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This research paper empirically investigated the impact of Globalization on real exchange rate (PKR/$) in 
Pakistan, using annual time series data for the period of 1980 to 2010. Two measures are used for economic 
globalization: trade openness and financial integration. This study reveals a significant positive impact of 
globalization on real exchange rate. The result of Real Exchange Rate model indicates that Globalization 
measures leads to increase real exchange rate (PAK/US). The increase in real exchange rate means, the 
depreciation in real exchange rate (Pak rupee depreciated against US Dollar). The impact of financial 
integration is more impressive both in term of the coefficient and significance level. The impact of 
Globalization’s measure is insignificant in short run. The impact of controlled variable TOT is positive and 
significant in both the short and long run. Government consumption has no significant contribution to real 
exchange rate determination in both short and long run. This study provides empirical evidence that the 
process of globalization is one of the factors that affect real exchange rate. Real exchange rate plays an 
important role in the achievement of sustainable economic growth, employment generation, investment 
decision and consumption pattern of the country. Thus proper attention should be given to the 
determinants of real exchange rate and exchange rate policies in order to stabilize the country.  
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INTRODUCTION  
 
Global ization 
 
The understanding of  Global izat ion is  d if ferent 
to d if ferent peoples.  In broadest sense, the 
term cons ists of  al l  t ypes of  economic and non-

economic transfers  between the nat ions 
including dominat ion of  the media and 
widespread use of  the W orld W ide W eb. In a 
narrower sense, i t  re fers to the exchange of  
goods and services in ternat ional ly,   
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internat ional f inanc ia l  f lows and labour force 
mobi l i t y (Al i  e t  al  2013).  The term global izat ion  
means integrat ion of  economies and soc iet ies 
through cross country f lows of  goods, serv ices,  
capi ta l ,  informat ion, ideas, technologies and 
people. As cross border in tegrat ion have 
several d imensions cultura l ,  socia l,  pol i t ical  
and economic.  But in fact ,  some people fear  
cultura l  and soc ia l integrat ion even more than 
economic in tegrat ion.  The fear of  “cul tura l 
hegemony” haunts many.  Therefore the wor ld 
is  more in tegrated in economic sense Afzal  
(2007).  Economic global izat ion concentrates  
on components l ike trade f lows, f inancial  
t ransact ions and labour mobi l i t y.  The labour  
mobi l i t y is  most ly res t r ic ted because of  soc ia l,  
cu ltura l and rel ig ious values, but now a day 
the people movements are restr ic ted because 
of  secur i ty reasons (Al i  et  al  2013, Afzal  
2007).  Therefore economic g lobal izat ion is  
restr ic ted to trade f lows and f inancial  
t ransact ions.  
 
 
Economic Globalization  
 
Economic Global izat ion is  measured by trade 
and f inanc ia l  in tegrat ion:  

•  Trade Openness.  

•  Financ ia l Openness 
 
 
Historical  Development  
 
Global izat ion has been a his tor ica l process.  
There was rapid in tegrat ion of  the economies 
in terms of  trade f lows, movement of  capita l 
and migrat ion of  people Dur ing the Pre-Wor ld 
W ar-I  per iod of  1870 to 1914  The process of  
g lobal izat ion was main ly due to the forces of  
technological innovat ion and progress in the 
f ie lds of  t ranspor t  and communicat ion.   There 
were comparat ive ly f ree trade and movement  
of  people across the geographical boundar ies  
as before.  There were no passports and v isa 
requirements and very few non-tar i f f  barr iers  
and res tr ic t ions on fund f lows. However the 
pace of  g lobal izat ion s lows downed dur ing the 
era between two W orld W ars The inter-war  
per iod wi tnessed the erect ion of  var ious 
barr iers  to restr ic t  f ree movement of  goods and 
Services and movement of  people.  Most  
economies thought that they could thr ive better  
under h igh protect ive wal ls .   Af ter  W orld W ar 
I I ,  al l  the leading countr ies  resolved not  to 
repeat the mistakes they had committed 
previous ly by opt ing for  iso lat ion.  Although  

 
 
