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The purpose of this study is to analyze the spillover effects of economic and
financial growth in the South Asian Association for Regional Cooperation
(SAARC) member countries (India, Pakistan, Maldives, Nepal, Sri Lanka,
Bangladesh, and Bhutan) on Afghanistan’s economy. In this research, annual
data on economic variables (gross domestic product, exports of goods and
services) and financial variables (exchange rate) over the period 2000-2021 have
been used, applying the panel vector autoregression (PVAR) model. The results
of this study indicate the existence of a positive and long-term relationship
between the growth of economic and financial variables in India, Pakistan,
Bangladesh, the Maldives, Bhutan, Sri Lanka, and Afghanistan. In the short term
as well, Afghanistan’s economic growth depends on the economic and financial
variables of other SAARC member countries, except for Nepal. Furthermore, the
long-term results confirm that SAARC member countries play a significant role
in explaining the fluctuations of Afghanistan’s economic and financial variables.
It is noteworthy that India and Pakistan, respectively, have the largest share in
this regard.
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Introduction

Economic growth and development have now evolved from being a purely national phenomenon to
becoming a regional one. Accordingly, developing and developed countries, in order to deepen and
expand their economic and trade relations and to achieve rapid economic growth, have taken steps
toward strengthening regional cooperation and integration. Since Afghanistan is landlocked and
dependent on its neighbors for trade, domestic and external challenges—including narcotics production
and prolonged wars—have significantly affected the country’s economy. Due to its strategic location,
regional cooperation, particularly in the energy sector, is of special importance for Afghanistan.
Moreover, as a weak economy, Afghanistan has consistently sought to pave the way for its economic
development by leveraging regional and international capacities. The South Asian Association for
Regional Cooperation (SAARC), as a key regional institution, can play a major role in this regard.
Afghanistan became a member of SAARC in 2007, and Bamiyan Province was designated as the
organization’s first cultural capital in 2015 (Fayyazi, 2021). Hence, this study seeks to answer the
guestion of how the growth of economic and financial variables in SAARC member countries affects
Afghanistan’s economy.

Focusing on the spillover effects of economic and financial growth in SAARC member countries on
Afghanistan’s economy, and employing the panel vector autoregression (PVAR) model, is an innovative
approach. The findings of this study can provide deeper insights into the economic and financial
interconnections between Afghanistan and SAARC countries, which in turn carry important
implications for Afghanistan’s economic policymaking.

Methodology

The objective of this study is to analyze the spillover effects of economic and financial growth in
SAARC member countries (India, Pakistan, Maldives, Nepal, Sri Lanka, Bangladesh, and Bhutan) on
Afghanistan’s economy. The research uses annual data on economic variables (gross domestic product,
exports of goods and services) and financial variables (exchange rate) for the period 2000-2021,
applying the panel vector autoregression (PVAR) model.

Results and Discussion

The findings of this study indicate the existence of a positive and long-term relationship between the
growth of economic and financial variables in India, Pakistan, Bangladesh, the Maldives, Bhutan, Sri
Lanka, and Afghanistan. In the short term, Afghanistan’s economic growth is also dependent on the
economic and financial variables of other SAARC countries, except for Nepal. Furthermore, the long-
term results confirm that SAARC member countries play a significant role in explaining the fluctuations
of Afghanistan’s economic and financial variables. Notably, India and Pakistan account for the largest
shares in this regard.
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