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ABSTRACT 
 

 This research appraise the nexus of foreign direct invest and economic growth in 

Pakistan. It will grow broad macro-economic model for the Pakistan economy with aspire 

of illumination and given a long-run solationer the present foreign direct investment and 

economic growth deviation experienced. To examine the long-run and short-run effects 

of economic growth and foreign direct investment, and ARDL modeling loom which is 

most worthy procedure above other technique to amalgamation after scan the stationary 

level of the data through ADF test. The bound testing method is developing the 

continuation of long-run link between variables and ECM models are composing for 

short-run appraisal. Various variables are used such as foreign direct investment (FDI), 

Trade (T), External debt (ED), worker Remittance (WR). Gross domestic product (GDP) 

used as dependent variables. The model is probable with time-series data from 1974 to 

2016. Foreign direct investment (FDI) and trade (T) has positive and important impact on 

growth. Worker remittance (WR) External debt (ED) has negative impact on the growth. 

This study conclude that improvement of infrastructure and finical segment would have 

growth exciting collision in the economy and suggest that government should take 

tangible steps in sort to raise foreign as well as domestic investment. 
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1. INTRODUCTION 
 

 The collision of FDI on economic growth is a huge and arguable concept. There is the 

strong evaluable link FDI and economic growth in experimental and theoretical 

framework. Various studies specify the different models to show the relationship between 

the dependent and independent variables. FDI is an investment that is made by the 

companies in other countries to earn interest and ownership in which investor own 

equities of foreign based companies. Since 1990 the FDI plays an important role in 

maintaining growth in rising countries and arouse the domestic investment. FDI conveys 

the greater benefits to the ho such as access to foreign markets, utilization of domestic 

recourses and raw material as the additional input that promote the local firms. The south 

Asian countries associated with FDI considered as helpful to apply the technical progress 

in host country that raise the production and reduce the cost of factors of production that 
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promote the revenue of that country. So FDI has been known as a growth enhancing 

factor that provides employment opportunities. FDI provides the trade liberalization in 

which the countries can freely exchange goods. The need of FDI occurs when the 

countries savings falls that decrease the interest rate in result According to the world bank 

that FDI is vast and growing source that have significant for developing countries and 

develop the Export market. It is the basic tool of economic growth in Pakistan. There is 

significant relationship between the FDI and GDP. Showed the inconsequential 

association between the FDI and inflation in Pakistan we must control the inflation than 

the foreign investors come to invest. Lipsy (2002) recommended in his article that there 

is no well-known relation between the size of FDI and GDP and growth. The major 

purpose of this paper is to evaluation the relating FDI and economic growth in case of 

Pakistan. In this research different documents and conclusion that FDI has positive shock 

and negative shock on economic growth different countries. 

 

2. LITERATURE REVIEW 
 

 Falki, N. (2008) analyzed the impact of FDI on economic growth in Pakistan. This 

paper used the data during 1990 to 2006. The paper used GDP growth rate as dependent 

variables and FDI, TRD, Labor force, Capital Investment, Human Capital, Government 

Consumption used as independent variables. This study used various techniques such as 

Dickey fuller test, Co-integration and OLS. The study suggested that the relationship 

between FDI and economic growth estimated by the production function. The finding 

including that there is positive and significant relationship between real per capita GDP 

and FDI.  
 

 Sheikh et al. (2010) examines the domestic debt and economic growth in case of 

Pakistan. This paper used the annual time period 1972 to 2010. This paper OLS technique 

had been applied. The stock of domestic debt affects positively economic growth in 

Pakistan. In this study that there is inverse relationship between domestic loan and 

economic growth in Pakistan. These papers also notice that the negative impact of 

domestic debt on economic growth was stronger than positive impact on domestic debt 

on economic growth. Gudaro et al. (2010) conducted a study on the impact of FDI on 

economic growth in Pakistan. This study used the annual time period during 1981 to 

2010. This paper appraisement the GDP growth performance that this historical change 

of the FDI and CPI in Pakistan. This paper used the several Regression models to 

estimation the relationship between GDP, FDI and Inflation. This study used GDP as 

dependent variable and FDI, Inflation (CPI) as independent variables. The result of the 

study showed overall meaningful impact with the positive GDP and FDI and there is 

negative significant relationship between GDP and Inflation.  
 

