                                                              Abstract 
The importance of inflation targeting can never be ignore .The western world adopted by getting success after 1990 by New Zealand and after followed by the other countries like Australia,  Canada, Israel, UK. 
Pakistan not satisfying the prerequisites that is necessary for any country before adopting the inflation targeting and inflation rate is so high that for Pakistan monetary authority fails to bring it down from 8%. Pakistan adopted monetary aggregate targeting but the money demand function doesn’t satisfy to continue aggregate targeting.
The study implies here that the causation of interest rate, exchange rate, Consumer price index (CPI), money supply and fiscal deficit shows that there is bidirectional causality between the CPI and call money rate. Economic study of Pakistan shows that inflation, money supply and interest rate goes in one direction. As compared to previous years Pakistan got improvement in GDP ratio in mid-on 2005 but if compared to the other developing countries in Asia is low, money supply behave financial strength of a country. The recent supply side shocks generated inflation in the economy.
Pakistan adoptive the old fashion for the determining inflation rate or interest rate and the consumers are on this hope that the Pakistani government will announce a inflation rate that give better direction to State Bank of Pakistan (SBP), and good circumstance can provide IT to bring inflation rate at low position.
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