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1.5 Significance of the study

Numbers of studies have been conducted on exchange rate depreciation, money growth
and inflation rate, but no attempt has yet been made to study the threshold effect of these
variables. The present study attempts to fill this gap in literature. The study is helpful for

consumers who are affected by the exchange rate depreciation and growth in money

supply, and for foreign investors and policy makers to improve their business and

economy respectively because information plays a significant role to change business
scenario. The findings of the study are helpful in ensuring that suitable actions are taken.
Moreover it would also provide as a future reference for researchers on the subject of

threshold impact of exchange rate and money supply growth on inflation rate.

1.6 Organization of the study

The study has six-chapters. The present chapter is related to the introduction of the study.
Second chapter provides an overview of inflation rate, exchange rate and money growth
in Pakistan. Third chapter provides a comprehensive review of the empirical and
theoretical liferature on exchange rate, money growth and inflation rate. Empirical model,
estimation technique and sources of data are discussed in fourth chapter. Interpretation of
results and major finding of the study which have cardinal position in the research are
discussed in fifth chapter. As usual, last chapter is dedicated to conclusions and policy

recommendations. :
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The economic growth, which had privileged during 1989-90 measured strongly in next 2
years. Mpnetary growth which had decreased to 4.6% in the year 1989 increased to
12.6% in the year 1990 and seeing as it has been in range of 16% to 18% except in the
year 1992. The reason of monetary .expansion was high budget deficits during these
years. In the year of 1994 monetary growth rate was stood at 16%, while the budget
deficit was carried down 5.8% of the GDP. Money growth in 1994 was mostly on

account of increase of net foreign resources rather than the domestic credit formation. An

increase of foreign assets had become essential because of the drawdown of assets in last

year. Thus the cause for the increase in money growth in the year of 1994 was different
from the last three years. The pressure on foreign assets and appreciation of exchange
rate required depreciaﬁon in the year of 1994. Pressure on exchange rate and foreign
assets was reasoned of the monetary and fiscal disorderliness during the years 1991-93.

This period was also marked as the main thrust in the liberalization of an economy.

The SBP and private and public forecasters show interest in money supply growth
because it affects real eéonofhic growth and general price level. Money supply is
considere_d as a major tool for controlling inflation rate. Economists think that money
supply growth leads to inflation if the demand for money is constant so that rise in money
supply is not met by equal rise in demand. Money supply in Pakistan averaged Rs.
6957205.78 Million from 2008 to .2012' The lowest amount of money supply was

recorded Rs. 4431502 million in July 2008.

Central bank’s monetary policy is approved by Fractional Reserve Banking which allows
commercial banks to generate money through credit. Pakistan is a developing country so

it is more concerned with the accessibility of money for economic development. In order
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