 Khattak et al. (2012) analyzed the empirical relationship between FDI and economic 

growth output in case of Pakistan. This study used various econometrics models such as 

Augmented Dickey Fuller, Enger-Granted two step co-integration test, Granger Causality 

test, Vector Error mutually related model. This paper investigates the empirical 

relationship for both short- run and long-run between FDI and economic output in 

Pakistan. Annual data was used during the period 1972 to 2008. The result of this study 

showed that there is uni-directional relationship between FDI and GDP in Pakistan that 

means FDI caused economic output in Pakistan. This study used GDP as dependent 
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variable and FDI used as independent valuable. The result of this study that the 

relationship between FDI and economic growth, some studies showed significant positive 

relationship and some also negative relation. Awan et al. (2012) Wow analyzed the FDI, 

Economic growth, Trade and domestic investment in South Asians countries and 

Pakistan. The annual time period was used during 1973 to 2010. This study used Granger 

Causality test to measure the relationship between variables. This paper used GDP as 

contingent on variables and FDI, Exports, Imports, Fixed capital as independent 

variables. The result of this study is that the causality test supports exported-led growth 

as compared to FDI-led growth in South Asian countries.  
 

 Saddique et al. (2013) analyzed the empirical relationship between FDI and current 

account. This paper used the time series data during 1976 to 2005. This study showed the 

long-run relationship between FDI and current account. This study applied various test 

such as Johnson juselius, Co-integration technique and Granted Causality test. This study 

used FDI as dependent variable and current as independent variable. The findings showed 

that the causality between FDI and CA is one-directional. The paper indefinite the FDI 

has positive impact on Current account. Yasin and Ramzan (2013) showed the impact of 

FDI on Pakistan economic growth. This study used the annual time period during 1976 to 

2010. ARDL model was used for the measurement dependent and independent variables. 

This paper used GDP as dependent variable and FDI exports as independent variable. The 

findings included that there is no long-run relationship between dependent and 

independent variables. It was measured in short-run time period. 
 

 Saqib et al. (2013) suggested the impact of FDI on economic growth of Pakistan. The 

study used the annual data during the period 1981 to 2010. The study used least Square 

method to guess the impact of variables. The study used the GDP as dependent variable 

and FDI, Total debt, GDI, Inflation, Trade used as independent variables. This study used 

various model such as Co-integration, Augmented Dickey Fuller used in long-run. The 

findings included that the Pakistan’s economic performance is negatively FDI while the 

nation's debt, Trade and Inflation had been negative impact on GDP.  
 

 Bibi et al. (2104) suggested that the impact of trade openness, Inflation, Exchange 

rate, FDI on economic growth in Pakistan. This paper analyzed the time series data for 

the period during 1980 to 2011. This study used the ADF, DF-GLS and PP test to 

estimate the stationary of the variables. Co-integration and OLS models had been used. 

There is long-run relationship between the variables. This study used real GDP as 

dependent variable and Trade openness, FDI, Real Exports, Real Imports, Inflation and 

Real Effective Exchange Rate as used independent variables. Ali, S. (2014) empirical 

examine the study foreign capital and economic growth in Pakistan. This study used the 

annual time period of 1972 to 2013. Johansen co-integration technique and Granger 

Causality test had been applied. In the long-run and short-run process that there is 

negative and significant influence on economic growth. This paper used Economic 

growth used as dependent variable and external loan servicing, FDI, Worker’s remittance, 

domestic investment, inflation rate used as independent variables. 
 

 Abdullah et al. (2015) analyses the effect of FDI on economic growth. This paper 

used the time series data during 1980 to 2013. OLS test was used for the estimation of 

result relationship between variables. There is positive relationship between economic 
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growth and FDI in case of Pakistan. GDP as a dependent variable and FDI, Trade, 

Inflation used as independent variables. The findings included that there is important 

relationship between economic growth and FDI. 

