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 Thus, the regression results of equation (12.1) are true for the data of 
1965-99. It implies that the new system introduced in 1982 has not affected 
the channel of reserve movements of the fixed exchange rate period. It means 
that moving from fixed exchange rate system to a managed floating 
exchange rate system has not affected reserve flows in any appreciable way 
either in average or at the margin. It is concluded that the hypothesis of no 
structural change in intercepts and slope is accepted. Thus, the reserve flows 
equation (12.1) is the true model and results are reported in Table 1. 

 The theory clearly provides prior predictions about the signs of the 
coefficients in the estimated equation (12.1). The results show that all the 
explanatory variables underlying the equation have the expected signs. We 
also estimated different regressions by using the growth rates of interest rate 
and inflation alternatively and collectively as a measure of opportunity cost 
of holding money. 

 The regression results, without inflation variable, shows that the price 
coefficient is insignificant but without interest rates, all coefficients are 
significant. The results indicate that the positive signs of the growth rate of 
price and real income confirm the proposition of the monetary approach. 
These results indicate that, other things being equal, a rise in growth rate of 
the prices and real income will lead the reserve inflows and thus improve the 
balance of payments. The most striking finding of this study is that the 
domestic credit coefficient (offset coefficient) is not statistically different 
from minus one, the value predicted by the monetary model. It means that 
acceleration in the growth rate of domestic credit appears to cause an 
approximately equal worsening in the balance of payments, as a proportion 
of money stock in Pakistan. In other words, no sterilization takes place to 
affect the reserve movements through domestic credit. This would imply that 
all increases in this variable would totally leak out through the balance of 
payments. The offset coefficient has very interesting implications for LDCs 
like Pakistan where it is assumed that the government sterilizes the 
international reserve movement through domestic credit and hence the 
coefficient of domestic credit should not be close to unity in Pakistan. 

 The same monetary model is estimated for sub-periods (1965-81 and 
1982-99). The purpose of this division is to examine the impact of managed 
floating exchange rate system introduced in 1982, on international reserve 
flows. As already mentioned that prior to 1982 there was fixed exchange rate 
system. The results of estimated equation (12.1) are reported in Table 2 for 
fixed exchange rate and in Table 3 for managed floating exchange rate 
system. 
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