures that have been put in place to cover for exposure to forex market 

fluctuations and foster for sound trading interactions with the divergent economy. There must be ways of avoiding risks 

associated with the critical dependency on major customers or fluctuating industries and that is where diversification 

techniques come in. The paper also investigates the link between export outcomes and exchange rates and covers 

information gathered from 1992 to 2003 with a focus put on the quarterly data. Of course, the future studies are possible 

to consider different kinds of currencies and different countries which may also help to explain the influence of the 

exchange rates on export results. 
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