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The demand for money has been a topic of interest for 

both the theoreticians and. those formulating monetary policies. 

At the theoretical levels economists have been concerned with 

the various issues such as determining appropriate arguments 

in the money demand function. The analysis of money demand 

functions is of interest for policy makers because it helps 

them to forecast money demand and hence determine the approp-

riate growth rate of money which plays a crucial role in 

promoting growth and stabilizing the economy. 

It is widely agreed upon them that a money demand function 

should contain a scale variable relating to the level of 

transactions in the economy and a variable representing the 

opportunity cost of holding money. However, the controversy 

looms around the choice of measured or permanent income as a 

scale variable and the appropriate interest rate(s) to reflect 

the opportunity cost of money. These issues can only be re-

solved by an empirical analysis wherein the institutional 

characteristics, of the economy must be given due consideration. 

The empirical analysis of money demand in Pakistan is 

carried out by Rao and Chaudhry [30], Akhtar [3], Abe and Fry 

[l]s Mangla [27] and Khan [21]. The first three studies focus 

on the question of testing the complimentarity relationship 

between money and physical assets and the substitution between 

money and near monies. All these studies are based on annual 

data and have specified the conventional money demand functions 

in which measured income exerts a significant primary influence 
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Table 3 
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V. POLICY IMPLICATIONS 

We have checked forecasting accuracy of expost forecasts 

by means of two measures;, namely, 

1. The forecast Mean Square Error (MSE) 

Defined simply as: 
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Appendix Table (a) 

Average Yield And The Yield With Maturity Period on Deposits 
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