 

3. MODEL SPECIFICATION DATA AND METHODOLOGY 
 

 In this section we discuss source of data, explanations of variables, assessment 

process, Co-integration method for the investigation of data, ARDL procedure, Bound 

test to show the long-term association, model measurement, choice of length of lags, 

shot-run and long-run period variables analysis, Error alteration model and tests viewing 

the steadiness of the model. These studies use the time series data 1980 to 2016. The 

source of data was taken by word development indicator (WDI) and state bank of 

Pakistan (SBP).  

 

3.1 Specification of Model  

 In this model correlation among Economic growth and foreign direct investment will 

be anticipated. 

 

3.2 Description of Variables 

 The variables are preferred from the literature review and the different recent studies. 

We define dependent and independent variable mainly deferential to model. In this model 

gross domestic product (GDP) is explanatory variable while Foreign direct investment 

(FDI)), worker remittance (WR), external debt (ED), trade (T).  

 

 
 

  

GDP 
Independant  

variable 

T 

WR 

ED 

FDI 
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Table 1 

Description of Variables 

Variables 
Description 

of Variables 

Unit of 

Measurement 

Expected 

Sign 
Sources 

GDP Gross Domestic Product Annual growth %  WDI 

T Trade % of GDP Positive WDI 

WR Worker Remittance % of GDP Negative SBP 

FDI Foreign direct investment % of GDP Positive WDI 

ED External Debt % of GDP Negative WDI 

Source: carried out the data with the help of word indicator development (WDI) and state 

bank of Pakistan (SBP) 

 

3.2.1 Gross Domestic Product (GDP) 

 GDP is described as presently created goods and services in a nation state. GDP 

includes wages of goods and services of the peoples which survive in border of a country. 

Gross domestic Product (GDP) is normally intended on an annual source, it can be 

planned on a quarterly basis as fit. GDP can estimate by the subsequent formula:  

 

  GDP = C+ G+ I+ NX 

 

3.2.2 Trade (T) 

 The buying and selling of goods and services, with cost compensated by a bargain 

hunter to a seller, or the barter of goods or services between parties. The trade is 

advantage for together developed and developing countries. In finical market the trade 

referred as buying and selling of securities such as bond and stores etc.  

 

3.2.3 Worker Remittance (WR) 

 A remittance is a go of money by a foreign worker to an entity in his or her residence. 

Money sent residence by migrants competes with worldwide aid as one of the major 

economic inflows to rising countries. 

 

3.2.4 Foreign Direct Investment (FDI) 

 FDI means is an investment in the form of a calculating tenure in a business in one 

country by an individual base in any more country. It is thus famed form foreign 

assortment speculation by a view of direct organize. Foreign direct investment is an 

investment that a company invests in foreign countries and controls the ownership in 

bossiness. It is the passive investment in securities of another country. There are different 

varieties of investment in foreign countries. 

 

3.2.5 External Debt (ED) 

 External debt described that the share of a country’s rented from foreign lenders 

including commercial banks, governments or international finical institutions. 
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3.3 Unit Root Test  

 This table shows the effect of Augmented Dickey Fuller (ADF) assessment to verify 

the stationary of variables. 

 

Table 2 

Augmented Dickey Fuller Analysis Result 

Variable 
At level At 1

st
 difference 

Intercept Trend&Intr Intercept  Trend&Intr Integration 

GDP 

I(0) 
-4.126* -4.6985 -10.166 -10.031 

T 

I(1) 
-2.662* -2.662 -7.100** -7.071* 

WR 

I(0) 
-4.231* -4.254* -9.159 -9.086 

FDI 

I(1) 
2.036 -5.199 -5.480* -4.705** 

ED 

I(1) 
-2.260 -3.983 -10.149* -10.213* 

At levels At 1
st
 difference 

Variables Intercept Trend&Intr Intercept Trend&Intr Integration 

Source: Calculation, the (*, **,) shows the level of significance  

at 1% and 5% correspondingly. 

 

 The result explain a diverse trend of integration a variety of variables such as the 

Gross Domestic Product (GDP) and Worker Remittance (WR) are integrated at level 

while other variables similar to Foreign Direct Investment (FDI) Trade (T) and External 

Debt (ED) are integrated at first difference. The results prove confirms that the variables 

are included on different information; thus, it is sufficient to use the ARDL. Naryan 

(2005) have accessible the table of bound testing for ARDL model. 