 
 
af ter  1945, there was a dr ive to increased 
integrat ion; i t  took a long t ime to reach the 
Pre-W orld W ar I  level.   In terms of  percentage 
of  expor ts and impor ts to tota l output ,  the US 
could reach the pre-Wor ld W ar level of  11 per 
cent only around 1970.  Most  of  the developing 
countr ies which gained Independence f rom the 
colonia l  ru le in the immediate Post-W orld War 
I I  per iod fo l lowed an import subst i tu t ion  
industr ia l izat ion regime.  The Soviet b loc 
countr ies  were a lso shie lded f rom the process 
of  g lobal economic  integrat ion.  However,  
t imes have changed.  In the las t two decades 
of  n ineteenth century, the process of  
g lobal izat ion has proceeded wi th greater  
force.   The former Soviet b loc countr ies are  
gett ing integrated wi th the global economy.   
More and more developing countr ies are 
turn ing towards outward or iented pol icy of  
growth.  Yet,  s tudies point  out that  trade and 
capi ta l markets are no more global ized today 
than they were at the end of  the 19

t h
 century.   

Nevertheless, there are more concerns about  
g lobal izat ion now than before because of  the 
nature and speed of  transformat ion.  W hat is  
str ik ing in the cur rent  episode is not only the  
rapid pace but a lso the enormous impact  of  
new informat ion technologies on market 
integrat ion, ef f ic iency and industr ial  
organizat ion.  
 
 
History From Pakistan  

 
From the t ime of  independence Pak istan has 
been adopted import subst i tu t ion 
industr ia l izat ion strategy through over value 
exchange rate, used quant i t ies  contro ls  on 
impor t and the export  taxes on pr inc ipal  
agr icu lture export  (cot ton and jute) l ike 
western industr ia l izat ion developing countr ies 
in 1950s and 1960s.  There was fa l l  in the 
external f inanc ia l assistance and pers istent  
balance of  payment  problems (BOP).  

In the decades of  1960s Ayub’s regime,  
though some 1950s pol ic ies were cont inued, 
some new pol ic ies were pract iced in the realm 
of  economic management.  Pak istan’s economy 
exper ienced except ional and spectacular 
growth rates in a l l  sectors of  the economy,  
which were the outcomes of  the “ funct ional  
inequal i t y”  growth strategy, highly protec t ive 
Industr ia l  pol icy and US experts ’  d irect  
involvement  in the p lanning process   There 
was enviable growth,  but i t  d id not ef fect ive ly 
tr ick le down (spread out)  to the poorer  
sect ions as wel l  as  regions.  The decade of   
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Table 1.  Global i zat ion and Pak is tan  

 
Year  Trade % of GDP  Rmtt % of  GDP  FDI % of  GDP  

1975 
1980 
1985 
1990 
1995 
2000 
2005 
2008 
2010 
2012 
2014 

27.30 
30.40 
27.20 
30.90 
29.60 
29.00 
31.60 
35.90 
36.21 
38.01 
37.5 

2.06  
8.23 
8.72 
5.48 
3.41 
2.44 
4.06 
4 .07 
5.50 
6.2 
6.9 

0.08 
0.13 
0.46 
0.56 
1.74 
0.56 
1.39 
3.41 
1.53 
1.33 
0.69 
 

Source:  Au thor ’s  Est imates based on Hand Book  of  Stat is t ics  2005 ,  Economic Survey  
(va r ious issues) .  

 
 
 
 
 
1970s brought many chal lenges and 
opportunit ies for  Pak istan’s economy. The 
economy was suf fered f rom separat ion of  i ts  
west wing (Bangladesh) and o i l  pr ice h ike of  
1973, on one hand the increase in import b i l l  
and the loss of  export  due to the separat ion of  
west wing, thus worsened the balance of  
payments problem. Conversely,  the emergence 
of  Middle East market and remit tances 
contr ibuted s ignif icant ly to  improving the trade 
balance*.  

The pol icy of  nat ional izat ion was a lso 
pract iced dur ing Bhut to ’s regime. In 1980s the 
economy was l ibera l ized wi th the ass is tance of 
IMF and W orld Bank,  in order to improve the 
ef f ic iency of  the economy by increas ing the 
ro le of  the pr ivate sector .  The reforms inc luded 
the de- l ink ing of  the rupee f rom US dol lar  in  
January 1982, pr ice deregulat ion of  a large  
number of  products, denat ional izat ion of  
industry,  imports l ibera l izat ion and export  
expans ion schemes.  Most of  these reforms 
were implemented by mid-1980s. The process 
of  g lobal izat ion started dur ing 6th F ive-Year-
Plan (1983-88) and was implemented wi th 
great force af ter  1988. The government 
pursued dynamic trade l ibera l izat ion in the 
beginning of  1990s to convert  the economy 
f rom a re lat ive ly inward look ing to an open and 
outward look ing economy.  Government has  
taken a number of  steps dur ing 1990s that 
inc ludes: pr ivat izat ion, l ibera l izat ion of  t rade 
and fore ign exchange, and opening up i ts  
capi ta l  markets to fore ign investors .  
 
