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Abstract 

In this study we will discuss about the determinants of Inflation in developing and developed 

countries we select the topic about determinants of inflation because all the countries worldwide 

are facing the problem of price rises. . The problem of inflation in Pakistan has been gradually 

increasing since separation and we know when prices will rise than the currency of a country will 

not be stable of a country. We try our best to make the best combination of the dependent and 

independent countries to get some meaningful results our objective in the study to find out the 

factors that are effecting the inflation in these days. For this purpose we collect the data from 

world developed indicator and index Mundi first of all we select the developing and developed 

countries by following the world developed indicator site after this we made the four groups of 

the developing countries and four groups of developed countries then we use the unit root test to 

find out the stationary of the variables then we run the Pooled Mean group estimators to find out 

the long run and short run equations we use the Shapiro wilks test to find out the normality of the 

model and for the purpose of Autocorrelation we use Autocorrelation Lagrange multiplier test 

and for model specification use the link test we check the Homoscadisty by using the White 

Hetroscadisticity test for the purpose of finding the Multicolinarty use variance inflation factor 

and tolerance method and to find out that there is co integration or not we use Kao residual co 

integration test. 
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Chapter # 1 
 

     INTRODUCTION 

 

In these days problem of price rises is a worldwide clear reality in the world nearly not any state 

these days that is not in front of the difficulty of price increases. The reality of price rises is 

mainly the notice of the researcher and economists everywhere in the world. As stated by 

Meeyer as improve in the inflation that to appear after complete service has been attain an 

easy description of inflation is an increase in prices and or decline in purchasing power. However 

over the years, the definition of inflation has undergone a change. As reported by the Websteer's 

an improvement in the quantity of money in movement, resulting in a comparatively quick and 

unexpected fall in its value and increase in price it may be reason by an enhance in the quantity 

of paper money issue or of gold hand or qualified boost as amount of money that spend by 

someone when the supply of services go down to meet the desire of buying goods and services. 

Ackelly suggested that inflation is a constant and considerable increase in the common level or 

standard of prices. And Croowther confirmed that in the situation of inflation the value of the 

things will be are raised the value of currency will be decrease. 
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