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Abstract

In this dissertation, the impact of Exchange Rate Volatility on Economic Growth of
Pakistan is examined. The data used for the purpose is from 1980 to 2016. First of all,
the exchange rate volatility is measured with the help of Autoregressive Conditional
Heteroscedasticity (ARCH) model. Then after testing the stationarity of the variables
under examination, Autoregressive Distributed Lag (ARDL) model is used for analysis.
It is found that the exchange rate volatility is negatively affecting the GDP growth of
Pakistan, which is in line with the theory. The higher the level of volatility in the
exchange rates, the higher will be the negative effect on the GDP. The volatility shows
the vulnerability of domestic currency, hence creating a threat of country’s exports that
ultimately leads to affect the GDP negatively. Interest rate is also found to be negatively
affecting the GDP of Pakistan, which is in line with the theory. As increase in the
interest rate is a contractionary monetary policy that is meant to reduce economic
activity in the country. The other variables, e.g. Human capital (Expenditure on
education) and Physical capital (Capital formation) are found to be having significant
positive impact on the GDP growth of Pakistan. The findings of the study suggest that
exchange rate fluctuations should be controlled in order to have a stable image in the

international economy, so that the export of Pakistan may not be suffered.

viii



Contents

AADSTIACT . ...t s viii
1. INTRODUCTION ....ooiiiiiiiiaiteiie sttt esae e beesteesneesnaeanaeanseensaesseesneeanes 2
1.1 INTRODUCTION .....oooiiiiiiiiieireieeeese e 2
1.2  EXCHANGE RATE REGIMES IN PAKISTAN ......cciiiiiiiiieiiene e 5
121 FIXED EXCHANGE RATE REGIME (1947-1981) ...veoviiiiiieieieeeesie e 5
1.2.2 MANAGED FLOATING EXCHANGE RATE (1982-1998)........ccccccvivevieiieeiennn, 6
1.2.3 FLEXIBLE EXCHANGE RATE REGIME (JULY 2000-2016): ....cccovevrvevirinienenen 8
1.3 PROBLEM STATEMENT ..ottt 9

1.4  RESEARCH QUESTIONS .....ccoiitiiiiitiieieises e 9
1.5  OBJECTIVES AND AIMS ...ttt et 10
1.6 SIGNIFICANCE OF THE STUDY ..utiiiiiiiiiiieie et 10
1.7 THEORETICAL FRAMEWORK ......cooiiiiiiiiiiieiie e 10
171 EXCHANGE RATE AND ECONOMIC GROWTH.......cccoviiiiiiiieicceiicienes 11
2. LITERATURE REVIEW .....ooiiiiiiiieieiie e 14
2.1  LITERATURE REVIEW .....cciiiiiiiieiiiiee s 14
2.2 HYPOTHESIS ...ttt bbbt ne e 20
2.3 RESEARCH GAP ...ttt bbb 20
3.1 DATA DESCRIPTION: ...oiiiiiiciciisiisesese e 22
3.2 METHODOLOGY : ..iiiiiiiiiteiieieiee ettt 22
3.21 Autoregressive Conditional Heteroskedasticity (ARCH) Model:...........cccoccvvrnnnne. 22
3.2.2 Augmented Dickey Fuller (ADF) Test: ..o 23
3.2 AUTOREGRESSIVE DISTRIBUTED LAG MODEL........cccooiiiiiiiieiieie e 24
321 A SIMPLE MOACL: ..o 24
3.21 BOUNA TESTING ...ttt bbbttt bbb s 25
3.2.2 WAL TSt ..ttt bbbt n e 25
4. Results and DiSCUSSIONS ........uuiviriiiiiiiitiieeii et 27
4.1 UNivariate ANALYSIS......coiiiiiiiiiieiiiiseesi e 27
4.2  Augmented Dickey FUller TeSt........ocvoiiiiiiiiiiiciie e 29
4.3 EStimation RESUILS .......coiiiiiiiiiiiiiiiiiee s 30
431 Long Run Estimation RESUILS ..........cciiiiiiiiiiiiiiiieei e 30
432 Short Run Estimation RESUILS .........ccoviviiiiiiiiiiiesee e 32
5. Summary, Conclusion & Recommendations ............coceviiciiiiiiiiiiinii i 36
51  Summary & CONnCIUSION......cciviiiiiiiiiiieii e 36
5.2 ReCOMMENAALIONS. ....ciiiiiririiieieiei e 36
RETEIBNCES. ...t 38
APPENDIXES ... 41