 

 
Global ization and Exchange Rate 
 
In the most recent era of  2000s extens ive 
studies are concerned with g lobal izat ion, and 
most of  them invest igate the impacts  of  
g lobal izat ion on var ious aspects of  economy 
l ike growth,  employment ,  inf lat ion and 
development etc.  The results of  those studies  
are d if ferent for  d if ferent economies. Dreher 
Axel (2006) ,  Din et a l.  (2003),  Jatu l iavic iene 
and Kuc insk iene (2006),  Afzal (2007) and Al i  
et  a l  (2013)  cons ider  openness as good pol icy 
tool to  economic growth.  Alberto (1998) and 
Onwuka and Eguavoen (2007) cons ider i t  as a 
negat ive contr ibutor to economic performance 
of  the developing countr ies  because market 
struc ture and labour performance of  the  
developing wor ld cannot compete wi th the 
developed wor ld and hence the net loser  of  
process of  g lobal izat ion.  

Exchange rate s tabi l i ty is  cons idered one of 
the most impor tant  factors that promote 
investment ,  employment,  consumption, pr ice 
stabi l i t y,  s table economic growth and resource 
a l locat ion of  the country (Joyce and Kamas 
2003).  Real  exchange misal ignment  can af fect  
economic decis ions. I t  has captured 
cons iderable place in the l i terature, because i t  
has a s ignif icant impact on key macroeconomic 
var iables. Therefore, a plethora of  l i terature is  
ex isted on the subjec t of  real exchange rate 
misal ignment,  and most of  them examine the 
impacts of  real exchange rate volat i l i t y rather  
than i ts  determinants  (real and nominal)  for   
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th is vo lat i l i t y.  In fact ,  unders tanding the 
mechanism of  how those factors af fect the real  
exchange rate is  very impor tant to the 
implementat ion of  an ef f ic ient and credible 
susta inable economic growth pol icy.  

Af ter  the col lapse of  Bret ton W ood System, 
real exchange rates have very much f luc tuated 
in most of  the developing countr ies, because 
they have turned their  f ixed exchange rate to 
f loat ing exchange rate sys tem. Dur ing 1970s,  
they have b lamed the unant ic ipated monetary 
shocks for  such wide f luctuat ion. Nominal  
shocks were cons idered as a sole determinant 
of  real exchange rate (Dornbusch 1976) . But  
th is v iew about  real exchange rate 
determinat ion has lost i ts  re l iab i l i t y in the  
recent l i terature (Rogof f  1999).  The recent 
l i terature of  “New Open Economy 
Macroeconomics” argued that a long wi th 
monetary shocks non-monetary (real)  shocks 
a lso responsib le for  the var iat ion in real  
exchange rate (Mi les i-Ferret t i  2005, Zakar ia 
and Ghaur i 2011).   

In the recent study conducted by Juthath ip 
(2009) for  developing Asia, showed that real  
exchange rate is  determined by f ive key 
fundamental var iables .  These key var iables are 
medium to long-run fundamentals :  product iv i t y 
d if ferent ia ls,  openness, terms of  trade,  capita l  
f lows and government spending others  
var iables such as output gap is inc luded for  
some countr ies where such factors p lay an 
impor tant  ro le in determin ing real exchange 
rate RER. 

Thus keeping in v iew the impor tance of  real  
exchange rate for  macroeconomic performance 
of  the country,  i t  is  of  much importance to 
c lear ly ident i f y the determinants of  real  
exchange rate.  