 

3.4 Model specification 

 The analysis equation to study the affiliation between FDI and Economic growth is as 

follow:  
 

  GDP =                             
 

  µ= Distributed term 
 

                      
 

              = Slope Coefficient  
 

  ARDL (Auto Regressive Distribution Lagged Model) 

 

 There are two levels in the use of ARDL method. First, F-statistic is use to 

examination the long-run association between relevant variables. Second, the coefficients 

of mutually long-run and short-run correlation are anticipated and function of ARDL 

process completed. 
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The general equation of ARDL exists subsequent 
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where, 

  ∆  = first difference machinist  

  GDP = gross domestic product 

  T  = Trade 

  WR = worker remittance 

  FDI = foreign direct investment  

  ED  = external debt  

 

3.5 Bound Test for Long Run Relationship 

 We concern bound test for the investigation the long run correlation between 

variables. The situation of the long run coefficients of variables will be equal to zero. 
 

  Null Hypothesis:                 (                 ) 
  Alternative Hypothesis:               (                     ) 
 

Table 3 

Result of Bound Test for Co-Integration 

Equation F-statist 
Upper Bound 

(Critical Value) 
Result 

GDP/T, WR, FDI, ED 21.2959 3.49 Co-integration subsist 

Source: Deliberate and carry out with the help of E-Views 9 (Qualitative Software) 

 

 The value of F-statistic is 21.2959 and it is statistically significant and the critical 

value is 3.49. F-statistic value is superior to the upper bound or critical value so, we will 

decline the null hypothesis that tells that there is deficiency of co-integration in the model 

and admit the alternative hypothesis. So, it is analysis that long run relationship between 

the variables as well as co-integration subsist in the model. 
 

Table 4 

Descriptive Analysis 

Variable Mean Median St.Dev Skewness kurtosis J-B Prob 

GDP 4.8518 4.8328 2.0995 0.3234 2.6463 0.9286 0.068 

T 33.7373 33.6965 2.7609 -0.2527 2.7177 0.5726 0.071 

FDI 0.8221 0.5768 0.8329 2.0657 6.8973 55.1070 0.000 

WR 2559.589 1848.29 2417.93 1.9725 6.7501 50.6132 0.000 

ED 2020.293 2156.00 1000.29 1.6767 8.2523 66.3396 0.000 

Source: Author’s Calculation E-Views 9 
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 This table shows that the mean value of GDP is 4.8518 and the mean of trade (T) 

33.7373. The value of FDI, WR respectively is 0.8221 and 2559.58. The mean value of 

ED is 2020.293. The median of the value GDP is 4.8328. The median of T and FDI is 

33.69 and 0.576. The median is WR is 1848.29. The median of ED is 2156.00. The 

skewness of GDP and T, FDI, WR, ED is 0.32, -0.25, 2.06, 1.97, and 1.67. The value of 

J-B of GDP is 0.92. The value of J-B is T, FDI, WR, ED is 0.57, 55.10, 50.10, and 66.33. 

 

Correlation Analysis of Data 

 Coefficient correlation shows the level of association between two variables. 

Correlation matrixes show each and every one likely correlation coefficient with a set of 

variables. Correlation matrix of the variables of our model is certain below. 

 

Table 5 

Association Analysis 

 GDPE T WR FDI ED 

GDP 1.0000     

T -0.1646 1.0000    

WR 0.0433 0.2021 1.0000   

FDI -0.1535 0.4454 0.0442 1.0000  

ED -0.3157 0.3512 0.1426 0.1143 1.0000 

Source: Author’s Calculation E-Views 9 

 

 The table shows that the GDP has positive relationship with WR and the degree of 

0.04. GDP has negative relationship of T, FDI, ED. T has positive relationship with WR, 

FDI, ED and the degree of 0.20, 0.44 and 0.35. WR has positive relationship with FDI 

and ED. FDI is positively relationship with ED and the value of correlation Coefficient is 