The impacts of  these factors are d if ferent on 
real  exchange rate. Trade openness is  
empir ical ly tested as determinant of  exchange 
rate but mixed resul ts were founded. Some 
studies  were founded that  trade openness has 
pos i t ive contr ibut ion to real exchange rate.  In  
other words, increas ing in trade openness wi l l  
cause the domest ic  currency to deprec iate 
(Connol ly and Devereux 2000, Hau 2002).  
Trade l ibera l izat ion deprec iate real exchange 
rate i f  i t  is  permanent in  nature.  However,  i t  
the beginning episodes of  t rade l ibera l izat ion i t  
does not af fect real  exchange rate. Thus i t  
means that trade l ibera l izat ion does not af fect  
real exchange rate in  the shor t  run (Xaingming 
l i  2004) .  Chin and Hong (2013) also repor ted 
deprec iat ing ef fect of  t rade openness on real  
exchange rate for  Malays ian economy.  The  

 
 
 
 
other s trand of  l i terature c la imed that  there is  
no or negatat ive relat ionship between 
openness and real exchange rate. Elbadawi 
(1994) reported that  trade intens i ty (X+M to 
GDP) has no s ignif icant impact on the real  
exchange rate. He a lso d iscussed shor t ly that  
trade intens i ty is  not a perfect measure of  the 
trade openness. Meleck ly and Komarek (2007)  
fai led to es tabl ish s ignif icant re lat ionship 
between the openness and real  exchange rate 
var iat ion. In the case of  Malays ia, Sadek and 
Yusof f  (2009) analyzed the re lat ionships 
between real exchange rate and t rade 
openness in a BEER f ramework for  Malays ian 
economy. They have Employed Johansen co-
integrat ion and VECM approach. They have 
founded a negat ive and s ignif icant impact  of  
openness on real exchange rate.  

Some studies have been conducted for  
Pak istan economy that analyzes the impact  of  
t rade openness on real exchange rate which 
has shown pos it ive ef fect of  t rade openness on 
real  exchange rate (Af r idi ,  1995,  Siddiqui et  a l .  
1996).  Trade l ibera l izat ion leads to r ise in  
consumpt ion and hence appreciate real  
exchange rate, i f  l ibera l izat ion is  uncerta in in 
nature ( for  uncer tain durat ion)  and i f  t rade 
l ibera l izat ion is  permanent in  nature i t  wi l l  lead 
to deprec iat ion in the real exchange rate 
(Calvo and Drazen 1998) . Krueger (1978) was 
of  the v iew that trade l ibera l izat ion has been 
leaded to the deprec iat ion in real  exchange 
rate.   

The factors of  g lobal izat ion l ike t rade 
openness and f inanc ia l in tegrat ion are 
invest igated in some of  the past  studies both 
indiv idual ly and s imultaneous ly.  Some past  
studies undertaken by Hyder and Mehbob 
(2005),  Caporale et a l (2009),  Rehman et  a l  
(2010) and Zakar ia and Ghaur i (2011) have 
incorporated these factors . Trade openness is  
founded deprec iat ing on real exchange rate 
Hyder and Mehbob (2005).  Caporale et  a l  
(2009) founded that  internat ional f inanc ial  
integrat ion leads to a deprec iat ion of  the real  
exchange rate in the long run.  Rehman et  a l  
(2010) invest igated the impact of  Fore ign 
Direc t Investment Inf lows on Equi l ibr ium Real  
Exchange Rate of  Pak istan. They conc luded 
that mass ive inf low of  fore ign d irec t investment  
and workers’  remit tances have s ignif icant ly 
apprec iated equi l ibr ium real exchange rate of  
Pak istan.  

Osinubi et a l  (2009) examined the impact of  
FDI  on real exchange rate for  the economy of  
Niger ia.  The results suggest ,  among others, 
that  exchange rate volat i l i t y need not be a  
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Table 2.  Resul ts  o f  ADF and PP Tests  
 

     
Order of 

Integration 
Order of 

Integration 

 ADF test Statistics PP-test Statistics 
(at 5% level of 

(at 10% level 
of 

Variables Level 
Ist 

Difference 
Level Ist Difference significance) significance) 

       EXR -1.633 -6.697* -1.618 -4.426* I(I) I(I) 

 
(0.454) (0.000) (0.461) (0.001) 

  
TOP -2.136 -5.105* -2.158 -5.113* I(I) I(I) 

 
(0.233) (0.000) (0.215) (0.000) 

  
FI -1.667 -6.085* -2.103 -6.081* I(I) I(I) 

 
(0.435) (0.000) (0.448) (0.000) 

  
GC -1.452 -6.826* -1.452 -6.786* I(I) I(I) 

 
(0.543) (0.000) (0.543) (0.000) 

  
TOT -1.173 -5.213* -1.173 -5.408* I(I) I(I) 

 
(0.672) (0.000) (0.672) (0.000) 

  
Note: The significance of statistics at 1% and 5 % levels are represented by * and** respectively.  
The values in Parenthesis () are the P-values 

 
 
Table 3 : Co-integrat ion’s Relat ionship  between variables  
 

Equations F-Calculated 
P-values 

F-Statistics Critical  
values 
I(O)  -----  I(1) 

Result 

1. Fy (RER / TO, FI, TOT, GC) 5.92 (0.010)* (3.29)----(4.37) Co-integration 

2. Fy (TO / RER, FI, TOT, GC) 0.62 (0.44) (3.29)----(4.37) No Co-integration 

3. Fy (FI / TO, RER, TOT, GC)  1.54 (0.002) (3.29)----(4.37) No Co-integration 

4. Fy (TOT / TO, FI, RER, GC) 2.12 (0.201) (3.29)----(4.37) No  Co-integration 

5. Fy (GC / TO, FI, TOT. RER) 3.54 (0.101) (3.29)----(4.37) Inconclusive 

*Represen t  s ign i f icant  a t  1% and 5% level  respec t ive ly.  
^ Cri t ica l  va lues for  the Wald tes t  (F-s tat is t ics)  are taken f rom Pesaran et  a l .  (2001) Table CI( I I I ) ,  case I I I  
(unrest r ic ted in tercept  and no t rend) .  

 
 
 
source of  worry by fore ign investors . Also, the 
study fur ther  reveals a s ignif icant pos i t ive 
re lat ionship between real inward FDI and 
exchange rate. This  implies that,  deprec iat ion 
of  the Niger ia increases real inward FDI.  
Chiara Del Bo (2009) a lso invest igated the 
impact  of  FDI  on exchange rate volat i l i t y and 
pol i t ica l r isk . The study per iod cons is ts of  over 
two decades for  a penal of  countr ies, both 
cross country and cross sector  data are used,  
incorporated by par t ia l  equi l ibr ium model  of  
fore ign entry.  The econometr ic  analys is 
conf irms and ver i f ies these resul ts.  The 
sectoral evidence indicates that the d irect ion 
of  spec if ic  industry ef fec ts,  par t icu lar ly 
regarding the ro le of  interest rates and wages.  
The general conclus ion with respect to the ro le  

 
of  exchange rate ins tabi l i t y and inst i tu t ional  
r isk  are conf irmed, wi th some qual i f icat ions for  
the pr imary, f inancia l ,  depos itory,  t rade and 
serv ice sectors.  

But the impact of  global izat ion on exchange 
rate is  not  invest igated for  Pak is tan economy.  
I t  m ight be the f irs t  s tudy that empir ica l ly 
invest igates the impact of  g lobal izat ion on real  
exchange. However , th is research on 
g lobal izat ion and exchange rate have 
employed recent sophis t icated econometr ic  
techniques (ARDL) is  scare in Pak is tan. The 
present s tudy tr ies to f i l l  the ex isted gap in  
l i terature. This study empir ical ly explores the 
impact  of  g lobal izat ion on real exchange rate 
in Pak istan us ing annual t ime ser ies data for  
the per iod 1980 to 2010.  
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Table 4 : Diagnostic Tests of  the Real  Exchange Rate Model  

Tests  F-Stat ist ic    Probabi l i t y 

1 . Serial  Corre lat ion 0.268  0.612 
2.  Hetro-scedastic i ty 0.308  0.584 
3.  Normali ty*  2.647  0.266 
4.  Functional  Form 0.054  0.818 

1. Lagrange Multiplier test     
2. Regression of residuals on square fitted values 
3. Skewnness and  Kurtosis of the residuals (based on Chi-square test) 
4. Ramsey’s reset test. 
The diagnostic tests tell us about the health of the regression, that how much our regression is strong. These tests shown in the 
above Table-4 are given their respective F-statistics and P-values. The corresponding T-values and P-values shows that there is no 
problem of serial correlation, hetroscadasticity, normality and functional form are associated with the model. On the basis of the above 
tests we can conclude that our findings are efficient and ok. 