0.11. 
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Table 6 

Short-run Estimates of Model 

Variables Coefficient Standard Error t-statistic Probability 

D(GDP(-2)) 0.970560 0.105383 9.20986 0.0003 

D(T(-5)) 0.530666 0.067357 7.878352 0.0005 

D(WR(-5)) 0.000070 0.000037 1.877486 0.0093 

D(FDI(-3)) 0.68908 0.419978 1.640344 0.0019 

D(ED(-5)) 0.000923 0.000371 2.489460 0.0552 

CointEq(-1) -0.41699 0.26085 -15.9859 0.0000 

Cointeq=GDP-(-0.7395*FDI+0.0002*WR-0.0015*ED-0.0245*T+8.8250) 

R-Squared   0.992626   AIC   1.17371 

Adjusted R2   0.849860   SBC   0.50686 

F-statistic    23.21022  HQC   1.63391 

Prob (F-statistic) 0.001186   D.W.stat  2.10051 

Source: Calculations (E- Views 9) 

  

 In this table shows the short run coefficient estimation of GDP purpose with its 

structural variables and ConintEq (-1) value. The value of R2 and adjusted R2 are 0.99 

and 0.84 shows 99% and 84% deviation in gross domestic product (GDP) function that is 

explain by repressors i.-e trade, worker remittance, foreign direct investment, external 

debt. The Durbin Watson value is 2.10051 that mean there is no autocorrelation among 

the variables. The value of ECM showed that 41% disequilibrium will be moved. 

 

3.6 Long-run Estimates of the Coefficients of the Model 

 The findings which are estimate by use ARDL method are known in the subsequent 

table. 

 

Table 7 

Long Run Estimates of the Model 

Variables Coefficients Standard Error t-Statistic Probability 

T -0.024465 -0.024465 -3.102246 0.0502 

WR 0.000157 0.000090 1.753724 0.0139 

FDI 0.739521 0.238383 -3.102246 0.0268 

ED -0.001549 0.000183 -8.467302 0.0004 

C 8.825048 1.240272 7.115416 0.0009 

Sources: Author’s calculations (E-Views 9) 
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 In this table shows that coefficient of foreign direct investment (FDI) is positive and 

its value 0.739521. The value of prob is 0.0268 and show it is statistically significant. So, 

foreign direct investment (FDI) has positive association between economic growths. This 

result corresponding with Gul (2015) and Abdullah (2015).  

 

Table 8 

Diagnostic Test for Model 

Name of test F-Statistic Probability 

Breush-Godfrey Correlation LM test 3.417711 0.1685 

Hetroskedasticity test 0.512462 0.8383 

Source: Author’s calculation (E-Views 9) 

 

 In this table show that there is no serial correlation and no hetroskedasticity are exist. 

 

3.7 Tests for Stability  

 We approximation the CUSUM examination in auto regressive distributed lags 

procedure (ARDL) to give explanation the stability of the data. Our variables, data are 

steady because the cumulative sum of recursive residuals CUSUM figure is within the 

boundaries of 5% significance level and cumulative sum of square of recursive residuals 

CUSUMSQ illustration is also inside the limitations of 5% significant. 
 

  Stability test for Model: [GDP/ T, WR, FDI, ED] 

 

 

Figure 1: Cumulative Sum of Recursive Residuals 
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Figure 2: Illustration of Cumulative Sum of Square Recursive Residuals Test’s 

 

 In this both diagrams 1 and 2 highlights that both CUSUM and CUSUMQ lying 

critical bound. The straight line represents critical bounds at 5% significant levels. 

 

4. CONCLUSION AND POLICY RECOMMENDATION 
 

 Investment plays a most important role in the economic growth. The study 

investigation casual bond linking FDI and growth in case of Pakistan for the time 1980 to 

2016. In literature review nearly all research showed positive association among FDI and 

growth. The product of the study there is no long-run affiliation between explanatory and 

independent variables. Our study create that, in case of Pakistan the cause are major 

viewing that there is fundamental association growth and fdi. The regression consequence 

confirmed increase foreign direct investment (FDI) have positive collision on growth rate 

Pakistan.  
 

 Our result are probable to give an prospect to structure some policy implication.  

 Government of Pakistan should provide them tax holidays and other economic  

 Business gracious environment must be formed in precedence to attract large FDI. 

 Government of Pakistan should improve the education sector. 

 Enhanced agricultural zone. 

 better quality of infrastructure 

 Economic reorganization 
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