 
 
 
Model and Data Sources 
 
This research study fo l lowed the model used 
by Rehman et a l (2010) .  They have used the 
fol lowing model  
LREER = β  0+ β 1  LPROD – β2  LOPEN + β 3  LFDI + β4  
LREMIT+ ε…………………..(1) 
But the current research study used the above 
model wi th a l i t t le  d is t inct ion of  construct ion in 
var iables, but occupied a lmost a l l  var iables  of  
g lobal izat ion except  debt serv ic ing.  Some 
impor tant var iables are a lso inc luded to the 
model due to their  theoret ica l empir ica l  
impor tance. These var iables are government 
consumpt ion and term of  trade.  
RER = β 0  + β1  TOP + β2  TOT + β3FI +β4 GC + 
ε……….. ………(2)  
W here 
RER =Real  Exchange Rate  
TOP = Trade Openness 
FI = F inanc ia l  Openness 
TOT  = Terms of Trade 
GC= Govt Consumption  
ε  = W hite Noise Error Term. 
Data for  the per iod of  1980 to 2014 are taken 
f rom W orld Bank, State Bank of  Pak is tan 
(SBP) and Economic Survey of  Pak is tan.  
 
 
Empirical  Analyses 
 
ARDL is f ree f rom pre-test ing of  the uni t  root  
because i t  is  appl icable incase of  order I(0)  or  
I(1)  and both of  I (0)  I(1)  s imultaneous ly,  but  
here we check uni t  root for  the purpose of  
invest igat ing the exis tence of  any second order  
because in the presence of  second order ARDL 
is inappl icable.  Hence f irs t  of  a l l  here th is  
study wi l l  checked out order of  the unit  root .  

The order of  in tegrat ion is  descr ibed in Table-
2.  

I t  is  c lear f rom the above table that a l l  the 
var iables are in tegrated of  order one I(1)  and 
we can proceed to the next s tep because of  
the absence of  second order I(2) .  Hence ARDL 
is appl icable and wi l l  provide ef f ic ient resul ts.  
Now we can proceed to the f irs t  s tep of  the 
ARDL procedure of  invest igat ing of  long run 
re lat ionship (co- integrat ion) .  

Table-3 c lar i f ied that there is  long run 
re lat ionship ex ists ,  when real exchange rate is  
dependent var iable and the res t of  var iables  
i .e .  g lobal izat ion and other important  
var iables, which af fect real exchange rate.  
However , government  consumpt ion var iables 
are tes ted as dependent var iable the resul t  is  
inconc lus ive but there is  no c lear evidence of  
long run re lat ionship. In  case of  a l l  other  
poss ib le combinat ion long run re lat ionship is  
not founded.   
 
 
LONG RUN COEFFICIENTS OF THE MODEL 

 
 
T.Vs →        (-42.5) (2.068)** (2.641)*       

(0.601)   (1.82)***    
 
 
SHORT RUN COEFFICIENTS OF THE MODEL: 
 

 

T.Vs →  (-4.5)    (0.68)     (0.041)  

 (0.601)    (1.84)***    (0.489)    

13
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Figure 1 

 
 

 
Figure 2 

 
 
 
           (-4.53)*.  
 * ,  ** and *** represents the s ignif icance at  
1%, 5% and 10% respect ive ly.  

The est imated long run coef f ic ient of  real 
exchange rate model (C1) shows that  the 
measure of  economic g lobal izat ion: trade 
openness and f inanc ia l integrat ion are posi t ive 
and s ignif icant  at 5% and 1% level  of  
s ignif icance respect ive ly.  The impact  of  
economic g lobal izat ion on real exchange rate 
is  depreciat ing. The coef f ic ient of  t rade 
openness and f inanc ia l g lobal izat ion stood at  
0.07 and 1.75 which means that ,  one percent  
increase in trade openness wi l l  leads to 
deprec iate Pak-rupee by 0.07% and f inancial  
g lobal izat ion wi l l  deprec iate Pak-rupee by 1 .75 
percent .  The deprec iat ing impact of  t rade 
openness on real exchange rate is  consis tent  
wi th the theoret ica l Kruger  (1978)  and 
empir ical  studies Zakar ia and Ghaur i (2011),  

Suni l ,  K (2010),  Hau (2002) and Cannoly and 
Devereux (2000).  The resul t  of  th is s tudy is  
against of  Rehamn et a l .  (2010) about  trade 
openness on real exchange rate.  

W hile both the trade openness and f inancia l  
integrat ion is  pos i t ive but ins ignif icant in the  
shor t  run.  According to Rehman et  a l .  (2010)  
the inf low of  capi ta l a f fect real exchange rate 
through both supply and demand s ides.  In  
supply s ide, the inf lows of  capita l as FDI, W R 
and FA ra ise the stock of  exist ing capita l and 
carry spi l lover ef fects  of  technology d if fusion 
which f irs t ly lead to an increase in growth and 
cause drop in non-tradables ’ pr ices and 
resul t ing in deprec iat ion in real exchange rate 
and in the la t ter  spel l ,  the increase in output  of  
non- tradables increases income and increased 
in demand tends to apprec iat ion in RER. The 
f irs t  round ef fec t  (supply s ide ef fect)  
dominated the lat ter  ef fect (Demand ef fec t) .   
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The outf low of  capita l  as  debt  serv ic ing might 
reduce the import demand by reduc ing the 
ex ist ing capita l s tock and tends to apprec iate 
the real exchange rate. The overal l  impact  of  
f inanc ia l in tegrat ion is  apprec iat ing on real  
exchange rate means that inf low of  capita l  
dominated the capi ta l  outf low.  This 
character is t ic  of  RER is against  the recognized 
phenomena of  “Dutch disease” in  l i terature. 
Capita l outf low might cause deprec iat ing ef fect  
to real exchange rate.  Here in case of 
Pak istan the capi ta l inf low ef fect is  dominated 
by the outf low ef fect.  The previous s tudies  
repor ted that the impact of  capi tal inf low as 
FDI, W R and FA is apprec iat ing (Ex is tence of  
Dutch Disease) on real exchange rate in case 
of  Pak is tan (Hussainn 2009, Rehman et a l.  
2010 and Makhlouf  2011) .  

Similar ly,  the long-run coef f ic ient of  TOT has 
pos i t ive s ign but ins ignif icant ,  ind icat ing that  
the var iat ion in term of  trade has no ef fect  on 
RER. This s tudy conc luded that wi th the 
decrease in Pak istani products pr ices as 
compare to foreign products have no increases 
in their  demand ( inelast ic  demand) . The 
coef f ic ient of  government consumpt ion 
expendi ture (GC) has pos i t ive and s tat is t ica l ly 
s ignif icant in long run but ins ignif icant in the 
shor t  run. W e can conc lude that represented 
huge trade l ibera l iza t ion (reduct ion in  tar i f f  
and non tar i f f  barr iers)  af fect  real exchange 
rate posi t ive in  Pak is tan.  Trade pol icy:  huge 
reduct ion in trade barr iers s ignif icant ly 
deprec iate real exchange rate in Pak is tan. 
Final ly the coef f ic ient of  ECM term is  negat ive 
and stat is t ica l ly s ignif icant  i .e.  -0.289,  th is  
means that about  -2.89 percent of  the 
d isequi l ibr ium in the real  exchange rate wi l l  
adjusted in about  to three and a half  years.  
This a lso conf irmed that long run equi l ibr ium 
re lat ionship.  

The results of  study shows that g lobal izat ion 
(OP and FI)  is  a lso one of  the important  
determinants of  real exchange rate among real  
and nominal var iables in case of  pak istan.  
 
 
CONCLUSION 
 
This paper examines the impact of globalization on real 
exchange rate in Pakistan, using annual time series data 
for the period of 1980 to 2014. Two measures are used 
for economic globalization: trade openness and financial 
integration. The research reveals a significant positive 
effect of trade openness and financial integration on real 
exchange rate. The result of Real Exchange Rate model 
indicates that Globalization measures leads to increase  

 
 
 
 
real exchange rate (PAK/US). The increase in real 
exchange rate means, the depreciation in real exchange 
rate (Pak rupee depreciated against US Dollar). The 
impact of financial integration is more impressive both in 
term of the coefficient and significance level. The impact 
of Globalization’s measure is insignificant in short run. 
The impact of controlled variable TOT is positive and 
significant in both the short and long run. Government 
consumption has no significant contribution to real 
exchange rate determination in both short and long run. 
This study provides an empirical proof that the process of 
globalization is one of the factors that affect real 
exchange rate. Real exchange rate plays an important 
role in the achievement of sustainable economic growth, 
employment generation, investment decision and 
consumption pattern of the country. Thus proper attention 
should be given to the determinants of real exchange rate 
and exchange rate policies in order to stable stabilize the 
country.  
. 
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